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PREFACE 

The  fundamental  plan  of  this  book  remains  essentially  the 
same  as  that  of  the  first  and  second  editions.  The  section  on 
sales  correspondence  introduced  in  the  second  edition  has  been 
dropped,  to  make  room  for  material  of  more  fundamental  signifi- 
cance in  the  theory  of  marketing.  The  section  on  the  consumer's 
point  of  view  has  been  discontinued  as  a  separate  section,  but 
without  lessening  the  emphasis  on  that  basic  concept;  that  point 
of  view  is  developed  throughout  the  present  volume  by  cases 
placed  at  strategic  points.  Aside  from  those  changes  in  plan, 
which  are  not  material,  the  differences  between  this  edition  and 
the  second  edition  appear  in  the  cases  themselves. 

In  this  edition  many  new  cases  have  taken  the  place  of  cases 
in  the  preceding  edition.  These  changes  reflect  developments  in 
theory  and  developments  in  business  practice.  The  theory  of 
marketing  is  still  in  the  early  stages  of  formulation.  Hence  con- 
tinued study  is  bringing  to  light  new  aspects  of  the  subject  which 
deserve  a  place  in  such  a  volume  as  this.  Business  methods  are 
undergoing  particularly  rapid  modification  in  marketing.  Ex- 
periments abound.  New  cases  of  significance,  therefore,  are  con- 
tinually arising.  Under  these  circumstances  frequent  revision  of 
teaching  material  is  necessary. 

Nearly  all  the  cases  in  this  volume  have  been  recorded  by  the 
research  organization  of  the  Harvard  Graduate  School  of  Busi- 
ness Administration.  Although  the  cases  are  based  on  actual 
business  experience,  in  most  instances  they  have  been  stated 
under  disguised  names,  in  order  to  avoid  revealing  the  identity 
of  confidential  information  with  its  sources. 

As  this  study  of  marketing  proceeds  from  year  to  year  I  be- 
come indebted  to  an  ever  increasing  number  of  persons  and 
business  firms  that  render  progress  possible  by  their  assistance. 
In  the  preparation  of  this  edition  I  have  been  helped  particularly 
by  the  work  of  Mr.  Dana  N.  Trimble  and  Mr.  Kenneth  S. 
Boardman,  of  the  research  staff  of  the  School;  by  my  secretary, 
Miss  Martha  Head;  and  by  my  assistant,  Miss  Mabel  Taylor. 
My  colleagues,  Professors  Malcolm  P.  McNair  and  Neil  H.  Bor- 
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den,  have  worked  continuously  and  wholeheartedly  in  the  formu- 
lation of  the  principles  exemplified  by  the  cases  in  this  volume  and 
they  have  made  many  fruitful  recommendations. 

Melvin  T.  Copeland 
Cambridge,  Massachusetts, 
April  7,  1927 
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TROBLEMS  IN  MARKETING 


RETAIL  DISTRIBUTION  OF  CONSUMERS'  GOODS 
i.  James  McPherson 

MARKETING    BY   PARCEL    POST 

In  the  spring  of  192 1,  grain  and  live  stock  prices  were  at  a  low 
point,  and  Mr.  McPherson,  an  Illinois  farmer,  suffered  heavy 
losses  in  selling  these  products.  At  that  time  several  articles 
were  published  in  farm  papers  advocating  the  elimination  of  the 
"middleman"  in  order  to  give  producers  a  larger  share  of  the 
profits — the  same  sort  of  articles  that  frequently  had  appeared 
in  earlier  years.  Some  of  the  methods  proposed,  which  required 
the  building  up  of  large  organizations  among  farmers  who  were 
not  accustomed  to  working  together,  did  not  seem  practical  to 
Mr.  McPherson.  He  did  become  interested,  however,  in  the 
suggestion  that  each  farmer  market  his  own  garden  and  dairy 
produce  by  parcel  post.  Several  years  previously  the  United 
States  Department  of  Agriculture  had  issued  several  bulletins 
on  the  marketing  of  cheese,  butter,  eggs,  berries,  garden  truck, 
and  fruits  by  parcel  post.  The  method  seemed  simple,  and  Mr. 
McPherson  decided  to  try  out  the  plan. 

The  McPherson  farm  of  120  acres  was  located  on  the  Chicago, 
Milwaukee  &  St.  Paul  Railroad  about  30  miles  west  of  Chicago. 
Although  a  large  part  of  his  land  was  in  grain,  Mr.  McPherson 
sold  milk  for  shipment  into  Chicago,  and  he  sold  a  substantial 
quantity  of  eggs,  butter,  fruit,  and  garden  truck  to  local  shippers. 
For  these  products  he  estimated  that  he  received  about  one-third 
or  one-half  the  retail  prices  at  which  they  were  sold  eventually 
in  Chicago.  When  he  had  protested  to  the  local  produce  buyers 
that  he  was  receiving  "the  short  end  of  the  deal,"  it  was  explained 
to  him  that  all  produce  had  to  be  graded,  packed,  and  shipped 
to  Chicago,  where  it  was  sold  to  large  wholesalers  who  stored 
the  produce  in  warehouses  until  such  time  as  it  was  wanted  by 
the  jobbers.  The  latter,  in  turn,  sold  to  retailers,  who  finally  sold 
and  delivered  the  goods  to  consumers  in  Chicago  and  its  suburbs. 
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This  experience  helped  to  convince  Mr.  McPherson  that  it 
would  be  advantageous  for  him  to  market  foodstuffs  by  parcel 
post.  He  therefore  increased  his  production  of  eggs,  butter, 
garden  truck,  and  fruit  and  secured  a  supply  of  small  mailing 
cases,  such  as  were  recommended  in  the  bulletins  of  the  Depart- 
ment of  Agriculture.  He  then  advertised  in  the  local  papers  of 
the  Chicago  suburbs  and  by  post  card  that  he  was  able  to  supply 
fresh  produce  directly  from  the  country  at  prices  the  same  as 
those  charged  for  inferior  goods  by  the  grocery  stores. 

At  first  the  response  was  gratifying,  and  Mr.  McPherson  had 
more  orders  than  he  could  handle,  but  after  a  few  months,  in 
spite  of  all  the  advertising  that  he  had  done,  his  sales  were  cut 
in  half.  One  day  early  in  1922,  he  called  on  several  of  his  for- 
mer customers  to  ascertain  the  reason  for  the  decline  in  orders. 
Some  of  these  customers  told  him  that  it  took  several  days  to  have 
an  order  filled  from  the  farm,  and  that  they  seldom  could  re- 
member to  order  goods  until  their  supplies  were  exhausted;  then 
they  purchased  at  the  nearest  stores.  Others  said  that  almost 
always  one  or  two  eggs  were  broken,  or  the  top  layer  of  a  box 
of  fruit  was  crushed,  and  although  they  knew  he  had  offered  to 
make  this  damage  good,  it  was  too  much  trouble  to  have  it  done. 
Several  stated  that  the  stores  carried  produce  good  enough  for 
them,  and  that  they  disliked  to  be  bothered  with  ordering  by  mail. 
Still  others  said  that  prices  were  coming  down  and  that  several 
times  they  had  paid  more  for  Mr.  McPherson's  produce  than 
they  would  have  been  charged  by  the  local  stores;  although  they 
knew  that  foodstuffs  from  the  country  were  fresh,  they  did  not 
care  to  pay  fancy  prices.  A  few  said  that  they  did  not  see  why 
they  should  pay  a  farmer  as  much  as  they  would  pay  a  store- 
keeper, since  the  farmer  did  not  furnish  immediate  delivery  serv- 
ice or  other  conveniences.  They  stated  that  numerous  farmers 
had  grown  rich  on  the  high  grain  and  food  prices  during  the  war 
period  and  that  now  "the  farmers  thought  they  could  rob  any- 
one who  came  along." 

On  returning  home,  Mr.  McPherson  figured  his  costs  of  carry- 
ing on  a  parcel  post  business.  He  found  that  he  was  paying  from 
5  to  7  cents  for  each  small-sized  container,  in  addition  to  the 
postage.  At  first  he  had  tried  to  buy  durable  containers  and 
have  the  customers  return  them,  but  few  were  willing  to  be 
bothered  to  that  extent.    Frequently  the  crates  became  stained 
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from  use,  and  customers  objected  to  receiving  goods  in  unsightly, 
second-hand  containers.  Instead  of  the  profits  he  had  expected, 
he  had  made  no  more  by  marketing  produce  by  parcel  post  than 
he  had  made  in  an  average  year  in  the  grain  and  dairy  business, 
and  in  addition  he  had  had  the  worry  and  bother  of  dealing  with 
unreasonable  customers.  Mr.  McPherson  had  put  so  much  ef- 
fort and  money  into  increasing  the  production  of  eggs,  butter, 
and  garden  truck  and  in  arranging  to  market  them  by  parcel 
post,  however,  that  he  was  reluctant  to  give  up  the  experiment, 
at  least  until  he  had  made  sure  that  he  had  tried  out  the  right 
methods  for  building  up  his  trade. 


2.  Retail  Public  Market 

For  the  purpose  of  helping  to  reduce  the  high  cost  of  living 
and  also  in  order  to  aid  farmers  in  disposing  of  their  crops  to 
better  advantage,  the  legislature  of  one  of  the  eastern  states  in 
191 5  passed  an  act  authorizing  all  cities  and  towns  having  a 
population  of  10,000  or  more  to  provide  and  maintain  public 
markets  with  suitable  buildings  and  grounds.  The  act  required 
such  cities  as  did  not  maintain  public  markets  to  designate  streets 
or  squares  to  be  used  by  farmers  and  other  persons  as  public 
market  places.  It  also  permitted  such  cities  or  towns  to  make 
rules  and  regulations  for  the  use  and  management  of  these  public 
markets  or  market  places.1 

In  accordance  with  the  provisions  of  this  act,  a  city  with  a 
population  of  over  100,000  established  a  public  market  for  pro- 
ducers near  the  central  business  district.  This  market  was  open 
all  the  year  on  Tuesday  and  Saturday  from  6  a.m.  to  10:30  p.m. 
During  the  summer  and  autumn,  daily  attendance  of  farmers  aver- 
aged between  40  and  50,  and  attendance  of  buyers  was  estimated 
to  have  been  6,000  to  8,000  on  the  days  of  greatest  patronage.  A 
fee  of  $1  was  charged  the  farmers  for  each  market  day.  The 
city  appropriated  a  small  sum  each  year  to  cover  the  expense  of 
supervising  the  market.   It  was  stated  that  as  high  as  58  loads 

xThe  term  "retail  public  market"  sometimes  is  applied  to  a  municipally  owned 
market  in  which  stalls  are  rented  to  dealers  who  sell  goods  at  retail  to  consumers. 
Faneuil  Hall  and  Quincy  markets  in  Boston  are  examples  of  this  type.  The 
retailers  who  sell  at  these  markets  are  retailers  who  buy  from  jobbers  situated  in 
the  regular  jobbing  market.  At  the  retail  public  markets,  sales  are  made  for  cash, 
and  consumers  carry  the  goods  home  with  them. 
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of  produce  were  sold  in  one  day  at  this  market.  During  the 
second  year  of  the  operation  of  the  market,  hucksters  and  ped- 
dlers made  their  appearance.  At  first  these  merchants  dealt 
mainly  in  produce,  such  as  southern  fruits  and  vegetables,  which 
was  out  of  season  in  the  locality.  They  purchased  their  sup- 
lies  at  the  jobbers'  market  in  a  nearby  large  city  which  was  a 
wholesale  distributing  point  for  a  great  variety  of  farm  produce. 
At  first  no  objection  was  made  to  the  activities  of  these  hucksters, 
since  their  presence  tended  to  keep  the  market  running  all  the 
year.  Soon,  however,  a  class  of  merchants  developed  who  pur- 
chased local  produce  from  farmers  coming  into  the  market  and 
resold  it  to  consumers.  It  was  stated  that  farmers,  rather  than 
spend  an  entire  day  at  the  market  catering  to  retail  trade,  fre- 
quently preferred  to  sell  their  entire  loads  immediately  to  these 
retail  dealers  and  then  return  to  their  farms.  There  was  appre- 
hension, however,  among  several  sponsors  of  the  public  markets 
act  that  the  activities  of  these  merchants  were  likely  to  become 
inimical  to  the  primary  purpose  of  the  market  as  a  place  where 
producers  might  sell  directly  to  consumers. 

Should  the  city,  under  authority  granted  to  it  by  the  act  of 
the  state  legislature,  have  made  rules  excluding  these  middlemen 
from  the  retail  public  market? 


3.  Retail  Milk  Trade 

According  to  a  report  of  the  Massachusetts  Agricultural  Ex- 
periment Station,  the  average  cost  of  the  retail  distribution  of 
milk  by  more  than  80  distributors,  some  of  them  producers  and 
some  retailers,  was  2.64  cents  per  quart  in  1914-1915  in  six  cities 
and  towns  in  Massachusetts.1  This  cost  included  labor,  depre- 
ciation of  equipment,  maintenance,  supplies,  bad  debts,  rent, 
interest,  taxes,  insurance,  and  several  other  small  items.  Labor 
constituted  three-fifths  of  the  delivery  cost. 

It  was  stated  that  the  average  retail  delivery  cost  per  quart 
was  2.66  cents  for  a  firm  with  sales  less  than  500  quarts  per  day; 
2.05  cents  per  quart  for  a  firm  handling  500  to  1,000  quarts  daily; 

1  Massachusetts    Agricultural    Experiment    Station,    Bulletin    No.    173,    Cost    of 
Distributing  Milk  in  Six  Cities  and  Towns  in  Massachusetts. 


RETAIL  DISTRIBUTION  7 

2.23  cents  per  quart  for  1,000  to  2,000  quarts  daily;  and  2.92 
cents  per  quart  for  a  firm  handling  over  2,000  quarts  daily. 

It  was  concluded  that  under  competitive  conditions  milk  retail- 
ing service  was  fairly  satisfactory,  inasmuch  as  the  consumer 
usually  received  his  milk  on  time  and  in  such  quantities  as  he 
required.  He  had  the  opportunity  of  changing  from  one  retailer 
to  another  if  the  quality  was  not  satisfactory.  Nevertheless,  the 
following  conclusion  also  was  drawn: 

After  all  is  said,  the  adequate  solution  of  milk  distribution  will  come 
only  through  municipal  delivery  or  the  organization  of  the  milk  dis- 
tributors. In  small  cities  and  towns,  a  cooperative  milk  plant  owned 
and  managed  by  two  or  three  men  is  very  feasible.  One  plant  could 
easily  deliver  the  necessary  2,500  to  10,000  quarts  per  day  and  solve 
most  if  not  all  the  problems  of  economical  and  adequate  delivery. 

The  problem  of  milk  distribution  in  large  cities  is  difficult,  but  the 
organization  of  the  small  milkmen  operating  in  large  cities  into  a  single 
distributing  agency  would  cure  many  ills  and  bring  about  cheaper  de- 
livery. 

The  committee  of  the  Boston  Chamber  of  Commerce  in  its  re- 
port,1 July,  191 5,  stated  that  the  dealers  asserted  that  a  central 
delivery  system  would  not  reduce  expenses  despite  the  prevalent 
duplication  of  delivery  routes.2    Their  reasons  were  as  follows: 

1.  Each  company  would  have  to   maintain   motor  trucks  or  have 


1  Boston  Chamber  of  Commerce,  Investigation  and  Analysis  of  the  Production, 
Transportation,  Inspection,  and  Distribution  of  Milk  and  Cream  in  New  England, 
July,  1915. 

2  In  1918  the  Commercial  Economy  Board  of  the  Council  of  National  Defense 
issued  a  report  on  Economy  in  Retail  Service  in  which  especial  attention  was 
directed  to  the  merits  of  cooperative  delivery  methods  for  retail  stores.  The  report 
stated: 

"Large  savings  in  labor  and  equipment  have  followed  the  introduction  0! 
cooperative  [delivery]  systems  in  a  number  of  towns  investigated  by  the  Com- 
mercial Economy  Board.  A  conservative  estimate  of  the  average  savings  in  the 
systems  that  have  been  well  managed  is  50%  [of  the  delivery  expense].  The 
saving  in  man  power  for  22  systems  investigated  by  the  Board  was  69%. 

"Money  savings  have  been  proportionally  large.  A  grocer  in  a  town  of  4,000 
population  cut  his  delivery  expense  from  $1,638  to  $806  annually.  A  merchant  in 
another  town  immediately  reduced  his  delivery  expense  from  $675  to  $224  a 
month.  In  another  city  of  15,000  population,  the  system  has  proved  to  be  so 
successful  that  the  stock  purchased  at  $250  by  each  cooperating  merchant  when 
the  system  was  organized  10  years  ago  is  now  held  at  $1,000."  (Commercial 
Economy  Board,  Economy  in  Retail  Service,  p.  15.) 

The  report  also  gave  detailed  information  regarding  the  organization  and 
operations  of  such  cooperative  delivery  systems  for  retail  merchants,  and  it  indi- 
cated some  of  the  reasons  for  the  failure  of  unsuccessful  enterprises  in  the  coop- 
erative delivery  field. 
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horses  and  teams  to  carry  its  product  to  the  central  plant,  and  these 
would  be  useless  the  rest  of  the  day. 

2.  The  load  could  not  be  arranged  to  carry  various  numbers  of 
different-sized  bottles. 

3.  The  customer  could  not  secure  extra  milk  without  notice,  as  the 
driver  could  not  carry  extra  milk  for  all  dealers. 

4.  There  would  be  a  serious  loss  in  bottles  because  of  the  difficulty 
of  supervision  and  lack  of  interest. 

5.  Each  dealer's  driver  now  acts  as  a  solicitor  for  new  trade  and 
collects  bills  and  bottles.  It  would  be  necessary  to  hire  an  additional 
man  to  do  this  under  a  system  of  central  delivery. 

6.  The  cost  of  advertising  would  be  increased. 

From  this  evidence,  what  conclusions  are  to  be  drawn  regard- 
ing the  practicability  of  cooperative  delivery  systems  in  the  milk 
trade? 

4.  Casper  Shoe  Company 
canvassing1 

The  following  personal  letter,  in  January,  192 1,  was  received 
by  a  friend  of  Mr.  Charles  Foster,  who  was  employed  by  the 
Casper  Shoe  Company. 

1  The  Fuller  Brush  Company  has  used  canvassing,  or  house-to-house  selling,  for 
marketing  its  products.  In  1922,  the  company  was  employing  3,500  selling  repre- 
sentatives. For  administrative  purposes  the  company  divided  the  United  States 
into  five  sales  divisions,  with  20  district  offices  and  168  branch  offices.  Canada  con- 
stituted one  sales  division  with  3  sales  districts  and  24  branch  offices.  The  com- 
pany's sales  in  1913  were  $184,525;  in  1921,  $8,367,474.  The  company's  expendi- 
tures for  national  advertising  in  1913  amounted  to  $56,000;  in  1921  to  $275,000; 
and  in  1922  its  budget  for  that  purpose  was  $400,000.  In  addition  to  the  national 
advertising  the  company  distributed  large  numbers  of  advertising  cards  and 
sample  brushes.  See  Albert  C.  Fuller,  "How  We  Use  Advertising  to  Sell  Our 
Representatives  to  the  Public,"  Printers'  Ink,  May  25,  1922,  pp.  61-68.  Another 
company  which  has  marketed  its  product  by  house-to-house  selling  is  the  Real 
Silk  Hosiery  Mills,  Inc. 

In  an  address  at  the  annual  meeting  of  the  Association  of  the  National  Adver- 
tisers, November  8,  1926,  Mr.  O.  B.  Westphal,  vice-president  and  general  manager 
of  the  Jewel  Tea  Company,  Inc.,  described  that  company's  method  of  house-to- 
house  selling.  (See  Printers'  Ink,  November  11,  1926,  pp.  176-181.)  The  Jewel 
Tea  Company,  he  stated,  sold  coffee,  tea,  extracts,  spices,  a  few  other  food  prod- 
ucts, soaps,  and  household  utilities  and  utensils  directly  to  consumers.  Coffee 
was  the  major  item  in  the  sales.  Each  service  salesman  had  a  series  of  routes, 
each  of  which  he  covered  once  in  every  two  weeks.  On  each  call  the  salesman 
delivered  goods  ordered  on  his  preceding  call,  collected  payment,  and  obtained 
an  order,  if  possible,  for  delivery  two  weeks  later.  Each  salesman  had  on  the 
average  400  customers,  and  hence  was  required  to  make  from  35  to  50  calls  a  day. 
On  the  general  subject  of  house-to-house  selling  see  Everett  A.  Smith,  "The 
Economic  Future  of  House-to-House  Selling,"  Harvard  Business  Review,  April, 
1926,  pp.  326-332. 

See  also  Truro  &  Company,  page  39. 
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Buffalo,  New   York. 
January  26,  1921. 
Dear  Sir: 

My  present  line  of  work  with  the  Casper  Shoe  Company  is  to  estab- 
lish a  mail  order  department. 

The  establishment  of  this  department  was  started  by  another  member 
of  the  company.  The  work  as  started  was  handed  over  to  me.  My 
predecessor  procured  a  mailing  list  of  2,500  names  to  which  he  sent 
material  as  enclosed.  If  he  received  a  reply,  he  sent  a  second  letter 
and  an  illustrated  catalog  as  enclosed. 

A  very  small  percentage  of  the  2,500  people  answered  the  letters. 

T  should  be  pleased  to  have  the  work  to  date  criticized,  and  to  receive 
suggestions  for  further  procedure. 

At  the  present  time  I  am  canvassing  the  small  towns,  carrying  a  few 
sample  shoes  with  me,  in  order  to  interest  one  man  in  each  town  in  our 
project,  who  will  take  orders  on  the  10%  basis. 

Very  truly  yours, 

Casper  Shoe  Company 
(signed)  Charles  Foster 

The  following  documents  and  a  catalog  were  enclosed  with  the 
preceding  letter. 

(Printed  slip) 
Agents  Wanted  Everywhere — Write  for  Particulars 

If  you  will  send  us  the  names  of  friends  who  you  think  would 
like  to  save  money — on  shoes — we  will  pay  you  for  your  time, 
mailing  you  a  check  of  10%  of  their  first  order.  This  is  a  chance 
to  make  extra  money  without  much  effort  and  favoring  your  friends 
by  helping  them  keep  down  their  shoe  expenses. 

(First  letter — mimeographed) 
Dear  Friend: 

Your  name  has  been  handed  to  us  by  a  friend  who  is  interested 
enough  in  you  to  feel  he  would  like  to  help  you  SAVE  MONEY" 
when  you  need  shoes;  and  we  have  a  plan  by  which  you  can  save 
money. 

We  sell  direct,  no  middleman's  profits  to  pay,  no  clerks  to  pay 
to  do  your  fitting,  no  high  rents  to  pay,  nor  many  other  expensive 
methods  of  doing  business,  all  of  which  you  must  help  to  pay  when 
you  do  not  buy  direct. 

This  is  just  the  reason  why  we  are  writing  you. 

We  have  an  illustrated  catalog  which  we  will  be  glad  to  send  you 
if  you  will  write,  asking  for  it.  These  catalogs  are  not  sent  unless 
you  are  interested,  because  to  send  them  out  not  knowing  where  or 
to  whom  we  are  sending  them  would  only  be  an  added  expense 
which  some  one  must  pay,  and  this  is  just  what  we  are  overcoming. 
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Our  plan  is  to  sell  direct  and  with  as  little  expense  as  possible, 
passing  the  saving  on  to  you;  and  by  doing  this  we  are  helping  to 
reduce  the  price  on  shoes. 

Shoes  shown  in  the  catalog  are  for  every  member  of  the  family 
and  these  shoes  are  sent  to  you  without  any  cost  of  sending,  and 
you  save  from  50  cents  on  the  smaller  sizes  to  $3  and  sometimes  as 
much  as  $4  on  a  pair  of  shoes  of  the  better  grades. 

Write  now — Today — and  ask  us  to  send  you  a  money-saving 
catalog. 

Send  No  Money.  We  send  all  goods  c.o.d.;  you  pay  nothing 
until  the  shoes  arrive,  and  if  they  are  not  satisfactory  you  may 
return  them.    We  stand  back  of  every  pair  we  sell. 

Yours  truly, 

Casper  Shoe  Company 

(Second  letter — mimeographed) 
Dear  Friend: 

We  are  looking  for  one  agent  in  each  town  to  sell  our  shoes 
direct  to  consumer,  and  right  here  is  a  chance  to  make  more  easy 
money  than  you  have  ever  made. 

Everybody  wears  shoes;  every  person  a  possible  customer;  two 
to  eight  possible  customers  in  each  family;  so  you  can  readily  see 
that  it  should  be  an  easy  matter  to  make  extra  money  without 
much  effort  on  your  part. 

This  is  our  plan: 

Take  our  catalog  to  your  friends,  show  them  the  different  styles, 
and  explain  how  much  they  can  save  by  buying  their  shoes  direct. 

The  enclosed  price  list  will  show  you  just  what  price  to  sell 
them  for,  send  us  the  order,  along  with  the  amount  less  10%;  this 
amount  you  keep  for  your  commissions;  we  will  send  your  shoes 
free  of  all  delivery  charges.     Parcel  post  and  insurance  paid  by  us. 

If  you  do  not  wish  to  pay  for  the  shoes  until  they  arrive,  we  will 
.  send  them  c.o.d.  to  you  less  10%  on  the  selling  price,  which  you 
will  retain  for  your  commission  upon  your  delivering  the  shoes  to 
customer.  If  you  select  this  latter  plan,  10  cents  will  be  deducted 
from  your  commission  for  an  order  of  a  single  pair  or  if  more  than 
one  pair  is  ordered,  5  cents  for  each  additional  extra  pair.  This 
small  amount  will  help  to  pay  only  a  part  of  the  expenses;  we  pay 
the  balance.  Should  the  order  amount  to  more  than  $25,  we  will 
send  the  entire  order  without  making  any  deduction  for  delivering, 
c.o.d.  for  shoes  only. 

Take  this  catalog — get  busy — today. 

See  how  much  extra  money  you  can  make  with  just  a  little  effort 
on  your  part. 

Yours  truly, 

Casper  Shoe  Company 
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Our  bank  reference  is  Farmers  Trust  Company  of  Buffalo,  New 
York. 

The  catalog  was  a  booklet  4  by  7  inches,  22  pages.  The  illus- 
trations of  shoes  in  the  catalog  were  in  color  and  were  well  got 
up.  With  the  catalog  was  sent  a  price  list,  which  was  revised 
from  time  to  time  in  accordance  with  changes  in  market  prices. 
The  following  statement  was  made  in  the  catalog:  "Should  there 
be  any  changes  in  prices  at  any  time,  you  will  receive  the  full 
benefit  of  any  reductions." 

On  pages  2  and  3  of  the  catalog  the  following  statements  were 
made: 

Many  Good  Reasons 

Why  You  Can  Save  Money  by  Buying 

Shoes  Direct  from  Us 

No  Middleman's  Profit  to  Pay 

No  High  Rents 

No  High-Priced  Clerks  to  Do  Your  Fitting 

No  Dull  Seasons  in  Which  to  Pay  Clerks  Until  the  "Rush  Is  On" 

No  Deliveries  to  Pay 

No  Bad  Accounts  Which  the  Cash  Customer  Must  Pay  Indirectly 

How  to  Order  Shoes 

Select  the  style  shoe  you  desire,  writing  plainly  stock  number,  size, 
width  and  color. 

If  the  shoe  you  are  wearing  is  marked  in  sizes  you  do  not  under- 
stand, mark  them  as  they  appear  in  the  shoe. 

If  the  shoe  is  marked  like  this:  37-2,  don't  fail  to  mark  the  dash, 
as  it  refers  to  size. 

State  whether  you  want  the  same  size,  larger,  or  smaller. 

Always  make  a  second  choice,  so  that  if  we  should  be  short  on  the 
style  you  wish,  there  will  be  no  delay. 


5.    L.  O.  WOOLEY 

COST  OF  doing  business1 

Mr.  L.  0.  Wooley  operated  a  retail  drug  store  in  a  town  in 
Illinois.  His  books  showed  the  following  results  for  the  year 
ending  December  31,  1919: 

1  For  an  explanation  of  the  standard  classification  of  accounts  for  retail  drug 
stores  prepared  by  the  Harvard  Bureau  of  Business  Research,  see  Bureau  of  Busi- 
ness Research,  Harvard  University,  Bulletin  No.  16,  Operating  Accounts  for  Retail 
Drug   Stores.     Standard    classifications    also    were    prepared    by    the    Bureau    for 
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Cash  Discounts  Taken  on  Purchases  of 

Merchandise  $      326.35 

Total  Salaries  and  Wages 8,523.09 

Advertising 538.20 

Rent   1,350.00 

Heat,  Light,  and  Power 181.80 

Taxes    249.55 

Insurance   175.41 

Repairs  and  Depreciation 352.48 

Total   Interest 1,384.49 

Other  Expenses  854.98 

Inventory  of  Merchandise,  January  1,1919 16,362.10 

Inventory  of  Merchandise,  December  31,  1919. . . .  19,794.65 

Inward  Freight  and  Express 914.61 

Purchases  of  Merchandise  at  Billed  Cost 32,635.94 

Sales— Cash  31,544.57 

Sales — Credit 12,267.33 

What  were  his  percentages  of  gross  margin,  net  profit,  and  total 
expense?  What  was  his  rate  of  stock-turn?  Wherein  do  these 
figures  suggest  opportunity  for  improvement  in  the  management 
of  this  business? 


6.  Burnside  Clothing  Company 
flat  mark-up 

The  Burnside  Clothing  Company  owned  a  store  situated  in  an 
industrial  suburb  of  Chicago.  This  suburb  had  a  population  of 
about  50,000  people.  Three  neighboring  suburbs  had  a  popula- 
tion of  about  12,000  each.  These  suburbs  were  located  about 
12  to  15  miles  from  the  center  of  the  city.  The  three  smaller 
suburbs  had  electric  car  service  to  the  large  suburb,  which  in  turn 
was  connected  with  the  city  by  both  steam  and  electric  lines. 

The  annual  sales  of  this  retail  store,  which  sold  men's  shoes 
and  men's  clothing,  in  1918  were  about  $175,000,  roughly  one- 
retail  hardware  stores,  Bulletin  No.  11;  retail  jewelry  stores,  Bulletin  No.  15; 
department  stores,  Bulletin  No.  29;  retail  grocery  stores,  Bulletin  No.  3;  automo- 
bile tire  and  accessory  stores,  appendix,  Bulletin  No.  48;  and  retail  shoe  stores, 
Bulletin  No.  2. 

An  explanation  of  the  standard  classification  of  accounts  for  retail  grocers  used 
by  the  Harvard  Bureau  of  Business  Research  is  given  in  the  Appendix,  page  787. 
Statements  regarding  the  method  of  figuring  percentages  of  expense  and  profit  and 
of  computing  the  rate  of  stock-turn  are  also  given  in  the  Appendix,  pages  806-807. 
Operating  expenses  of  various  wholesale  and  retail  trades  as  reported  to  the 
Harvard  Bureau  of  Business  Research  are  given  in  the  Appendix,  pages  808-810. 
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third  shoes  and  two-thirds  clothing.  Of  the  shoes  sold  in  that 
year,  about  65%  retailed  for  $8  per  pair,  about  25%  for  less, 
and  about  10%  for  more  than  that  figure.  This  firm  sold  almost 
exclusively  shoes  that  bore  its  private  brand.  It  was  competing 
mainly  with  smaller  suburban  stores  in  medium-  and  low-priced 
goods  and  with  the  large  city  stores  in  medium-  and  high-priced 
goods.  The  sales  of  the  shoe  department  in  this  store  yielded  an 
average  gross  margin  of  29.8%  in  1918.1  It  turned  its  stock  2.1 
times. 

During  19 19  the  proprietors  of  the  store  considered  a  proposal 
to  sell  all  shoes  in  the  future  at  a  flat  gross  mark-up  of  $1  per 
pair.  For  example,  a  pair  of  shoes  costing  $5.50  would  have 
been  sold  at  retail  in  this  store  under  the  new  plan  at  $6.50.  It 
was  proposed  to  make  this  price  policy  the  most  conspicuous 
feature  of  the  firm's  advertising.  If  the  plan  were  adopted,  the 
quality  of  the  goods  was  to  be  maintained.  The  mark-up  on 
clothing  was  to  be  continued  at  the  same  rate  as  in  the  preceding 
years. 

Should  the  Burnside  Clothing  Company  have  adopted  this 
policy?  What  was  likely  to  be  the  effect  of  such  a  policy  upon 
the  patronage  of  the  store? 


7.  James  Brown 
cooperative  store 

The  following  statement  was  made  in  December,  191 6,  by 
James  Brown,  a  member  of  a  cooperative  retail  association: 

I  am  interested  in  a  club  which  conducts  a  cooperative  grocery  store, 
and  whose  directors  have  ambitions  to  expand.  In  attempting  to  cut 
prices  on  certain  items,  they  found  that  this  could  not  be  done  without 
being  refused  the  right  to  handle  them.  This  brought  them  to  the  idea 
that  they  ought  to  adopt  the  Rochdale  plan  of  selling  at  current  prices 
and  giving  dividends.  The  grocery  store  has  been  conducted  for  years 
with  success  by  selling  goods  at  less  than  the  regular  retail  market  rate, 
the  club  charging,  however,  a  commission  of  3%.  Some  of  us  would  like 
to  continue  this  method  of  selling,  as  our  wives  would  like  to  know 

1  For  figures  on  profits  and  expenses  in  retail  shoe  stores,  see  Appendix,  page 
808;  also  Bureau  of  Business  Research,  Harvard  University,  Bulletins  Nos.  10, 
20,  28,  and  31;  on  clothing  store  expenses,  see  Northwestern  University  Bureau 
of  Business  Research,  Costs,  Merchandising  Practices,  Advertising,  and  Sales  in 
the  Retail  Distribution  of  Clothing. 
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whether  they  are  getting  things  cheaper  than  at  public  stores  or  not, 
and  like  to  know  for  a  certainty  whether  they  are  going  to  make  both 
ends  meet  at  the  end  of  the  month,  without  having  to  gamble  on  what 
the  dividend  is  going  to  be.  At  the  same  time,  others  point  out  that 
practically  all  successful  cooperative  societies  operate  on  the  Rochdale 
plan.  I  should  be  greatly  obliged  for  any  information  which  will  help 
us  to  decide  wisely  in  regard  to  changing  from  the  present  to  the  Roch- 
dale plan. 

The  essential  characteristics  of  the  Rochdale  plan  of  organiz- 
ing cooperative  societies,  which  originated  in  England,  were 
briefly  as  follows :  The  ownership  of  the  store  was  vested  entirely 
in  consumers.  Capital  was  provided  by  the  members,  each  of 
whom  subscribed  for  one  or  more  shares.  Each  member  had  one 
vote  in  the  management  of  the  society  irrespective  of  the  number 
of  shares  that  he  held.  Dividends  usually  were  paid  on  the  shares 
at  the  rate  of  5%  or  6%.  The  net  profits,  over  and  above  the 
dividends  on  the  shares  and  the  amount  set  aside  for  reserve  and 
surplus,  were  distributed  to  the  members  in  proportion  to  their 
purchases.  Merchandise  was  sold  in  the  store  at  current  retail 
market  prices. 

In  England,  the  development  of  consumers*  cooperative  stores 
has  been  conspicuously  successful  during  the  last  half-century. 
In  England  and  Scotland  in  January,  191 5,  according  to  the  191 8 
annual  report  of  the  Cooperative  Wholesale  Societies,  Ltd.,  there 
were  3,825  retail  cooperative  stores  with  3,736,589  members. 
Many  of  the  retail  cooperative  societies  were  members  of  the 
wholesale  cooperative  societies.  It  was  stated  that  the  combined 
sales  of  the  English  Cooperative  Wholesale  Societies  and  the 
Scottish  Cooperative  Wholesale  Societies  in  19 18  amounted  to 
$411,600,000.  Groceries  and  provisions  made  up  the  largest  part 
of  their  business.  These  wholesale  societies  are  organized  on  the 
same  principle  as  the  retail  cooperative  societies.  In  addition  to 
performing  the  regular  wholesale  functions,  they  have  in  many 
cases  expanded  their  activities  into  the  manufacturing  field. 

The  success  of  the  cooperative  movement  in  Great  Britain  fre- 
quently has  been  ascribed  to  such  factors  as  the  solidarity  of 
interest  among  the  laboring  classes,  the  strong  organization  and 
able  leadership  of  the  cooperative  movement,  the  absence  of  a 
high  degree  of  mobility  of  population,  and  the  incompetence  of 
the  retail  competition  encountered  by  the  cooperative  societies. 

During  the  period  of  depression  in  Great  Britain  in  1921,  the 


RETAIL  DISTRIBUTION  15 

cooperative  wholesale  societies  sustained  heavy  losses.  The  Co- 
operative Wholesale  Societies,  Ltd.,  for  instance,  showed  a  net 
loss  of  £3,500,000  for  the  six  months  ending  June  25,  192 1.  In 
addition  to  losses  sustained  because  of  the  collapse  in  commodity 
values,  the  wholesale  cooperative  societies  suffered  a  loss  in  sales 
because  many  retail  societies,  in  an  endeavor  to  buy  merchandise 
as  cheaply  as  possible,  went  outside  the  cooperative  channels  in 
making  their  purchases,  whereas  the  wholesale  societies  were  pro- 
hibited from  selling  to  stores  conducted  on  a  noncooperative  basis. 
It  was  stated,  however,  that  the  industrial  difficulties  through 
which  Great  Britain  was  passing  were  responsible  for  a  large 
increase  in  the  membership  of  the  retail  cooperative  societies 
during  1921. 

In  the  United  States,  a  large  number  of  cooperative  stores 
have  been  started  at  various  times,  but  comparatively  few  of 
them  have  survived  for  a  long  period.  Between  191 5  and  1920 
a  substantial  number  of  cooperative  stores  were  started  under 
the  guidance  of  union  labor  organizations,  especially  railroad 
employees'  and  miners'  organizations. 

In  1 92 1  the  Bureau  of  Labor  Statistics  of  the  United  States 
Department  of  Labor  undertook  a  survey  of  the  consumers'  co- 
operative movement  in  the  United  States;  this  survey  covered 
the  year  1920.  The  following  excerpts  are  taken  from  a  pre- 
liminary report  published  in  the  Monthly  Labor  Review,  August, 
1922: 

It  was  unfortunate  that  the  year  covered  by  the  survey,  1920,  was 
one  of  abnormal  and  most  unfavorable  business  conditions,  since  this 
was  bound  to  be  reflected  in  the  returns  of  the  cooperative  societies. 
Cooperative  societies,  especially  those  newly  started  and  consequently 
without  opportunity  to  accumulate  a  reserve  fund,  were  confronted  with 
peculiar  difficulties.  The  year  1920  was  characterized  by  rising  whole- 
sale prices  during  the  first  five  months.  After  that  time,  during  the 
remainder  of  the  year  they  fell  rapidly.  Thus  the  societies  which  had 
laid  in  a  large  stock  of  goods  at  the  peak  prices  had  often  to  sell  their 
goods  at  less  than  cost.  It  is  evident  that  the  societies  which  had 
begun  business  during  the  spring  suffered  most  by  this  condition,  since 
their  whole  stock  of  merchandise  was  bought  at  the  time  of  highest 
prices.  The  drop  in  prices  was  also  reflected  in  the  decreased  value  of 
the  inventory  at  the  end  of  the  year. 

Toward  the  end  of  the  year  the  difficulties  of  the  cooperative  societies 
were  increased  by  the  growing  unemployment  among  their  members. 
Among  the  wage  earners  who  form  the  majority  of  cooperators,  loss  of 
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work  means  loss  of  purchasing  power  except  on  credit.  This  in  turn 
means  either  that  the  society  must  extend  credit  or  that  its  unemployed 
members  must  go  to  the  private  dealer  who  will  do  so.  Credit  is  ex- 
tended by  many  societies,  but  granting  of  credit  "freezes"  their  capital 
to  the  extent  of  the  credit  given. 

Reports  were  received  from  1,009  cooperative  retail  societies  and 
from  10  cooperative  wholesale  societies.  In  addition,  all  the  coopera- 
tive centers  were  visited  and  a  number  of  local  societies  were  given  per- 
sonal study. 

Two  types  of  societies  were  included  in  the  study:  (1)  Exclusively 
consumers'  societies,  and  (2)  societies  which  combine  the  functions  of 
consumers'  societies  with  those  of  marketing  associations.  While  the 
latter  are  consumers'  associations  only  incidentally,  their  chief  function 
being  that  of  marketing  agencies,  the  volume  of  cooperative  buying 
done  through  them  is  so  considerable  that  it  was  thought  desirable  to 
include  them  in  the  report.  Throughout  the  study,  however,  the  data 
for  the  two  types  of  society  were  kept  separate. 

Analysis  of  the  data  showed  that  the  membership  of  the  966  societies 
reporting  on  this  point  was  260,060.  The  two  largest  groups  of  coop- 
erators  are  found  in  the  East  North  Central  and  West  North  Central 
sections,  each  of  these  having  nearly  one-third  of  the  total  number. 
Considered  in  relation  to  population,  however,  the  strictly  consumers' 
movement  has  reached  its  greatest  development  on  the  Pacific  Coast. 
Kansas  was  found  to  be  the  leading  state  in  point  of  number  of  socie- 
ties, while  Wisconsin  leads  both  as  regards  actual  membership  (49,503) 
and  as  to  membership  in  relation  to  population.  The  reports  indicate 
that  the  consumers'  cooperative  movement  is  little  developed  in  the 
South,  both  actually  and  in  relation  to  population. 

That  the  large  societies  of  the  foreign  cooperative  movements  are  far 
from  numerous  in  the  United  States  is  shown  by  the  study.  Only  9 
societies  had  2,000  members  or  more,  while  more  than  two-thirds  of 
the  whole  number  reporting  had  less  than  200  and  one-third  had  less 
than  100  members.  The  average  membership  of  the  societies  was  269 
persons.  The  comparative  youth  of  the  societies  studied  may  be  in  part 
the  cause  of  the  small  size  of  the  associations,  for  over  70%  of  the 
strictly  consumers'  societies  and  over  half  of  the  combined  purchase 
and  sale  associations  had  been  in  business  for  less  than  5  years.  Only 
26  of  the  1,009  societies  had  been  in  business  for  a  quarter  of  a  century 
or  more.  Of  the  9  societies  having  2,000  members  or  over,  3  had  been 
in  operation  for  25  years  or  longer.  All  these,  however,  are  students' 
societies.  On  the  other  hand,  8  of  the  25-year-old  organizations  had 
fewer  than  200  members. 


The  operating  expense  of  the  cooperative  stores  was  found  to  com- 
pare favorably  with  that  of  private  stores  doing  the  same  kind  of  busi- 
ness.   This  expense  ranged  from  3.5%  to  25.7%  of  sales  in  the  coopera- 
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tive  stores,  the  average  expense  being  11.9%.  The  practice  as  to 
accounting  and  auditing  of  books  conformed  in  a  larger  number  of 
cases  to  the  highest  standards,  though  in  general  the  accounting 
methods  disclosed  left  room  for  improvement.  Dangerously  large  grant- 
ing of  credit  and  investment  of  too  large  a  proportion  of  capital  in 
fixed  assets  were  some  of  the  more  common  faults  found.  Granting  of 
credit  was  shown  to  have  been  the  sole  or  contributing  cause  for  lack  of 
success  in  12  of  the  70  failures  from  which  reports  were  obtained. 

Failures  were  frequent  during  the  latter  part  of  1920  and  the  begin- 
ning of  192 1.  In  many  cases,  however,  the  failure  was  due  not  so  much 
to  business  conditions  as  to  some  glaring  error  in  basic  organization  or 
in  methods. 

8.  Siegel  Company 
location;  volume  of  sales 

The  Siegel  Company,  operating  department  stores  in  Chicago, 
New  York,  and  Boston,  went  into  bankruptcy  December  30, 
1 9 14.  The  following  subsidiaries  were  involved — Fourteenth 
Street  store,  New  York;  Simpson  &  Crawford,  New  York; 
Henry  Siegel  &  Company  (bankers  and  wholesalers),  New  York; 
Henry  Siegel  Company,  Boston;  and  the  Merchants  Express 
Company,  New  York.  Two  other  subsidiaries  operating  depart- 
ment stores  later  became  involved. 

In  1886  Henry  Siegel  opened  a  department  store  on  the  cor- 
ner of  Adams  and  State  streets,  Chicago.  This  business  proved 
successful,  and  several  years  later  the  Siegel  Company  bought 
out  Simpson  &  Crawford,  New  York.  Because  of  his  success 
with  both  these  retail  stores,  Mr.  Siegel  decided  to  open  a  de- 
partment store  in  Boston.  When  Mr.  Siegel  went  to  Boston,  it 
wras  stated  that  he  was  willing  to  pay  $1,500,000  for  the  good- 
will of  a  department  store  in  the  city.  Inasmuch  as  an  attempt 
to  buy  out  an  established  business  was  unsuccessful,  a  real  estate 
trust  corporation  was  formed  to  erect  a  building  suitable  for  the 
new  company.  The  corporation  purchased  ground  and  leases 
from  occupants  and  in  1905  completed  the  Siegel  Building  on 
the  corner  of  Essex  and  Washington  streets.1  A  mortgage  of 
$3,500,000  on  the  building  bearing  4^2  %  was  held  by  two  parties. 
Taxes  amounted  approximately  to  $77,000  a  year. 

The  Siegel  Building,  which  contained  49,750  square  feet  of 

1  For  map  of  Boston,  see  page  228. 
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floor  space,  at  that  time  was  the  largest  department  store  build- 
ing in  Boston  and  was  equipped  with  up-to-date  furnishings.  An 
efficient  corps  of  buyers  was  employed,  good-quality  merchandise 
purchased,  service  to  customers  emphasized,  and  liberal  adjust- 
ment policies  established. 

It  was  stated  that  Mr.  Siegel  believed  he  could  establish  good- 
will by  spending  $1,000,000;  that  is,  he  was  willing  to  lose  $500,- 
000  the  first  year,  $300,000  the  second  year,  and  $200,000  the 
third  year,  but  would  expect  to  show  a  profit  soon  thereafter.  It 
was  stated,  further,  that  with  a  sales  volume  of  $5,000,000  he 
expected  a  loss,  but  with  sales  of  $7,000,000,  a  profit.  It  was 
evident,  therefore,  that  Mr.  Siegel  hoped  to  secure  a  sales  volume 
of  at  least  $7,000,000  a  year  inside  of  four  years.  His  three 
largest  competitors,  all  well  established  in  the  city  and  located 
within  the  shopping  district,  which  at  that  time  centered  at 
Washington  and  Summer  streets,  several  blocks  distant  from 
the  Siegel  Building,  had  annual  sales  of  approximately  $12,- 
500,000,  $5,000,000,  and  $3,000,000  respectively.  The  popula- 
tion of  Boston  then  was  slightly  under  600,000. 

In  1906,  when  the  Henry  Siegel  Company  opened  its  store,  the 
shopping  section  on  Tremont  Street  had  been  only  partially 
developed;  piano  stores  were  in  several  of  the  locations  occupied 
in  1922  by  women's  specialty  shops.  Retail  stores  in  the  neigh- 
borhood of  the  corner  of  Washington  and  Essex  streets  generally 
were  small,  and  many  of  them  featured  so-called  bargain  prices. 
There  was  little  incentive  for  people  shopping  for  merchandise 
similar  to  that  handled  by  the  Henry  Siegel  Company  to  go 
below  the  Siegel  location  on  Washington  Street.1 

Several  changes  in  the  transit  system,  as  it  affected  the  retail 
district,  were  made  during  the  life  of  the  company.    The  Tremont 

1  John  Wanamaker's  in  New  York  has  been  cited  as  an  example  which  disproves 
the  principle  of  concentration  of  department  stores.  This  store,  which  appears 
to  have  been  unusually  successful,  is  located  on  Broadway  and  Tenth  Street,  a 
considerable  distance  from  any  of  the  concentrated  shopping  districts.  There  has 
been  a  marked  tendency  for  the  retail  department  store  trade  of  New  York  to 
move  uptown.  Many  years  ago  Prince  Street  was  the  chief  retail  trade  center 
of  New  York.  From  there  the  center  shifted  to  Broadway  and  Fourteenth  Street, 
but  in  1922  only  one  of  the  old  established  firms  remained  at  that  point.  The 
next  center  of  prominence  was  Twenty-third  Street,  but  this  district  in  turn 
was  deserted  by  the  shopping  trade.  The  next  point  of  concentration  was  at 
Broadway  and  Thirty-fourth  Street,  which  is  now  an  especially  active  retail 
business  district.  The  growth  of  retail  stores  on  Fifth  Avenue  indicates  that  the 
northward  trend  continues. 
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Street  subway  was  built  in  1898,  but  no  additional  subways  were 
opened  until  1908,  when  the  Washington  Street  subway  was  com- 
pleted. The  Cambridge  tunnel  connection  under  Beacon  Hill  was 
finished  to  Park  Street  in  191 2  and  extended  under  Winter  Street 
to  Washington  Street  soon  thereafter.  The  Boylston  Street  sub- 
way was  completed  in  19 14,  but  it  was  not  until  19 18  that  the 
Cambridge  tunnel  under  Summer  Street  was  extended  through 
to  South  Boston.  Although  the  Park  Street  subway  station,  at 
Tremont  and  Winter  streets,  was  the  center  of  the  local  trans- 
portation system,  numerous  surface  cars  ran  past  the  doors  of 
the  Siegel  Building  on  Washington  Street  when  the  store  was 
opened  and  for  a  few  years  after  the  completion  of  the  Washing- 
ton Street  subway.  Although  a  basement  entrance  into  the  Essex 
Street  station  of  the  Washington  Street  subway  could  have  been 
opened  after  1908,  similar  to  the  subway  connection  made  with 
the  Filene  basement,  this  step  was  never  taken  by  the  Henry 
Siegel  Company. 

After  several  years  of  operation,  the  Henry  Siegel  Company 
apparently  became  dissatisfied  with  the  growth  of  the  business 
and  decided  that  a  mistake  might  have  been  made  in  the  selection 
of  the  clientele.  Consequently,  the  company  began  to  lower  the 
quality  of  its  merchandise  and  directed  its  appeal  to  purchasers 
of  somewhat  cheaper  goods.  The  conservative  merchandising 
policies  which  had  been  adopted  in  the  beginning  were  altered, 
and  large  special  sales  held  at  frequent  intervals. 

On  December  31,  19 13,  a  petition  was  filed  in  the  United  States 
Court  by  a  creditor  for  a  co-receiver  for  the  Henry  Siegel  Com- 
pany of  Boston.  The  petition  alleged  that  the  company  owed 
over  $3,000,000.  This  was  the  first  public  intimation  that  the 
Henry  Siegel  Company  was  not  prospering,  but  it  was  reported 
at  the  time  of  the  failure  that  the  sales  never  had  exceeded 
$6,000,000  and  that  in  191 2  the  net  profit  was  only  $50,000.  The 
affairs  of  the  Boston  company,  furthermore,  were  implicated  with 
the  other  Siegel  enterprises,  which  also  went  into  bankruptcy  at 
about  the  same  time. 

Was  the  anticipated  sales  volume  planned  by  Mr.  Siegel  too 
high,  considering  the  location  and  the  competition  that  the  store 
had  to  meet?  Was  the  location  of  the  Henry  Siegel  Company 
inherently  unfavorable? 
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9.  Rolland  Department  Store 

financing  the  purchase  of  larger  stocks  of 
merchandise 

In  October,  1922,  the  manager  of  the  Rolland  Department 
Store  approached  Mr.  Fisher,  the  owner  of  the  land  occupied  by 
the  store  building,  with  a  request  for  a  loan  of  $100,000.  He 
stated  that  this  amount  was  necessary  for  the  purchase  of  more 
merchandise,  for  his  stocks  were  inadequate  to  enable  him  to 
compete  effectively  with  other  stores  in  the  city.  The  store  was 
located  in  the  shopping  district  of  a  middle-western,  machinery 
manufacturing  city  of  approximately  75,000  population  and  sold 
medium-grade  merchandise. 

Although  the  manager,  who  owned  a  controlling  interest  in  the 
company,  had  operated  the  Rolland  Department  Store  but  a  few 
years,  he  had  had  a  successful  retailing  career.  After  having 
traveled  for  some  time  as  a  salesman  for  a  large  wholesale  dry- 
goods  firm,  he  had  opened  in  a  small  city  in  Michigan  a  retail 
store  which  had  been  a  financial  success  and  which  he  had  dis- 
posed of  in  order  to  accept  the  management  of  the  Rolland  De- 
partment Store.  Because  of  the  initiative  and  enterprise  which 
he  had  demonstrated,  he  had  secured  the  endorsement  of  several 
large  wholesalers,  particularly  of  the  firm  for  which  he  had  trav- 
eled, and  he  had  established  a  good  line  of  credit  with  those  com- 
panies. 

The  store  had  suffered  a  loss  in  192 1  and  had  realized  but  a 
small  profit  each  year  from  1915  to  1920,  inclusive.  During  the 
early  part  of  the  summer  of  1922,  the  sales  volume  had  been 
below  the  expectations  of  the  manager,  but  the  situation  had  not 
been  considered  serious  in  the  face  of  existing  general  business 
conditions.  In  July,  however,  a  strike  in  local  manufacturing 
plants  greatly  decreased  the  purchasing  power  of  the  patrons  of 
the  store,  and  as  a  result  sales  fell  off.  Credit  conditions  of  the 
company  became  strained,  and  purchases  were  curtailed. 

At  the  termination  of  the  strike,  with  conditions  indicating  an 
upward  trend  of  general  business,  the  manager  of  the  Rolland 
Department  Store  wished  to  be  in  a  position  to  take  advantage 
of  business  improvement.  The  sales  of  the  store  amounted  to 
$783,000  in  the  year  ending  August  31,  1922.  The  manager  esti- 
mated that  at  the  current  price  level  he  should  be  able  to  increase 
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the  sales  gradually  to  $1,000,000  within  three  or  four  years  and 
that  possibly  further  gains  might  be  made  beyond  that  point  as 
the  population  of  the  city  increased.  In  order  to  increase  sales, 
the  manager  had  concluded  that  larger  stocks  than  had  been 
carried  in  the  past  in  the  various  departments  should  be  pur- 
chased. In  his  opinion,  if  the  merchandise  was  to  be  displayed 
to  the  best  advantage  with  the  amount  of  floor  space  available, 
larger  stocks  were  necessary.  Having  financed  the  construction 
of  the  upper  floor  himself  when  the  building  was  erected,  after 
the  other  stockholders  had  refused  on  the  ground  that  the  addi- 
tional floor  space  was  unnecessary,  he  did  not  have  the  sympathy 
of  these  stockholders  in  requesting  the  loan. 

The  manager  believed  that  the  stock  in  the  furniture  depart- 
ment, which  was  inventoried  approximately  at  $14,000  at  cost 
prices  and  which  had  a  rate  of  stock-turn  of  once  a  year, 
should  be  increased  by  $i2,oqo  or  $15,000.  Frequently  a  cus- 
tomer, desiring  an  expensive  bedroom  suite,  for  example,  in  a 
finish  which  was  not  kept  in  stock,  after  visiting  the  Rolland 
Department  Store,  made  her  purchase  in  a  nearby  furniture  store 
which  carried  a  stock  of  approximately  $150,000  worth  of  mer- 
chandise. The  manager  also  wished  to  increase  his  rug  stock, 
which  had  a  stock-turn  during  192 1  of  0.2  times,  by  $12,000  and 
his  shoe  stock  by  $10,000.  During  the  year  his  shoe  sales  had 
amounted  to  slightly  under  $30,000;  the  stock-turn  in  this  de- 
partment had  been  0.9  times,  and  the  gross  margin  26%. 

In  view  of  the  credit  ratio,  as  indicated  by  the  balance  sheet 
of  September  1,  1922,  and  the  fact  that  it  held  the  company's 
note  for  $50,000  which  was  overdue,  the  bank  refused  to  make 
any  further  loans.  Consequently,  the  manager  had  made  the 
prosposal  to  the  owner  of  the  land.  He  suggested  that,  for  the 
$100,000  which  he  deemed  necessary,  Mr.  Fisher  accept  stock  in 
the  company  rather  than  take  the  firm's  note  for  the  amount. 
The  manager  hoped  to  use  $50,000  of  the  loan  for  the  purchase 
of  additional  merchandise,  pay  off  his  obligations  to  the  bank 
with  the  other  $50,000,  and  thereby  improve  his  credit  ratio 
and  be  in  a  position  to  ask  for  a  new  loan  from  the  bank,  in  order 
to  purchase  the  new  stocks  of  merchandise  which  he  deemed 
necessary.  Mr.  Fisher  had  resources  which  would  have  war- 
ranted his  advancing  the  amount,  provided  the  investment  was 
sound. 
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The  only  concrete  information  given  to  Mr.  Fisher  as  an  in- 
dication of  the  condition  of  the  business  was  in  the  form  of  the 
following  balance  sheet  and  merchandise  statement  which  had 
been  prepared  as  of  September  i,  1922. 

Balance  Sheet  as  of  September  i,  1922 


Assets  Liabilities 

Accounts   Receivable*    . .  .$  98,967.62       Accounts  Payable   $140,592.57 

Cash  47,262.03      Notes  Payable   265,100.00 

Merchandise!    378,844.69       Capital   Stock    275,000.00 

Prepaid  Insurance 4,442.72  Depreciation     Reserve — 

Advance  Rent   24,340.00  Mdse 62,106.81 

Furniture  and  Fixtures!   .   154,114.58       Surplus    103,473.34 

Plant  and  Equipment 111,073.62 

Improvements    27,227.46 


$846,272.72  $846,272.72 


*  Doubtful  accounts  have  been  deducted. 

t  Inventory  was  taken  at  cost. 

X  Proper  depreciation  has  been  taken  on  furniture,  fixtures,  plant,  and  equipment. 

Insurance  carried  on  merchandise  and  fixtures,  90%. 

After  deduction  of  operating  expenses  from  the  gross  margin 
shown  on  the  merchandise  statement,  the  operating  profit  for  the 
12  months  ending  August  31,  1922,  was  $50,320.07. 

The  manager  had  not  figured  the  rate  of  stock-turn  for  the 
store  as  a  whole.  He  stated,  however,  that  during  his  previous 
success  in  the  other  store  he  never  had  turned  his  stock  more 
than  twice  a  year.  In  determining  his  rate  of  capital  turnover, 
which  he  had  considered  to  be  of  more  significance  than  stock- 
turn,  he  had  arrived  at  the  figure  by  dividing  net  sales  by  the 
difference  between  current  assets  and  current  liabilities. 

Merchandise  Statement 
September  i,  192 i,  to  August  31,  1922 

Net   Sales    $783,601.50 

Inventory  of   Merchandise  at   Beginning 

of   Period    $530,875.02 

Purchases  at  Billed   Cost 416,364.53 

Inward  Freight  and  Cartage 4,531.74 

Gross  Cost  of  Merchandise  Handled....  $951,771.89 

Cash    Discounts   Taken 11,695.01 

Net  Cost  of  Merchandise  Handled $940,076.88 

Inventory  at  End  of  Year 378,844.69 

Cost    of    Merchandise    Sold $561,233.19 

Gross   Margin    $222,369.31 
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10.  Cash  Discounts  and  Control  of  Profits 

In  the  controversy  between  retailers  and  women's  wear  manu- 
facturers following  the  adoption  of  standard  selling  terms1  by 
the  Cloak,  Suit  &  Skirt  Manufacturers'  Protective  Association, 
numerous  store  owners  protested  against  the  low  discount  rate 
set  and  asserted  that  profits  could  be  controlled  effectively  in  a 
modern  department  store  only  by  charging  as  cash  discounts  to 
each  department  a  specified  percentage  of  all  purchases,  whether 
or  not  the  discounts  actually  were  obtained  by  the  buyers. 

Since  many  manufacturers  refused  to  recognize  the  necessity 
for  a  retailer's  taking  profits  by  the  discount  method  rather  than 
by  securing  them  through  mark-ups,2  the  merchandise  manager 
of  a  large  New  York  department  store  was  asked  by  a  local  retail 
association  to  make  a  statement  concerning  the  discount  method 
of  profit  taking. 

"The  very  method  of  profit  taking  for  which  manufacturers 
are  finding  fault  with  the  retailers,"  he  said,  "is  being  used  at 

1  The  following  agreement  between  the  National  Garment  Retailers'  Association 
and  the  Cloak,  Suit  &  Skirt  Manufacturers'  Protective  Association  was  passed 
July  10,  1917: 

"Resolved,  that  on  and  after  July  10,  191 7,  all  members  of  this  association 
shall  take  orders  for  manufactured  garments  only  subject  to  the  following  con- 
dition of  sale: 

"  'This  order  is  subject  to  labor  conditions  and  unforeseen  circumstances  pre- 
venting completion.  If  any  garments  are  not  delivered  by  us  within  the  time 
specified,  such  garments  shall  remain  on  order  until  canceled,  such  cancelation 
to  be  in  writing  and  shall  give  three  days'  extension  of  time  from  its  receipt  to 
complete  delivery.' 

"Resolved,  that  on  and  after  July  1,  1918,  all  manufactured  goods  sold  by  the 
members  of  this  association  shall  be  sold  only  subject  to  delivery  f.o.b.  metro- 
politan zone. 

"Resolved,  that  on  and  after  July  10,  191 7,  all  manufactured  goods  sold  by 
each  and  every  member  of  this  association  shall  be  sold  only  subject  to  the  fol- 
lowing terms: 

"Two  per  cent  off  10  days;  1%  off  30  days;  net  60  days,  or  8%  off  10  days; 
7%  off  30  days;  6%  off  60  days. 

"Resolved,  that  the  executive  committee  may  take  such  steps  as  may  be  deemed 
necessary,  in  its  judgment,  to  properly  enforce  these  resolutions  without  again 
referring  same  to  the  association." 

2  When  a  department  store  follows  the  policy  of  requiring  each  buyer  to  earn 
a  stipulated  cash  discount,  the  merchandise  is  charged  to  the  departments  at  a 
price  which  places  it  on  the  predetermined  discount  basis  regardless  of  the  terms 
which  the  buyer  has  been  able  to  secure,  thus  making  all  cost  figures  within  the 
department  comparable.  If  a  buyer  secures  less  than  the  required  discount,  the 
difference  between  the  amount  obtained  and  the  amount  set  is  charged  against 
his  department  as  an  addition  to  the  cost  of  the  merchandise.  On  the  other  hand, 
when  he  secures  more  than  the  required  discount,  the  excess  is  credited  to  his 
department,  thus  improving  his  showing. 
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the  present  time  by  many  large  manufacturers  in  the  clothing 
and  garment  trades.  I  found  in  going  over  detailed  cost  figures 
with  a  clothing  manufacturer  from  whom  I  had  made  a  large 
quantity  purchase  of  boys'  suits,  at  $3.70  each,  that  the  cost  of 
making  each  suit  exclusive  of  all  profit  amounted  exactly  to  $3.70. 
In  answer  to  my  question  as  to  how  he  secured  his  profit,  he  told 
me  that  by  making  up  my  order  for  thousands  of  these  suits  he 
would  use  enough  material  to  bring  his  season's  purchase  of 
woolens  up  to  a  figure  at  which  the  mill  would  allow  him  a  rebate 
amounting  to  thousands  of  dollars.  By  operating  on  a  cost  basis 
and  taking  his  profit  from  these  rebates,  which  he  stated  would 
amount  to  approximately  $50,000  from  this  one  mill,  he  was 
assured  of  an  adequate  income. 

"The  system  of  profit  taking  we  use  is  similar  in  many  ways 
to  that  used  by  numerous  companies  engaged  in  the  cutting  up 
industry,  confined,  of  course,  to  the  manufacturers  who  consume 
large  quantities  of  material,  although  with  us  it  is  in  the  form  of 
a  discount  rather  than  a  rebate.  By  figuring  our  discounts  on  a 
basis  oi  $y2%  with  our  annual  purchases  amounting  to  approxi- 
mately $7,000,000,  we  are  assured  of  a  fixed  yearly  income  of 
about  $350,000.  We  favor  this  method  of  profit  taking  primarily 
because  of  its  certainty,  as  opposed  to  a  system  of  securing  profits 
through  a  mark-up  which  would  make  our  control  unsteady  and 
variable. 

"The  question  frequently  is  brought  up  in  a  discussion  of 
profit  control  through  discounts  versus  profits  through  mark-ups, 
as  to  how  the  buyers  can  adjust  themselves  to  the  two  methods. 
The  only  effective  way  of  meeting  the  situation  created  by  a 
reduction  in  discount  rates  to  a  point  where  they  will  not  yield 
the  accustomed  income  is  to  fill  every  buyer's  position  with  men 
who  know  how  to  figure  out  the  intricate  problems  of  mark-up, 
to  buy  in  the  same  way,  and  sell  in  the  same  way.  This,  how- 
ever, I  have  found  is  practically  impossible,  since  every  buyer 
has  his  own  way  of  doing  things,  and  his  particular  method  may 
prove  successful  during  one  period  and  unsuccessful  the  next. 
Some  buyers  prefer  to  sell  on  small  margins  and  secure  quick 
turnover,  while  others  prefer  larger  profits  and  slower  turnover. 

"Since  the  system  of  controlling  profits  through  discount  tak- 
ing has  gradually  grown  up  in  our  store,  the  buyers  have  been 
relieved  of  the  detail  work  of  figuring  the  prices  of  merchandise 
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and  as  a  general  rule  are  not  as  well  informed  concerning  these 
calculations  as  they  should  be.  The  merchandise  managers,  on 
the  other  hand,  are  unable  to  take  care  of  the  innumerable  de- 
tails attached  to  the  purchase  and  sale  of  goods.  It  is  beyond 
any  one  man's  ability  to  examine  every  bill  that  comes  in,  or  all 
detailed  sales  figures  and  records  kept  for  the  various  depart- 
ments. 

"Under  the  conditions  I  have  described,  a  buyer  has  little 
trouble  in  working  on  his  own  plan  in  many  ways.  For  instance, 
50  cents  may  be  the  proper  price  of  a  certain  article  in  the  store. 
There  is  nothing  to  stop  the  buyer  from  selling  it  for  35  cents, 
and,  if  questioned,  from  stating  that  the  reduction  was  neces- 
sary because  of  the  failure  of  the  article  to  sell  at  the  original 
price. 

"It  frequently  happens  that  a  retailer,  because  of  competitive 
reasons,  cannot  secure  as  much  for  certain  articles  as  he  has  paid 
for  them.  Consequently  in  order  to  be  assured  of  a  profit  it  is 
my  opinion  that  the  system  of  profit  control  now  used  in  our 
store  is  necessary." 

11.  James  Mercer 
departmental  accounts 

Because  of  special  expenses  connected  with  the  sale  of  plated 
and  sterling  silverware,  such  as  polishing,  free  engraving,  and  the 
provision  of  flannel  bags  and  rolls,  Mr.  James  Mercer,  a  retail 
jeweler,  became  doubtful  during  1919  whether  the  gross  margin 
on  these  goods  was  sufficient  to  cover  the  actual  cost  of  handling 
them.  Mr.  Mercer  was  in  direct  competition  with  other  jewelry 
stores  which  sold  similar  merchandise. 

The  rate  of  stock-turn  obtained  in  his  store  in  191 8 — 0.75 
times — was  low.  Consequently,  Mr.  Mercer  had  undertaken  to 
keep  his  merchandise  figures  separated  by  departments.  In  at- 
tempting to  classify  the  merchandise  in  his  store,  however,  he 
encountered  several  perplexing  questions  such  as:  Should  dia- 
mond-mounted wrist  watches  be  classified  with  diamonds  or 
watches?  Should  chains  be  classified  with  watches  or  with  jew- 
elry? Should  silver-deposit  ware  be  classified  with  silver  or  with 
glass  and  china?     Should  silver  toilet  ware  be  classified  with 
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silver  or  with  other  toilet  goods?     The  following  departments 
eventually  were  decided  upon: 

Gold  and  Platinum  Jewelry  Plated  Flat  Ware 

Sterling,  Plated,   Filled,  and  Other          Novelties 

Jewelry  Pens,  Pencils,  and  Stationery 

Precious  Stones  Glass  and  China 

Watches  Ivory,  Leather,  and  Toilet  Goods 

Clocks  Art  Goods 

Sterling  Hollow  Ware  Miscellaneous 
Sterling  Flat  Ware 
Plated  Hollow  Ware 

Mr.  Mercer  kept  separate  records  of  gross  sales,  returns  and 
allowances,  purchases,  and  inventories  for  each  department.  In- 
stead of  attempting  to  separate  inward  transportation  charges 
and  discounts  taken,  he  allocated  these  items  at  the  end  of  each 
year  on  the  basis  of  the  purchases  made  by  each  department.  To 
keep  separate  records  of  sales,  it  was  necessary  to  make  out 
duplicate  sales  slips  for  all  cash  sales  where  previously  sales 
slips  had  been  written  only  for  charge  sales,  cash  transactions 
having  been  merely  rung  up  on  the  cash  register.  It  was  not 
difficult  to  secure  separate  inventory  figures  by  departments,  but 
the  clerical  work  was  increased  by  the  necessity  of  going  over  all 
invoices  to  determine  purchases  by  departments.  The  depart- 
mentization  of  merchandise  figures,  however,  made  it  possible  for 
him  to  ascertain  the  percentage  of  gross  margin  and  the  rate  of 
stock-turn  for  each  department. 

As  a  result  of  his  experience  during  19 19,  Mr.  Mercer  decided 
to  go  a  step  further  during  the  fiscal  year  1920  and  separate 
operating  expenses  according  to  departments.  Since  the  sales- 
men, with  the  exception  of  one  experienced  man  who  sold  only 
diamonds,  sold  merchandise  in  several  different  departments, 
each  made  a  daily  memorandum  of  how  his  time  had  been  divided 
among  departments.  On  this  basis  the  salaries  of  salesmen  were 
charged  to  the  departments. 

Although  in  most  instances  more  or  less  arbitrary  estimates 
were  necessary,  advertising,  boxes  and  wrappings,  and  repairs  and 
depreciation  of  store  equipment  usually  could  be  charged  di- 
rectly to  departments.  Taxes,  insurance,  and  interest  were  pro- 
rated on  the  basis  of  average  inventory;  rent  and  heat,  light,  and 
power  were  allocated  on  a  square  foot  basis.  All  other  expenses, 
including  buying,  management,  and  office  salaries,  office  supplies, 
postage,  and  other  management  expense,  miscellaneous  expense, 
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and  losses  from  bad  debts  were  divided  among  departments  on 
the  basis  of  net  sales. 

In  1920  net  sales  were  $98,420,  gross  margin  40.8%,  total 
expense  33.5%  of  net  sales,  and  stock-turn  0.9  times.  The 
precious  stone  department  had  net  sales  of  $32,765,  gross  margin 
48.7%,  total  expense  34.3%,  and  stock-turn  0.54  times.  Total 
net  sales  of  the  several  silverware  departments  for  that  year 
amounted  to  $19,498;  gross  margin  was  38.2%,  total  expense 
39.8%,  and  stock-turn  0.78  times. 

The  total  expense  for  rent  and  heat,  light,  and  power  in  1920 
was  $4,450 — 4.5%  of  net  sales.  The  precious  stone  department, 
which  occupied  one-tenth  of  the  space,  was  charged  with  $445  as 
its  share  of  rent  and  heat,  light,  and  power  expense.  The  various 
silverware  departments,  occupying  one-third  of  the  total  space, 
were  charged  with  $1,483  as  their  share  of  rent  and  heat,  light, 
and  power.  Sales  for  the  silverware  departments  amounted  to 
19.8%  of  total  net  sales  in  the  store,  while  sales  in  the  precious 
stone  department  were  33.3%  of  net  sales.  If  rent  and  heat, 
light,  and  power  expense  had  been  allocated  to  departments  in 
ratio  to  net  sales,  this  expense  for  the  silverware  departments 
would  have  amounted  to  $881  instead  of  $1,483.  Total  expense 
in  the  silverware  departments  was  39.8%  of  their  sales,  or  $7,760. 
If  rent  and  heat,  light,  and  power  had  been  charged  to  the 
departments  in  ratio  to  net  sales,  the  total  expense  of  the  sil- 
verware departments  would  have  been  $7,158,  or  36.7%  of  net 
sales;  thus  a  small  net  profit  would  have  been  shown  by  these 
departments. 

Should  Mr.  Mercer  have  sought  to  secure  a  larger  gross  margin 
on  silverware,  or  should  he  have  changed  his  method  of  allocating 
indirect  expenses? 


12.  Richardson  Department  Store 
operating  a  losing  department 

Because  of  the  growth  of  sales  in  other  departments,  a  change 
in  the  character  of  its  clientele,  and  operating  losses  in  the  de- 
partment, the  question  arose  in  1922  of  eliminating  the  grocery 
department  in  the  Richardson  Department  Store.    This  firm  had 
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developed  from  a  small  general  store  into  a  department  store  with 
annual  sales  of  $1,347,324  in  1920.  Mr.  Richardson,  who  also 
served  as  buyer  for  the  ladies'  ready-to-wear,  piece  goods,  rib- 
bon, and  glove  departments,  was  the  chief  executive  in  the  store. 
The  remaining  departments,  men's  clothing  and  furnishings,  no- 
tions, laces,  embroideries,  hosiery,  underwear,  trimmings,  corsets, 
millinery,  and  shoes,  were  supervised  by  two  buyers  under  the 
direction  of  Mr.  Richardson's  assistant.  That  assistant  also 
acted  as  buyer  for  several  lines  and  exercised  control  over  mer- 
chandise records,  systems,  and  store  service.  The  store  carried 
merchandise  of  high  and  medium  grade;  special  sales  were  con- 
fined to  January  and  July  clearances;  quality  and  style,  rather 
than  price,  were  stressed  in  its  advertisements. 

The  modern  four-story  building  occupied  by  the  Richardson 
Department  Store  was  located  in  the  center  of  the  shopping  dis- 
trict of  a  small  middle-western  city  which  had  a  population  of 
30,000.  The  Richardson  Department  Store,  as  well  as  its  two 
competitors,  both  of  approximately  the  same  size,  drew  upon  the 
surrounding  small  towns  and  country  districts  for  a  large  portion 
of  its  trade. 

The  grocery  department  of  the  Richardson  Department  Store, 
around  which  the  other  departments  had  developed,  had  been 
retained  prior  to  1922,  because  the  grocery  department  was 
assumed  to  be  an  advertising  feature  and  one  of  the  means  of 
securing  and  holding  the  patronage  of  customers  who  desired  to 
make  all  their  purchases  in  one  store.  In  the  years  1918-1921, 
however,  the  grocery  department  had  been  operated  at  a  loss. 
Its  operating  expense,  in  percentage  of  net  sales,  was  larger  than 
in  unit  retail  grocery  stores,  but  less  than  the  operating  ratio 

Richardson  Department  Store  1918  1919  1920  192 1 

Total   Sales — all    departments $866,812  $1,281,452  $1,347,324  $1,154,416 

Charge  Sales — all  departments 467,548  697,192  778,136  627,116 

Total    Sales — grocery    department..  142,662  173,250  163,424  128,128 
Charge  Sales — grocery  department.  97,216  122,514  122,546  89,184 
Gross  Margin — grocery   department  21,160  10,118  24,638  i7>77o 
Operating  Expense — grocery  depart- 
ment      20,718  25,966  31*184  27,528 

Percentage  Gross  Margin  —  grocery 

department    14.8  5.8  15. 1  139 

Percentage   Operating   Expense  — 

grocery  department   14.5  15.0  19. 1  21.5 

Percentage  Net  Loss  —  grocery  de- 
partment       0.3  (profit)  9.2  4.0  7.6 
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for  the  store  as  a  whole.  For  the  entire  store,  the  total  expense 
was  28.3%  and  the  net  loss  2.2%  of  net  sales  in  192 1.  The 
sales  of  all  departments  and  the  sales  and  total  expense  of  the 
grocery  department  for  this  period  were  as  shown  at  the  foot  of 
the  opposite  page. 


13.  Vadner  Department  Store 
operating  a  losing  department 

For  several  years  the  men's  clothing  department  of  the  Vadner 
Department  Store  had  shown  a  net  loss  from  operations.  Since 
the  merchandise  sold  in  that  department  was  not  related  directly 
to  the  merchandise  in  which  a  majority  of  the  sales  of  the  store 
were  made,  the  merchandise  executives  and  the  officers  of  the 
company,  in  January,  1925,  discussed  the  advisability  of  discon- 
tinuing the  department. 

The  Vadner  Department  Store  was  located  on  the  main  shop- 
ping street  of  a  commercial  city  in  the  Middle  West  in  the  district 
between  the  exclusive  shops  and  the  popular-price  stores.  In 
addition  to  men's,  women's,  and  children's  wearing  apparel,  the 
store  sold  piece  goods,  furniture,  house  furnishings,  and  notions. 
It  was  estimated  that  most  of  the  sales  were  made  to  families 
with  annual  incomes  ranging  from  $2,500  to  $10,000.  The  annual 
net  sales  of  the  store  were  about  $12,000,000.  The  sales  for  1924 
showed  an  increase  of  0.1%  over  those  for  1923.  The  store 
delivered  about  75%  of  the  merchandise  which  it  sold. 

The  men's  clothing  department  of  the  Vadner  Department 
Store  was  located  in  a  well-lighted  section  on  the  second  floor 
of  a  building  next  to  the  main  store.  There  was  an  entrance  to 
this  section  from  the  second  floor  of  the  main  store.  Elevator 
service  made  it  possible  for  customers  to  enter  the  men's  clothing 
department  without  passing  through  the  main  store.  Men's  hats 
and  shoes  also  were  sold  in  this  location,  but  men's  furnishings 
were  sold  on  the  street  floor  of  the  main  store. 

The  men's  clothing  department  sold  business  suits  in  dark  and 
the  more  popular  light  shades,  four-piece  sports  suits,  dress  suits 
and  tuxedos,  palm  beach  suits,  flannel  trousers,  extra  pairs  of 
trousers  to  match  the  suits,  dress  vests,  overcoats,  raincoats,  and 
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topcoats.  The  range  of  the  retail  prices  of  the  suits  was  from 
$35  to  $65;  of  the  overcoats  from  $35  to  $115;  and  of  the  top- 
coats from  $30  to  $75.  In  each  of  these  three  types  of  merchan- 
dise the  most  popular  selling  prices  were  from  $45  to  $50.  Sales 
of  trousers,  vests,  and  raincoats  decreased  the  amount  of  the 
average  sales  check  in  the  department  to  $32.  The  store  did  not 
use  private  brands  on  its  men's  clothing. 

Total  net  sales  in  the  men's  clothing  department  for  the  year 
1924  were  $410,000.  The  maintained  mark-up  in  that  year  was 
22.4%  of  net  sales.  The  net  sales  in  the  department  for  the  fall 
season  of  1924  amounted  to  $195,000.  During  that  period,  mark- 
downs  were  11.4%  of  net  sales. 

The  direct  expenses  of  the  department,  including  advertising 
and  salaries  of  salespeople,  stock  keepers,  and  buyers,  were  13.4% 
of  the  department's  net  sales.  The  indirect  expenses  charged  to 
this  department,  including  rent,  heat,  light,  outside  delivery,  and 
general  overhead  expenses,  amounted  to  17.2%  of  its  net  sales. 
Thus  there  resulted  an  operating  loss  of  8.2%  of  net  sales  for 
the  year  1924.  The  policy  of  the  Vadner  Department  Store  was 
to  load  its  merchandise  in  all  departments  with  a  required  discount 
of  6%  of  the  billed  price  of  purchases.1  The  usual  annual  rate 
of  stock-turn  in  the  department  was  6  times.  The  rate  of  stock- 
turn  obtained  in  the  department  during  the  fall  season  of  1924 
was  2.7  times,  as  compared  with  3.1  times  for  the  whole  store. 

Clearance  sales  were  held  in  the  men's  clothing  department  in 
July  and  January.  At  those  times,  all  suits,  overcoats,  and  top- 
coats in  the  department  were  marked  at  one  price,  $35.  For  the 
clearance  sales  a  large  quantity  of  new  merchandise  was  pur- 
chased and  offered  in  addition  to  the  stock  already  accumulated 
in  the  department.  A  mark-up  of  approximately  37%  of  net 
sales  ordinarily  was  placed  on  merchandise  purchased  especially 
for  the  sales.  The  result  of  offering  different  grades  of  merchan- 
dise at  one  price  was  that  customers  purchased  the  higher-quality 
merchandise  and  left  that  of  lower  quality.  These  special  sales 
had  been  held  for  several  seasons,  and  gradually  a  large  quantity 
of  low-grade  merchandise  had  accumulated  in  the  department. 
During  the  two  weeks'  sale  in  January,  1925,  $39,000  worth  of  the 
regular  stock  of  the  department  and  $45,000  worth  of  the  spe- 

1  See  Cash  Discounts  and  Control  of  Profits,  footnote,  page  23. 
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cially  purchased  merchandise  was  sold.  The  stock  on  hand  in  the 
men's  clothing  department  after  that  sale  had  cost  $40,500  and 
was  valued  on  the  company's  books  at  $60,000  at  retail  prices. 
The  assistant  merchandise  manager  estimated  that  the  stock  could 
be  sold  at  retail  for  not  more  than  $30,000. 

The  merchandise  manager  of  the  Vadner  Department  Store 
regarded  the  men's  clothing  department  as  to  some  extent  a  ser- 
vice department  which  created  good-will  for  the  store.  He  wished 
to  retain  the  department  because  competing  stores  sold  men's 
clothing  and  because,  in  his  opinion,  the  store  would  be  incom- 
plete without  it.  By  operating  this  department  in  addition  to  the 
men's  hats,  shoes,  and  furnishings  departments,  the  company 
made  it  possible  for  a  man  to  purchase  his  complete  outfit  in  the 
store.  Moreover,  women,  who  were  the  principal  purchasers  in 
the  other  departments  in  the  store,  frequently  inspected  and  some- 
times bought  suits  and  overcoats  for  their  husbands.  The  mer- 
chandise manager  believed  that  the  men's  clothing  department  was 
in  the  best  location  available  for  it  in  the  store.  Although  he  had 
no  definite  information  on  the  subject,  he  was  under  the  impres- 
sion that  several  of  the  men's  clothing  departments  operated  by 
the  other  department  stores  in  the  city  also  showed  losses. 

The  merchandise  manager  had  tried  several  methods  of 
sales  promotion  in  the  men's  clothing  department  in  an  attempt 
to  increase  its  volume  of  sales.  Although  the  amount  of  the  net 
loss  in  the  department  had  decreased,  there  were  no  indications 
that  the  department  could  be  made  to  yield  a  normal  profit  in  the 
near  future.  One  of  the  assistant  merchandise  managers  sug- 
gested that  perhaps  the  chief  reason  for  the  unprofitableness  of 
the  men's  clothing  department  was  that  a  department  store  was 
essentially  a  store  for  women  and  that  men  consequently  preferred 
not  to  buy  there. 

There  was  not  sufficient  space  in  the  area  allotted  to  men's 
clothing  for  the  inclusion  of  men's  furnishings.  Even  if  there  had 
been,  however,  the  merchandise  manager  would  have  been  unwill- 
ing to  move  the  men's  furnishings  department,  since  it  was  oper- 
ating at  a  profit  in  its  location  on  the  main  floor.  The  assistant 
merchandise  manager  estimated  that  from  60%  to  70%  of  the 
men's  furnishings  sold  in  the  Vadner  Department  Store  were  pur- 
chased by  women. 
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If  the  men's  clothing  department  were  discontinued,  there 
would  be  a  question  as  to  how  the  space  so  released  could  be 
utilized.  The  yearly  rental  charge  was  $11,250,  and  any  depart- 
ment occupying  the  space  would  be  charged  in  addition  with  ap- 
proximately $60,000  of  indirect  expense  annually.  If  no  depart- 
ment utilized  this  space,  these  indirect  expenses  would  be  de- 
creased about  $6,000  because  of  reduction  in  such  expense  items 
as  receiving,  marking,  and  inside  delivery.  Since  the  space  was 
not  near  the  main  lines  of  traffic  in  the  store,  it  would  have  to 
be  used  by  a  department  which  would  attract  its  own  customers. 
One  possibility  was  that  the  space  might  be  used  for  a  hair- 
dressing  and  manicure  shop  for  women.  The  store  operated  a 
small  manicure  shop  on  the  third  floor,  but  the  executives  were 
contemplating  the  establishment  of  an  improved  shop,  which 
might  be  more  effective  in  drawing  customers  into  the  store.  The 
space  released  by  the  removal  of  the  men's  clothing  department 
would  be  about  the  amount  needed  for  this  shop.  As  another 
alternative,  the  space  might  be  used  for  the  women's  shoe  de- 
partment, which  then  was  located  on  the  second  floor  of  the  main 
store.  That  department  had  annual  sales  of  about  $340,000.  If 
the  women's  shoe  department  were  moved,  more  space  in  the 
main  store  would  be  available  for  the  expansion  of  other  depart- 
ments. In  general,  however,  the  store  was  not  handicapped  by 
lack  of  adequate  floor  space  for  its  selling  departments. 


14.  Bowman  Company 
buying  motives 

In  November,  192 1,  the  buyer  for  the  rug  department  of  the 
department  store  operated  by  the  Bowman  Company  went  on  a 
buying  trip  to  place  orders  for  rugs  to  be  delivered  in  April  and 
May,  1922.  He  learned  that  the  Norris  Rug  Company,  of 
Worcester,  Massachusetts,  was  producing  a  new  type  of  rug  under 
the  name  of  Belgian  Tufted  Fabric.  This  rug,  which  was  manu- 
factured only  in  the  9  by  12  size,  resembled  a  13 -wire  Wilton 
rug  as  to  quality,  but  was  seamless  instead  of  being  made  in  4 
sections  stitched  together  as  was  a  Wilton  rug.  The  rug  depart- 
ment of  the  Bowman  Company's  store  had  established  a  reputa- 
tion for  carrying  medium-grade  rugs  in  a  wide  variety  of  colors 
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and  patterns.  The  sales  records  for  that  department  indicated 
that  $135  was  the  most  popular  selling  price  for  9  by  12  rugs, 
although  the  store  sold  rugs  of  that  size  at  prices  ranging  from  $75 
to  $250.  The  Bowman  Company's  store  was  located  in  Atlanta, 
Georgia,  and  sold  chiefly  a  medium  grade  of  merchandise. 

The  Norris  Rug  Company  had  enlarged  its  factory  in  order  to 
accommodate  the  large  looms  required  to  weave  the  one-piece 
rugs.  Although  it  was  the  first  company  to  produce  seamless 
rugs,  it  held  no  patent  on  the  process  or  the  machinery,  and  other 
rug  manufacturers  probably  soon  would  install  the  necessary 
looms,  provided  the  seamless  rugs  proved  to  be  popular. 

The  buyer  for  the  Bowman  Company  was  shown  six  sample 
Belgian  Tufted  Fabric  rugs  in  a  variety  of  colors  and  designs. 
The  president  of  the  Norris  Rug  Company  was  enthusiastic  about 
this  new  product  and  talked  personally  to  the  buyer.  The  presi- 
dent stated  that  the  elimination  of  seams  probably  doubled  the 
wearing  quality  of  the  rugs.  The  buyer  admitted  that  practically 
75%  of  the  complaints  that  he  had  received  concerning  Wilton 
rugs  during  his  nine  years'  experience  in  rug  departments  had 
been  to  the  effect  that  the  rugs  showed  wear  along  the  seams  while 
the  bodies  of  the  rugs  still  were  unworn.  The  seamless  feature 
added  to  the  attractiveness  of  the  rugs,  since  there  were  no  seams 
to  mar  the  smoothness  of  the  rugs'  surfaces.  The  president  stated 
that  eventually  better  material  could  be  used  in  these  rugs  than 
in  Wilton  rugs  sold  at  the  same  prices,  since  the  expense  of  sizing 
and  stitching  was  eliminated  by  the  new  process,  and  since  this 
saving  would  more  than  offset  the  initial  expense  of  installing  the 
necessary  new  machinery. 

The  net  cost  of  the  9  by  12  seamless  rugs  delivered  at  the  Bow- 
man Company's  store  would  be  $93.80  each.  The  normal  rate 
of  mark-up  in  the  rug  department  was  33%  of  the  selling  price. 
If  this  rate  were  applied,  the  rugs  could  be  sold  at  retail  for  $140 
each. 

The  seamless  feature  of  the  rugs  appealed  to  the  buyer,  but  he 
was  not  favorably  impressed  by  either  the  colors  or  the  patterns 
of  the  samples  shown.  The  salesman  for  the  Norris  Rug  Com- 
pany said  that  he  just  had  received  an  order  from  one  of  the 
largest  department  stores  in  Boston  for  24  seamless  rugs  made 
up  in  the  colors  and  patterns  of  those  samples.  The  buyer  re- 
plied that,  because  of  territorial  differences  in  demand,  rugs  of  a 
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color  and  pattern  which  sold  readily  in  Boston  often  could  not 
be  disposed  of  except  at  a  sacrifice  in  Atlanta.  The  salesman 
admitted  that  the  assortment  of  colors  and  patterns  in  which 
the  seamless  rugs  were  made  still  was  limited,  but  stated  that 
the  seamless  feature  would  offset  this  slight  disadvantage.  The 
buyer,  however,  believed  that  customers  were  more  interested  in 
the  colors  and  designs  of  rugs  than  in  any  other  factors.  He 
stated  that  a  rug  in  colors  and  pattern  which  appealed  to  his 
clientele  could  be  disposed  of  almost  regardless  of  quality  or  of 
price.  On  the  other  hand,  a  rug  of  exceptional  quality  was  very 
difficult  to  dispose  of  at  any  price  if  the  colors  and  pattern  did 
not  appeal  to  consumers. 

Before  the  buyer  was  willing  to  place  an  order  for  the  Belgian 
Tufted  Fabric  rugs  he  looked  at  Wilton  rugs  similar  to  the  ones 
which  had  sold  satisfactorily  in  his  department  during  the  pre- 
ceding year.  A  high-grade  Wilton  rug  comparable  to  the  seam- 
less rugs  in  quality  and  more  desirable  in  the  buyer's  estimation 
as  to  colors  and  design  could  be  bought  for  $82.50,  to  retail  for 
$135  if  the  usual  gross  margin  were  obtained. 

The  president  of  the  Norris  Rug  Company  was  eager  to  secure 
distribution  of  the  seamless  rugs  and  offered  to  give  the  Bowman 
Company  the  exclusive  agency  for  those  rugs  in  Atlanta  if  the 
buyer  would  order  six  of  them  immediately.  The  president  as- 
sured the  buyer  that  within  a  year  the  assortment  of  colors  and 
patterns  would  be  as  good  in  the  seamless  rugs  as  in  Wilton  rugs. 

The  buyer  had  planned  to  purchase  18  9  by  12  Wilton  rugs 
to  retail  for  $135  each.  After  his  talk  with  the  president  and  the 
salesman  of  the  Norris  Rug  Company,  he  was  undecided  as  to 
whether  he  should  buy  18  Wilton  rugs  or  12  Wiltons  and  6  Bel- 
gian Tufted  Fabric  seamless  rugs.  He  was  of  the  opinion  that 
the  store  might  be  unable  to  secure  the  exclusive  agency  for  the 
seamless  rugs  later. 

Should  the  buyer  have  purchased  the  seamless  rugs? 


15.  Cascade  Department  Store 
style  risk 

Well  in  advance  of  the  spring  season  of  1922,  the  buyer  for 
women's  suits  in  the  Cascade  Department  Store,  an  eastern  metro- 
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1 92 1.  It  was  apparent  to  Mr.  Leland  at  that  time  that  style 
novelties  were  constituting  a  considerable  part  of  his  sales  of 
women's  shoes. 

Mr.  Leland  placed  orders  for  fancy  brogues  in  accordance  with 
the  recommendations  of  the  manufacturers.  The  sales  of  the 
new  style  were  small  in  Mr.  Leland's  store  during  the  spring 
season  in  192 1,  despite  the  fact  that  no  other  store  in  the  city 
offered  the  style.  At  the  end  of  the  season  Mr.  Leland  closed  out 
his  stock  of  brogues  at  a  loss.  During  the  next  season,  however, 
a  substantial  demand  for  brogues  developed  in  Castalia. 


17.  Truro  &  Company 
substitution 

In  the  spring  of  1922,  John  B.  Truro,  merchandise  manager  of 
the  department  store  operated  by  Truro  &  Company,  learned 
that  several  customers  had  been  unable  to  secure  certain  alumi- 
num kitchen-ware  products  of  the  Moseley  Company  in  the 
house-furnishings  department  of  the  store.  The  buyer  for  the 
department  reported  that  the  store  was  carrying  only  a  few  items 
in  the  Moseley  line  and  was  concentrating  sales  effort  on  the 
aluminum  kitchen  ware  manufactured  by  the  Luff  Company.  In 
view  of  the  popularity  of  the  Moseley  ware,  the  question  arose  as 
to  whether  the  store  should  substitute  the  Moseley  line  for  the 
Luff  line  or  whether  it  should  carry  both  lines. 

The  department  store  operated  by  Truro  &  Company  was 
located  in  an  Ohio  town  with  a  population  of  slightly  less  than 
50,000.  The  store  sold  a  complete  line  of  women's,  misses',  and 
children's  ready-to-wear  garments  and  accessories,  men's  furnish- 
ings, furniture,  floor  coverings,  household  goods,  draperies,  toilet 
goods,  dress  goods,  dry  goods,  and  notions.  Its  customers  con- 
sisted mostly  of  the  families  of  the  more  highly  paid  workers  in 
near-by  steel  mills,  machine  shops,  and  rubber  factories.  The 
house-furnishings  department  sold  china,  glassware,  kitchen  fur- 
nishings, household  hardware,  wooden  ware,  refrigerators,  and 
trunks.  Sales  of  aluminum  ware,  which  were  approximately  5% 
of  the  total  for  the  department,  amounted  to  about  $3,000  a 
year. 
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The  buyer  for  the  house-furnishings  department  explained  that 
in  191 3  he  had  stocked  the  full  Moseley  line  and  that  it  had 
proved  popular.  At  that  time  the  Moseley  Company  had  quoted 
retailers  list  prices  less  33^/3%  and  10%.  In  191 7,  however,  the 
Moseley  Company  had  decided  to  allow  the  additional  10%  dis- 
count to  no  retail  store  that  did  not  buy  at  least  $5,000  worth  of 
Moseley  goods  a  year.  At  that  time  the  purchases  of  Truro  & 
Company  from  the  Moseley  Company  had  amounted  to  only 
about  $2,500  a  year.  In  accordance  with  its  new  policy  the 
Moseley  Company  had  refused  to  continue  its  former  terms  to 
Truro  &  Company.  The  buyer  thereupon  had  undertaken  to 
find  another  supplier.  He  had  learned  that  the  Luff  Company 
was  making  a  line  of  aluminum  which  in  quality  equaled  that  of 
the  Moseley  Company  and  which  was  sold  to  retailers  at  prices 
permitting  a  mark-up  of  40%  of  retail  selling  prices.  He  had, 
therefore,  gradually  substituted  the  Luff  line  for  the  Moseley  line. 

Mr.  Truro  was  of  the  opinion  that  it  might  be  well  to  restock  the 
Moseley  goods,  and  he  instructed  the  buyer  to  get  complete  infor- 
mation on  both  the  Moseley  line  and  the  Luff  line.  The  buyer 
reported  that  the  utensils  made  by  the  two  companies  were  prac- 
tically identical  in  weight,  wearing  quality,  and  retail  prices. 
The  Luff  Company,  he  said,  had  shown  more  initiative  in  adding 
improvements  to  its  line,  but  the  Moseley  Company  had  been 
quick  to  copy  those  improvements,  so  that  its  line  was  at  all  times 
almost  as  up-to-date  as  that  of  the  Luff  Company.  Neither  com- 
pany granted  exclusive  agencies  to  retail  stores  and  neither  placed 
any  limit  on  the  number  of  items  which  a  store  should  stock  or 
upon  the  amount  of  goods  which  a  store  must  buy  in  order  to 
carry  the  merchandise.  The  Luff  Company  quoted  its  prices  net, 
and  in  general  those  prices  were  the  same  as  the  list  prices  of  the 
Moseley  Company  less  40%.  The  buyer  said  that  although  he 
had  obtained  no  promise,  he  thought  that  the  Moseley  Company 
would  be  willing  to  allow  him  33^3%  and  10%  off  list  prices, 
waiving  the  requirement  as  to  annual  volume  of  purchases. 

The  Moseley  Company  not  only  sold  through  retail  stores  but 
also  directly  to  consumers  by  means  of  house-to-house  canvass- 
ing. It  advertised  its  products  extensively  in  magazines.  The 
company's  publicity  methods  had  been  so  thorough  at  the  time 
when  aluminum  ware  was  not  well  known  that  consumers  had 
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come  to  look  upon  the  Moseley  products  as  typifying  products 
which  were  aluminum,  and  aluminum  as  a  metal  was  popularly 
associated  with  the  Moseley  products  as  such.  Its  advertising 
and  canvassing  had  enabled  the  company  to  maintain  the  repu- 
tation of  its  line  from  year  to  year,  in  spite  of  the  fact  that  nu- 
merous competitors  had  entered  the  field.  The  buyer  for  Truro 
&  Company  admitted  that  his  department  had  lost  many  oppor- 
tunities to  make  sales  as  a  result  of  the  discontinuance  of  the 
Moseley  line.    The  Luff  Company  sold  only  to  retail  stores. 

The  Moseley  Company  offered  retailers  items  at  special  prices 
from  time  to  time  as  leaders  for  sales  events.  The  company  se- 
lected those  items  and  advertised  them  in  magazines  and  in  the 
newspapers  of  the  cities  where  they  were  on  sale.  The  retail 
prices  for  the  special  items,  as  well  as  for  the  regular  line,  were 
stipulated  by  the  manufacturer  and  were  stated  on  the  display 
material  sent  with  the  goods.  The  retailers  usually  secured  a 
gross  margin  of  from  30%  to  35%  on  the  special  items.  The 
special  items  bore  the  Moseley  Company's  trade-marks  just  as 
did  the  merchandise  sold  at  the  usual  prices.  The  Luff  Company, 
on  the  other  hand,  manufactured  a  line  of  utensils  designed 
especially  for  special-price  sales.  Those  articles  were  of  prac- 
tically the  same  quality  as  the  branded  articles,  but  were  left  un- 
branded  in  order  that  retailers  might  be  free  to  price  them  as 
they  wished.  The  buyer  for  Truro  &  Company  preferred  this 
policy  of  the  Luff  Company  to  that  of  the  Moseley  Company. 
He  did  not  like  to  have  manufacturers  dictate  the  prices  at  which 
goods  in  his  department  were  to  be  sold. 

The  buyer  was  opposed  to  restocking  the  Moseley  line  because 
of  the  manufacturer's  policy  of  direct  selling.  Salesmen  of  the 
manufacturer,  he  said,  pointed  out  that  the  canvassers  sold  only 
items  not  carried  by  the  stores  and  that  their  activities  conse- 
quently should  not  interfere  with  sales  of  retailers.  In  the  buy- 
er's opinion,  however,  the  manufacturer's  direct  selling  was  ob- 
jectionable for  that  very  reason.  Customers,  he  said,  frequently 
saw  the  articles  shown  by  canvassers  but  refused  to  buy  from 
them,  preferring  to  buy  from  retail  stores.  When  these  custom- 
ers were  unable  to  secure  the  articles  desired  from  the  stores,  he 
said,  they  often  were  disgruntled.  The  buyer  said  also  that 
restocking  the  Moseley  merchandise  might  mean  aggressive  push- 
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ing  of  aluminum  ware  again  and  that  his  salespeople  were  tired 
of  talking  of  the  advantages  of  aluminum  ware.  He  favored 
placing  the  main  selling  effort  on  enameled  utensils,  which  yielded 
a  larger  gross  margin  than  did  aluminum  ware.  He  admitted, 
however,  that  sales  of  aluminum  ware  could  be  increased. 

Should  Truro  &  Company  have  restocked  the  Moseley  line  of 
aluminum  ware? 


1 8.  Milburton  Brothers 
substitution 

In  September,  19 19,  Milburton  Brothers  decided  to  discon- 
tinue selling  Hartwell  gloves,  the  only  line  of  nationally  adver- 
tised silk  gloves  which  the  store  carried  or  had  carried  during  a 
period  of  eight  years.  According  to  this  decision,  all  gloves  sold 
in  the  glove  department  would  bear  the  Milbro  name,  which  had 
been  adopted  in  19 13  as  a  private  brand  for  the  store.  During  the 
six  years  following  the  decision  in  191 3,  merchandise  bearing  the 
Milbro  name  had  been  stocked  in  more  than  one-third  of  the 
departments  of  the  store,  and  in  practically  every  case  it  was 
deemed  to  have  sold  as  well  as  or  better  than  the  nationally  adver- 
tised products  with  which  it  was  competing. 

In  19 14,  when  the  Milbro  brand  had  been  introduced  in  the 
glove  department,  80%  of  the  gloves  sold  were  Hartwell  gloves. 
The  store's  total  purchases  of  silk  gloves  from  the  Hartwell  Com- 
pany in  that  year  were  somewhat  over  $50,000.  By  1919  about 
00%  of  the  total  sales  of  silk  gloves  were  of  the  Milbro  brand. 
In  the  fall  season  of  1918  and  the  spring  season  of  19 19  the  total 
purchases  of  Hartwell  gloves  were  less  than  $5,000,  or,  roughly, 
10%  of  what  they  had  been  five  years  earlier.  Hartwell  gloves 
were  sold  in  several  other  stores  which  competed  directly  or  indi- 
rectly with  Milburton  Brothers. 

It  was  not  known  how  many  customers  called  for  Hartwell 
gloves  in  Milburton  Brothers'  store,  how  many  customers  insisted 
upon  that  brand,  nor  how  many  of  those  who  called  for  Hartwell 
gloves  eventually  took  the  Milbro  brand.  It  was  thought  that 
occasionally  customers  were  antagonized    by   salespeople   who 
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showed  them  substitutes  when  the  nationally  advertised  gloves 
were  called  for.  It  seemed  better  strategy  for  the  salesperson  to 
show,  first,  the  gloves  of  the  brand  and  quality  asked  for  by  the 
customer,  and  then  to  show  similar  ones  of  the  store's  own  brand. 
By  that  method  customers  were  not  likely  to  think  the  salesper- 
son dictatorial,  but  rather  that  a  service  was  being  rendered.  It 
was  apprehended,  however,  that  some  customers  who  were  accus- 
tomed to  buying  Hartwell  gloves  would  be  lost  if  they  were  forced 
to  go  to  another  store  to  buy  Hartwell  gloves. 

The  relative  costs  and  selling  prices  of  Hartwell  and  Milbro 
brands  in  September,  19 19,  are  indicated  by  the  price  of  one  rep- 
resentative style  in  each  line.  The  Hartwell  style  Number  176 
cost  $15.50  per  dozen,  net,  and  sold  for  $2  per  pair.  The  compet- 
ing style  of  the  Milbro  line  cost  $15.50  less  7%  for  payment  in 
10  days,  and  sold  for  $2  a  pair.  In  quality  the  two  numbers  pre- 
sented some  differences.  The  Milbro  glove  was  made  of  heavier 
silk  and  was  known  to  wear  longer,  but  the  workmanship  of  the 
Hartwell  glove  was  such  that  it  had  a  better  appearance.  The 
finger  tips  were  more  uniform  and  smoother  than  those  of  the 
Milbro  brand,  and  the  hem  of  the  glove  was  finished  with  round 
corners  and  neater  stitching.  There  was  no  difference  in  the 
clasps. 

The  decision  to  discontinue  purchasing  any  nationally  adver- 
tised gloves  held  in  1920  and  192 1.  All  gloves  bearing  the  Hart- 
well brand  were  disposed  of  in  the  regular  course  of  business,  and 
no  new  orders  placed.  The  buyer,  however,  made  an  investiga- 
tion during  May  and  June,  1922,  to  determine  how  many  custom- 
ers called  for  the  Hartwell  brand  and  how  many  of  them  accepted 
the  Milbro  brand  as  a  substitute.  It  was  found  that  in  the  45 
days,  586  customers  called  for  the  Hartwell  gloves.  Of  these,  86 
refused  to  take  the  substitute  and  left  the  department  without 
purchasing.  The  other  500  bought  gloves  of  the  store's  own 
brand.  It  was  feared  that  many  of  these  500  would  not  return 
to  buy  a  second  pair  of  Milbro  gloves,  but  would  go  to  stores 
which  were  known  to  carry  the  Hartwell  line.  In  the  fall  season 
of  1922,  therefore,  the  nationally  advertised  merchandise  was 
again  stocked  in  small  quantities.  There  was  no  change  in  the 
company's  policy  of  pushing  the  sale  of  gloves  bearing  the  Milbro 
brand. 
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19.  William  Penn  Company 
buying  control 

The  uncertain  position  of  the  cotton  market  during  the  autumn 
of  192 1  gave  rise  to  a  marked  divergence  of  opinion  between 
two  buyers  of  the  William  Penn  Company  as  to  the  policy  to  be 
pursued  in  purchasing  cotton  goods. 

The  William  Penn  Company,  situated  in  a  large  eastern  city, 
was  an  old,  well-established  business  of  the  general  department 
store  type,  carrying  merchandise  of  a  wide  variety,  including 
piece  goods,  ready-to-wear,  and  house  furnishings.  This  store 
had  a  reputation  for  offering  an  ample  range  of  dependable  mer- 
chandise, and  for  many  years  had  enjoyed  the  patronage  of  a 
discriminating  class  of  customers.  The  net  sales  in  1920  were 
$12,567,287. 

The  organization  of  the  William  Penn  Company  was  of  the 
type  common  to  most  of  the  older  American  department  stores. 
The  manager  of  each  merchandising  department  was  a  buyer, 
responsible  for  selling  goods  as  well  as  for  buying  them.  The 
store's  policy  had  been  to  foster  personal  initiative  and  individual 
responsibility  rather  than  to  develop  systems  of  statistical  con- 
trol. Most  buyers,  consequently,  were  under  practically  no  re- 
strictions in  determining  how  much  and  when  they  should  buy. 

One  of  the  most  important  departments  in  the  William  Penn 
Company's  store  was  the  piece  goods  department,  which  in  1920 
had  sales  amounting  to  more  than  $1,000,000.  The  merchandise 
in  this  department  consisted  of  cotton,  woolen,  and  silk  yard 
goods.  Cotton  goods,  the  sales  of  which  made  up  about  one-half 
the  sales  of  the  department,  comprised  ginghams,  prints,  cotton 
flannels,  and  various  fancy  weaves.  In  order  to  secure  an  at- 
tractive selection  of  patterns  and  to  be  assured  of  punctual  deliv- 
eries, the  buyer  normally  placed  orders  late  in  August  or  early  in 
September  for  25%  or  30%  of  the  department's  anticipated 
requirements  in  cotton  piece  goods  for  the  spring  season.  Up 
to  October  24,  192 1,  however,  he  had  placed  orders  for  the  fol- 
lowing spring  season  for  less  than  10%  of  his  estimated  require- 
ments. Although  the  price  of  raw  cotton  had  risen  sharply  a  few 
weeks  before,  he  was  convinced,  because  of  light  retail  sales, 
that  only  a  gradual  resumption  of  business  activity  was  to  be 
looked  for  and  that  by  staying  out  of  the  market  at  that  time 
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he  would  be  able  to  secure  cotton  goods  for  the  spring  season  at 
lower  prices. 

In  sharp  contrast  to  this  policy  was  the  action  of  the  buyer  for 
the  "domestics"  department,  which  included  cotton  sheetings, 
pillowcases,  blankets,  quilts,  towels,  and  some  other  white  goods. 
Since  these  were  staple  lines  on  which  deliveries  usually  could 
be  obtained  promptly,  the  buyer  normally  placed  orders  to  cover 
the  requirements  of  his  department  for  a  period  not  longer  than 
a  month  or  six  weeks  in  advance.  In  October,  1921,  however, 
he  had  orders  on  file  to  cover  his  estimated  requirements  for  cot- 
ton goods  for  the  next  60  days,  and  he  was  planning  to  make 
additional  commitments  in  the  immediate  future.  In  his  opinion 
raw  cotton  would  rise  to  25  cents  a  pound  before  the  end  of 
January,  1922,  and  business  recovery  would  be  more  rapid  than 
generally  was  anticipated.  Influenced  by  government  estimates 
of  a  small  cotton  crop,  this  buyer  hoped  to  make  a  speculative 
profit  through  placing  orders  in  advance  to  cover  the  requirements 
of  his  department  for  more  than  the  usual  period. 

When  this  divergence  in  buying  policy  came  to  the  attention 
of  the  merchandise  manager  of  the  store,  he  took  advantage  of 
the  opportunity  to  urge  that  the  William  Penn  Company  formu- 
late definite  statistical  methods  of  buying  control  that  would 
reduce  greatly  the  amount  of  discretion  exercised  by  buyers  in 
individual  departments. 

According  to  the  method  proposed  by  the  merchandise  man- 
ager, a  model  stock  in  physical  units  would  be  planned  for  each 
subdivision  of  a  department,  with  due  regard  for  range  of  price, 
color,  size,  and  style,  and  translated  into  dollars  and  cents  in 
terms  of  expected  retail  prices.  Sales  at  retail  for  each  subdivi- 
sion then  would  be  planned  by  months  for  each  season,  taking 
into  consideration  sales  during  the  same  season  in  previous  years, 
changes  in  the  price  level,  the  normal  growth  of  the  business,  and 
style  tendencies.  On  the  basis  of  planned  sales  and  model  stocks, 
after  giving  proper  consideration  to  distance  from  primary  mar- 
kets and  length  of  time  ordinarily  required  for  deliveries,  an 
expected  rate  of  stock-turn  would  be  set  up  for  each  department. 
The  next  step  would  be  to  plan  the  amount  of  stock  at  retail 
expected  to  be  on  hand  at  the  close  of  each  month  of  the  season. 
Then,  to  determine  the  amount  which  any  department  was  open 
to  buy  for  a  specified  month,  the  total  of  stock  on  hand,  stock 
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in  storage,  stock  in  transit,  and  stock  on  order  for  delivery  during 
the  month  would  be  compared  with  estimated  sales  for  the  re- 
mainder of  the  month  plus  the  planned  stock  for  the  close  of  the 
month.  If  the  second  total  were  larger  than  the  first,  the  depart- 
ment would  be  open  to  buy  the  amount  of  the  difference.  When- 
ever the  first  total  was  larger  than  the  second,  the  department 
would  be  overbought  by  the  amount  of  the  difference.  Since  all 
these  figures  were  at  retail  prices,  the  purchasing  power  at  cost 
would  be  determined  by  deducting  the  department's  normal  per- 
centage of  mark-up.  Planned  sales  figures,  of  course,  would  be 
adjusted  from  time  to  time  in  accordance  with  changes  in  market 
conditions.  Buyers  would  not  be  permitted  to  exceed  their  open- 
to-buy  limits  without  the  authority  of  the  president  of  the  com- 
pany. 

Several  executives  asserted  that  the  buying  control  plan  pro- 
posed was  not  sufficiently  flexible  to  meet  the  needs  of  a  depart- 
ment store  such  as  the  William  Penn  Company.  Near  the  peak 
of  a  rising  market,  they  averred,  this  plan  would  not  result  in 
curtailing  purchases  to  the  degree  necessary  to  avoid  large  inven- 
tory losses,  and  at  the  beginning  of  a  rising  market  it  would  not 
permit  the  store  to  contract  for  merchandise  in  advance  of  its 
requirements  in  order  to  realize  a  speculative  profit  from  the 
appreciation  of  merchandise  values.  This  raised  the  question  of 
whether  it  was  a  wise  policy  for  the  store  to  make  speculative 
purchases  or  whether  it  should  buy  regularly  according  to  its 
needs  and  place  no  orders  further  in  advance  than  were  necessary 
to  replenish  stocks  and  assure  the  store  of  having  adequate  stocks 
at  the  opening  of  a  new  season. 

Should  a  new  policy  of  buying  control  have  been  adopted  by 
the  William  Penn  Company? 


20.  Drake  Specialty  Store 
sales  and  expense  budgets 

In  April,  1922,  the  president  of  the  Drake  Specialty  Store 
directed  the  controller  to  prepare  a  report  recommending  a  gen- 
eral plan  for  controlling  expenses  through  a  budget.  The  con- 
troller's general  recommendations  were  as  follows: 
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An  expense  committee  should  be  appointed  consisting  of  the  general 
manager,  the  merchandise  manager,  the  store  superintendent,  the  per- 
sonnel manager,  and  the  controller.  The  first  duty  of  this  committee 
should  be  to  divide  the  store's  total  expense  budget  into  controllable 
sections  and  in  each  case  to  make  one  executive  definitely  responsible 
for  keeping  the  expenditures  in  his  section  within  the  budget.1  The 
committee  should  not  attempt  to  hold  an  executive  responsible  for  ex- 
penditures  not  definitely  under  his  control.  For  instance,  the  head  of 
a  selling  department  should  not  be  made  responsible  for  general  admin- 
istrative expenses  prorated  to  his  department. 

It  is  recommended  that  the  starting  point  in  preparing  a  budget  be 
planned  sales,  and  that  the  merchandise  manager  be  requested  to  for- 
ward to  the  expense  committee,  60  days  before  the  beginning  of  each 
season,  his  sales  estimates  for  the  season  by  departments  after  they 
have  been  approved  by  the  general  manager.  The  committee,  working 
from  these  planned  sales  figures,  should  develop  expense  budgets  for 
each  selling  department  and  also  for  each  nonselling  department. 
Budgets  for  the  selling  departments  and  nonselling  departments  should 
then  be  combined  to  form  the  total  store  budget.  In  case  the  total 
planned  expense  for  the  season  is  then  found  to  be  larger  than  desired, 
the  committee  should  go  over  the  estimates  for  the  selling  and  non- 
selling  departments  and  cut  them  down  wherever  possible  in  order  to 
achieve  the  figure  desired. 

After  the  budget  has  been  approved,  the  individual  budgets  for  the 
various  selling  and  nonselling  departments  should  be  turned  over  to 
the  respective  managers  of  those  departments  as  their  "open-to-spend" 
limits,  and  throughout  the  year  actual  expenditures  should  be  carefully 
compared  with  estimated  expenditures.  The  head  of  each  controllable 
section  should  be  responsible  for  seeing  that  the  departments  within  his 
section  do  not  exceed  estimates  without  valid  reason. 

In  planning  expenses  it  is  recommended  that  the  president  of  the 
store  set  up  a  goal  from  which  the  expense  committee  should  work.  It 
is  further  recommended  that  this  goal  be  one  difficult  to  attain.  Our 
expense  percentage  last  year  was  29%.  The  goal  for  the  fall  season  of 
1922  might  well  be  set  at  25%  or  26%.  To  reach  that  amount,  im- 
portant reductions  would  have  to  be  effected  in  many  departments, 
and  in  order  to  make  these  reductions  the  committee  would  have  to  do 
a  large  amount  of  studying  and  analyzing.  In  fact,  the  policy  of  setting 
up  a  difficult  goal  might  lead  to  careful  job  analyses,  the  introduction 
of  scientific  methods,  and  material  reductions  in  expense.  It  is  not 
recommended  that  these  innovations  be  adopted  at  once,  but  rather 
that  the  committee  work  into  them  gradually. 

1  In  addition  to  the  buyers  and  their  assistants,  who  were  in  charge  of  the  actual 
buying  and  selling  operations  in  the  departments,  the  Drake  Specialty  Store  had 
the  following  executives:  president,  treasurer,  general  manager,  merchandise  man- 
ager, controller,  store  superintendent,  personnel  director,  advertising  manager,  credit 
manager,  delivery  superintendent,  superintendent  of  receiving  and  marking,  super- 
intendent of  alteration  and  manufacturing  operations,  and  office  manager. 
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Since  the  controller  recommended  that  planned  sales  should  be 
used  as  a  basis  in  developing  expense  budgets,  the  president 
directed  the  merchandise  manager  to  investigate  the  possibilities 
of  developing  an  accurate  method  of  planning  sales  in  the  Drake 
Specialty  Store.1  Formerly  it  had  been  the  practice  in  the  Drake 
Specialty  Store  to  plan  sales  for  the  store  as  a  whole  and  for  each 
department  by  months  for  a  season  in  advance.  These  estimates 
were  made  roughly  by  the  merchandise  manager  in  conference 
with  the  department  buyers,  and  usually  they  were  ready  for 
presentation  to  the  general  manager  a  month  or  six  weeks  before 
the  opening  of  a  new  season.  In  his  conferences  with  the  buyers 
the  merchandise  manager  had  attempted  to  arrive  at  sales  esti- 
mates that  would  reflect  the  normal  growth  of  the  store,  the 
purchasing  power  of  the  store's  customers  as  compared  with  the 
corresponding  season  of  the  preceding  year,  general  economic 
conditions,  the  share  of  the  community's  business  that  the  Drake 
Specialty  Store  aimed  to  secure,  style  conditions  in  the  merchan- 
dise in  individual  departments,  and  the  rate  of  stock-turn  and 
expense  percentages  in  the  Drake  Specialty  Store  as  compared 
with  those  in  similar  stores  elsewhere.  On  the  basis  of  these 
considerations  the  merchandise  manager  had  increased  or  de- 
creased his  estimates  from  the  sales  actually  made  by  each  depart- 

1  Some  controllers  favor  using  planned  expenses  as  a  basis  for  planning  sales 
rather  than  using  planned  sales  as  a  basis  for  planning  expenses.  The  following  is 
an  excerpt  from  a  statement  by  the  controller  of  a  Chicago  department  store  on 
this  subject. 

"The  use  of  the  expense  basis  necessitates  a  careful  budgeting  in  advance  of 
departmental  expenses,  both  direct  and  indirect.  In  a  going  business  with  adequate 
records  of  past  sales  and  expenses,  it  is  possible  to  determine  for  a  given  period 
in  advance  approximately  the  amount  of  total  expense  in  dollars  and  cents  for 
each  department.  Suppose  that  for  a  given  department  for  six  months  the  esti- 
mated expense  is  $30,000,  and  the  expected  gross  profit  is  33%%.  This  means  that 
a  volume  of  sales  of  $90,000  would  exactly  cover  the  estimated  expenses  but  would 
leave  no  net  profit.  On  the  assumption  that  the  store  desires  this  department  to 
show  a  net  profit  of  10%  on  cost  of  merchandise  sold,  the  procedure  is  as  follows: 

"Selling  price,  100%,  minus  gross  profit,  33^3%,  leaves  cost  of  merchandise 
sold,  66%%.  Since  10%  profit  on  cost  is  desired,  1/10  of  66%%,  or  6%%, 
is  subtracted  from  the  gross  prpfit,  33^%,  leaving  a  figure  of  26%%.  This  figure 
is  obviously  the  necessary  expense  percentage  of  the  department  if  a  net  profit  of 
10%  on  cost  is  to  be  realized.  The  estimated  expense  of  the  department  in  dollars 
and  cents,  $30,000,  divided  by  26%%,  the  necessary  expense  percentage,  gives  a 
result  in  round  numbers  of  $112,500.  This  sum  is  the  volume  of  sales  necessary  to 
secure  the  desired  results  in  this  department.    The  proof  is  as  follows: 

"Thirty-three  and  one-third  per  cent  of  $112,500  equals  $37,500,  the  gross  profit. 
This  amount,  $37,500,  minus  $30,000  equals  $7,500,  net  profit.  Net  sales,  $112,500, 
minus  $37,500  gross  profit  equals  $75,000,  cost  of  merchandise  sold.  Net  profit 
$7,500,  is  10%  of  $75,000,  cost  of  merchandise  sold."  , 
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ment  in  the  corresponding  season  of  the  preceding  year.  No 
attempt,  however,  had  been  made  to  compute  the  amount  of 
increase  or  decrease  mathematically.  The  merchandise  man- 
ager rather  had  considered  the  various  factors  affecting  each 
department  and  then  had  decided  that  for  the  coming  season  its 
sales  would  be  greater  or  less  than  in  the  preceding  season  by  a 
certain  percentage. 

The  Drake  Specialty  Store  operated  on  the  selling  price  method 
of  accounting,  often  called  the  retail  method  of  inventory,  and 
used  the  classification  of  accounts  recommended  by  the  Con- 
trollers' Congress  of  the  National  Retail  Dry  Goods  Association; 
it  belonged  to  an  association  of  similar  stores  organized  for  the 
purpose  of  comparing  operating  figures.  About  250  persons  were 
employed,  approximately  one-half  of  them  being  classed  as  non- 
selling  employees.  Net  sales  amounted  to  slightly  over  $3,000,- 
000  a  year.  Its  33  departments  included  women's  suits,  waists, 
coats,  costumes,  furs,  skirts,  millinery,  neckwear,  gloves,  jewelry, 
and  various  complementary  departments  selling  ready-to-wear 
articles  for  women,  misses,  children,  and  infants. 

The  petticoat  department  was  fairly  typical  of  most  of  the 
store's  ready-to-wear  departments.  In  this  department,  how- 
ever, the  collection  of  statistical  information  had  been  carried 
further  than  in  other  departments.  Its  merchandise  was  divided 
into  the  following  classifications:  evening,  jersey,  satin,  taffeta, 
jersey  top,  knickers,  and  extra  size.  The  following  statistics  were 
available  in  this  department  for  each  season: 

Gross  sales  in  pieces  and  in  dollars  by  merchandise  classifications 
Purchases  in  pieces  and  in  dollars,  cost  and  retail,  by  merchandise 

classifications 
Stocks  in  pieces  and  in  dollars,  cost  and  retail,  at  the  end  of  each 

month  by  merchandise  classifications 
Mark-downs  at  retail  in  dollars 
Returns  and  allowances  at  retail  in  dollars 
Price  range  by  merchandise  classifications 
Rate  of  stock-turn 
Maintained  gross  margin  in  dollars 
Direct  expense  in  dollars  under  the  following  classifications: 

Advertising  Selling  salaries 

Buying  salaries  Bonuses 

Traveling  expenses  of  buyers  Other  department  salaries 

Prorated  expense  in  dollars  under  the  following  classifications: 
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Administrative  and  General  Buying 

Occupancy  Selling 

Publicity  Delivery 

Should  the  Drake  Specialty  Store  have  used  planned  sales  as  a 
starting  point  in  budgeting  expenses?  If  not,  what  should  have 
been  the  starting  point? 

Should  the  general  method  have  been  to  work  from  sales  to 
expenses  and  stocks,  or  from  expenses  and  stocks  to  sales? 

In  budgeting  expenses,  should  the  Drake  Specialty  Store  have 
proceeded  by  setting  up  an  arbitrary  expense  percentage  to  be 
reached  if  possible,  or  should  it  first  have  undertaken  job  analyses 
to  determine  reasonable  minima  for  the  various  items  of  expense? 


21.  Lapwing  Company 

adjustment  of  buying  policy  in  accordance  with 
general  business  conditions 

Prior  to  November  i,  19 19,  the  Lapwing  Company,  operating 
a  department  store  in  a  New  England  industrial  city  with  a  popu- 
lation of  over  100,000,  in  accordance  with  its  normal  buying  pol- 
icy had  placed  orders  for  50%  of  its  anticipated  spring  require- 
ments in  silk  piece  goods.  Prices  of  raw  and  finished  goods  in  the 
silk  trade  had  been  advancing  steadily,  and  retailers  had  experi- 
enced difficulty  in  securing  punctual  deliveries.  The  merchandise 
manager,  therefore,  was  urged  by  the  piece  goods  buyer  to  ap- 
prove an  immediate  increase  in  the  orders  for  silk  piece  goods  for 
spring  delivery  to  the  full  amount  of  the  store's  anticipated  re- 
quirements. The  condition  in  this  department  was  similar  to  that 
in  numerous  other  departments  in  the  store. 

Up  to  November  1  the  sales  of  the  Lapwing  Company  for  191 9 
had  been  over  $750,000,  and  the  sales  of  the  dry-goods  depart- 
ment, including  all  kinds  of  piece  goods,  were  45%  of  the  total 
sales  of  the  store.  This  company,  in  common  with  other  retailers, 
had  experienced  an  unprecedented  demand  for  silk  goods.  Many 
people  of  the  working  classes  were  making  large  purchases  of 
silk  goods,  and  much  talk  was  heard  to  the  effect  that  silk  goods 
were  becoming  a  necessity  rather  than  a  luxury  for  American 
people.  According  to  advices  from  Japan  and  China,  the  supply 
of  raw  silk  was  below  normal,  and  assertions  were  heard  fre- 
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quently  that  prices  were  being  manipulated  by  powerful  interests 
in  the  Orient.  It  was  commonly  reported  that  the  difficulty  in 
securing  deliveries  of  piece  goods  was  so  great  that  many  retailers 
were  duplicating  orders  with  several  manufacturers  in  order  to 
be  assured  of  an  adequate  supply.  Because  of  frequent  strikes 
in  silk  mills,  there  had  been  long  delays  in  the  delivery  of  mer- 
chandise for  the  fall  trade,  and  this  situation  was  expected  to 
last  through  the  spring  of  1920.  Most  manufacturers  were  allo- 
cating merchandise  to  customers  for  only  a  fraction  of  the  quan- 
tities ordered.  Labor  disputes  and  volume  of  traffic  were  causing 
serious  delays  in  transportation.  The  buyer  of  the  piece  goods 
department  of  the  Lapwing  Company  urged  the  placing  of  orders 
for  the  store's  full  requirements,  because  inability  to  meet  the 
spring  demand  would  entail  a  serious  loss  of  prestige. 

At  that  time,  wholesale  and  retail  prices  on  practically  all  com- 
modities were  tending  upwards;  on  seasonal  goods  in  numerous 
lines  orders  for  spring  merchandise  were  being  placed  in  unprece- 
dented volume  at  prices  20%  to  40%  above  prices  for  the  current 
fall  season.  The  buying  power  of  the  public  seemed  to  be  ample 
to  meet  the  increase  in  prices.  Rapid  advances  in  silk  prices  had 
led  to  speculation  in  silks  by  persons  who  previously  had  not 
engaged  in  the  silk  goods  trade.  Although  the  Federal  Reserve 
ratio  was  low  and  money  rates  at  that  time  were  beginning  to 
stiffen,  the  Lapwing  Company  expected  to  increase  its  bank  loans 
in  order  to  finance  its  purchases  of  merchandise  for  the  spring 
season. 

The  general  sentiment  in  the  silk  goods  trade  at  that  time  was 
indicated  by  the  following  typical  news  dispatch: 

New  York,  Oct.  14  [1910] — Buyers  from  the  larger  cities  in  the 
Middle  West  have  been  in  the  market  during  the  past  week  seeking 
staple  broad  silk  goods  for  immediate  delivery.  They  say  that  a 
steady  volume  of  sales  has  exhausted  their  stocks  and  for  replacements 
they  are  willing  to  pay  almost  any  price  if  the  goods  can  be  shipped 
promptly.  A  number  of  them  also  have  increased  orders  for  spring  mer- 
chandise, owing  to  reports  of  the  diminishing  production.  Most  of 
them  fear  it  will  be  impossible  for  them  to  obtain  silks  later. 

Taffeta,  georgette,  and  foulard  have  featured  the  purchases  for  the 
coming  season.  Shirt  manufacturers  as  well  as  makers  of  women's 
waists  and  dresses  have  been  active  buyers.  Most  of  the  business  has 
been  placed  with  jobbers,  who  have  fair  supplies  on  hand,  the  silk  mills 
generally  being  unable  to  take  any  more  orders  at  the  present  time. 

Perhaps  for  the  first  time  in  the  history  of  the  industry,  many  manu- 
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facturers  of  broad  silks  have  withdrawn  their  merchandise  from  the 
market  completely.  A  number  of  prominent  firms  have  announced 
that  no  sales  will  be  made  until  after  January  i,  and  one  or  two  have 
extended  that  period  until  April.  They  have  sold  production  as  far 
ahead  as  they  think  conditions  justify,  and  no  goods  are  on  hand  for 
immediate  delivery.  Henceforth  all  efforts  will  be  concentrated  on  the 
fulfilment  of  existing  contracts. 

Although  production  in  the  silk  trade  is  no  smaller  possibly  than  in 
other  textile  lines,  it  is  giving  cause  for  considerable  anxiety  in  the 
industry.  Some  mill  men  say  that  their  production  is  averaging  only 
about  60%  of  normal. 

Manufacturers  have  been  encouraged  somewhat  by  the  news  that 
some  throwing  plants  in  the  Pennsylvania  district  are  resuming  opera- 
tions. This  will  relieve  a  shortage  which  has  grown  so  acute  that  one 
sale  was  recently  made  at  a  price  above  $17  a  pound.  The  attitude  of 
the  striking  dyers  in  the  Paterson  mills  is  still  causing  uncertainty. 

Some  mills  have  not  opened  their  spring  season  and  do  not  contem- 
plate any  official  openings.  One  of  the  largest  mills,  however,  will 
show  spring  samples  tomorrow.  This  concern  manufactures  one  of 
the  finest  lines  of  printed  foulard.  It  will  offer  40-inch  foulard  at 
prices  ranging  from  $2  to  $4  a  yard. 

As  a  result  of  the  advancing  prices  and  the  big  demand,  there  has 
been  a  continuation  of  active  buying  in  the  raw  silk  market.  The 
Yokohama  market  was  particularly  firm,  with  visible  stocks  reduced  to 
15,000  bales.  The  Canton  market  is  also  active  at  advancing  prices, 
and  business  in  Shanghai  is  increasing.  At  Milan  a  good  demand  for 
Italian  silks  is  in  evidence. 

Should  the  Lapwing  Company  in  November,  19 19,  have  in- 
creased its  orders  for  silk  piece  goods  for  the  spring  season  of 
1920? 

22.  Muscadine  Company 
mail  order  business 

The  Muscadine  Company  suffered  inventory  losses  amounting 
to  several  million  dollars  in  1920-1921,  when  retail  prices  dropped 
abruptly.1  The  company  operated  a  general  mail  order  business; 
the  merchandise  listed  in  its  semiannual  catalog  included  men's, 
women's,  and  children's  garments,  household  furnishings,  shoes, 
millinery,  piece  goods,  toilet  articles,  cigars,  tobacco,  pipes, 
candy,  groceries,  toys,  sporting  goods,  bicycles,  automobile  sup- 

1  The  following  comparative  figures  on  retail  trade  were  published  by  the  Bureau 
of  Research  of  the  National  Retail  Dry  Goods  Association  in  its  chart  on  Condition 
of   Retail  Trade,    1921-1922:  {Footnote  continued  on  page  53) 
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plies  and  accessories,  jewelry,  watches,  fountain  pens,  silverware, 
books,  pianos  and  musical  instruments,  cameras  and  photographic 
supplies,  sheet  music,  furniture,  farm  machinery,  cut  glass  and 
china,  rugs  and  carpets,  stoves,  furnaces,  plumbing  supplies,  cut- 
lery, paint,  wall  paper,  hardware,  harnesses,  saddles,  roofing,  lum- 
ber, knock-down  houses,  and  numerous  other  articles.  A  large 
portion  of  the  space  in  each  general  catalog  was  devoted  to 
the  offerings  of  women's  and  children's  dresses  and  other  wearing 
apparel.  In  its  offerings  of  wearing  apparel  the  company  sought 
to  keep  pace  with  the  seasonal  style  demands  of  its  clientele. 

Although  the  company  operated  several  factories,  the  bulk  of 
its  merchandise  was  bought  from  independent  manufacturers. 

Contracts  were  made  with  manufacturers  on  the  basis  of  sam- 
ples submitted.  In  the  case  of  heavy  merchandise,  such  as 
furniture,  farm  implements,  stoves,  washing  machines,  and  gaso- 
line engines,  the  goods  were  shipped  directly  to  consumers  when- 
ever the  factories  were  conveniently  located.  The  company  also 
carried  a  stock  of  heavy  merchandise  in  its  warehouses,  and  all 
light  merchandise  was  handled  through  its  warehouses,  which 
were  located  at  various  points  in  the  United  States  to  facilitate 
shipping  and  to  permit  economies  in  transportation.    The  bulk  of 

(Footnote  continued  from  page  52) 

Value  of  Retail  Trade,  192  i 
(Average  monthly  value  iqiq  —  100) 


Kind  of  Stores 

Jan. 

Feb. 

Mar. 

Apr. 

May 

June 

July 

Aug. 

Sept. 

Oct. 

Nov. 

Dec. 

Department  (158  stores) 

103.8 

88.4 

116. 9 

112. 6 

112. 6 

in. 1 

79-7 

82.7 

9!>'-0 

130.3 

123-4 

181. s* 

Mail  Order  Houses  t 

68.8 

64.4 

95-7 

76.9 

59-7 

62.6 

48.9 

56.7 

72-3 

88.1 

84.0 

79-9 

Chains,  Grocery 

114.7 

108.2 

118.5 

in. 2 

in. 2 

108.6 

106.4 

II3-9 

109.7 

125-5 

125.0 

130.6 

Five  and  Ten  CentJ 

86.1 

92.9 

121. 1 

in. 9 

112. 2 

109.7 

108.0 

116. 0 

II.3-4 

I4I-9 

I34-I 

241.0 

Drug 

116. 0 

109.3 

121. 5 

120.0 

117. 8 

118.8 

119.6 

117. 2 

II7-2 

122.6 

H3-4 

141. 9 

Cigars  § 

119.9 

116.5 

131-8 

134-7 

1295 

127.8 

128.5 

127.6 

I28.O 

138.0 

124.8 

172.7 

•Estimated. 

tMail  Order  Houses:  Sears,  Roebuck  &  Company,  Montgomery  Ward  &  Company,  Larkin  Company, 
Inc.,  National  Cloak  &  Suit  Company. 

JFive  and  Ten  Cent:  F.  W.  Woolworth  Company,  S.  S.  Kresge  Company,  S.  H.  Kresge  &  Company, 
J.  G.  McCrory  &  Company. 

§Cigar:    United  Cigar  Stores  Company,  A.  Schulte,  Joseph  T.  Snyder  Company. 

An  executive  of  one  of  the  large  mail  order  companies  questioned  the  propriety 
of  including  the  figures  for  Larkin  Company  with  the  figures  for  other  mail  order 
houses,  on  the  ground  that  the  two  types  of  business  were  quite  different.  (Editor.) 

From  the  meagre  data  available,  it  appears  that  operating  expenses  of  general 
mail  order  firms  are  from  16%  to  26%  of  net  sales  (P.  H.  Nystrom,  Economics 
of  Retailing,  p.  305).  In  a  statement  quoted  in  the  Daily  News-Record,  November 
8,  1923,  the  merchandise  manager  of  one  of  the  large  Chicago  mail  order  companies 
stated  that  the  total  operating  expense  of  the  company  was  17%  and  that  the 
volume  of  return  goods  in  that  year  was  8%.  That  company  had  74  merchandise 
warehouses  in  the  United  States  to  which  its  catalogs  were  sent  by  freight,  thence 
to  be  mailed. 
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the  goods  for  a  six  months'  season  were  purchased  within  90  days 
before  the  general  catalog  for  that  season  went  to  press.  Al- 
though the  manner  in  which  contracts  were  made  necessarily 
varied  widely  according  to  differences  in  the  conditions  under 
which  various  kinds  of  merchandise  could  be  bought,  the  Mus- 
cadine Company  usually  made  contracts  in  advance  with  manu- 
facturers covering  all  the  articles  advertised  in  the  catalog. 

The  descriptions  in  the  catalog  were  written  from  the  sam- 
ples and  ordinarily  the  company  knew  the  prices  which  it  would 
have  to  pay  for  this  merchandise.  In  its  contracts  with  manufac- 
turers, the  Muscadine  Company  usually  had  a  clause  giving  it  the 
benefit  of  any  declines  in  market  prices  during  the  period  of  the 
contract.  At  the  same  time,  it  was  not  bound  to  pay  any  advances 
in  market  prices  during  the  life  of  a  contract.  On  a  rising  market, 
manufacturers  advanced  their  prices  on  reorders,  and  several 
times  on  reorders  during  19 19  the  Muscadine  Company  was 
forced  to  pay  prices  higher  than  the  selling  prices  advertised  in 
its  current  catalog.1 

1  Several  developments  occurred  subsequent  to  the  date  of  this  case  which  are  of 
general  interest  to  students  of  the  mail  order  business,  although  they  did  not  bear 
directly  on  the  Muscadine  Company's  problem. 

In  December,  1924,  Sears,  Roebuck  &  Company  announced  plans  for  operating 
several  retail  stores.  It  was  stated  that  the  first  store  was  to  be  operated  at  the 
company's  main  plant  at  Chicago,  with  an  entire  block  across  the  street  from  the 
establishment  reserved  as  parking  space  for  automobile  shoppers.  The  opening  of 
this  store,  it  was  stated,  was  to  be  followed  by  the  establishment  of  similar  stores 
in  Philadelphia,  Dallas,  and  Seattle,  where  the  company  had  branch  depots.  The 
president  of  the  company  estimated,  it  was  said,  that  by  operating  these  stores  the 
number  of  customers  served  by  the  company  would  be  increased  from  9,000,000 
to  12,000,000.  The  net  sales  of  Sears,  Roebuck  &  Company  in  1924  amounted  to 
$199,545,862. 

In  August,  1926,  Montgomery  Ward  &  Company  announced  that  it  was  to  open 
a  merchandise  display  shop  in  Marysville,  Kansas,  to  be  followed  immediately  by 
the  opening  of  similar  shops  in  six  other  towns.  At  that  time  the  company  listed 
approximately  30,000  items  in  its  catalog,  but  it  was  to  show  only  20  lines 
at  one  time  in  this  display.  It  was  planned  to  change  the  displays  from  time  to 
time,  in  order  to  hold  the  interest  of  customers.  Aside  from  some  automotive 
equipment  which  was  to  be  carried  in  these  shops  for  immediate  delivery,  the  mer- 
chandise placed  in  the  shops  was  to  be  for  display  purposes  only,  to  enable  pro- 
spective buyers  to  examine  the  merchandise  and  satisfy  themselves  as  to  its  quality 
before  ordering.     (Printers'  Ink,  August  12,  1926,  pp.  133-136.) 

In  April,  1926,  Sears,  Roebuck  &  Company  announced  the  disposal  of  its  inter- 
ests in  several  manufacturing  businesses,  including  plants  which  manufactured  piano 
actions,  keys,  and  hammers,  and  sewing  machines.  Previously  the  company  had 
sold  its  interest  in  companies  manufacturing  furniture  and  engines.  The  company 
continued,  however,  to  operate  plants  manufacturing  several  other  products,  such 
as  paint  and  wall  paper.  (G.  A.  Nichols,  "Can  Retailer  or  Jobber  Afford  to  Own 
Factories?"  Printers'  Ink,  April  15,  1926,  pp.  3-6.) 
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The  following  statement  in  regard  to  prices  appeared  in  all 
the  Muscadine  Company's  catalogs: 

Whenever  market  values  decline,  we  immediately  reduce  our  prices 
and  return  the  difference  to  our  customers  on  all  merchandise  pur- 
chased from  this  catalog  after  the  decline.  In  extreme  cases  we  may 
be  compelled  to  advance  our  prices  when  market  conditions  make  such 
advances  necessary,  but  only  extreme  conditions  would  force  us  to  take 
such  action.  It  may  also  become  necessary  in  exceptional  cases  to 
limit  the  amount  of  any  commodity  that  is  ordered  to  such  quantity  as 
would  ordinarily  be  purchased  by  the  consumer. 

The  Muscadine  Company  rarely  found  it  necessary  to  take 
advantage  of  this  clause  to  advance  prices.  On  the  other  hand, 
although  the  life  of  the  semiannual  general  catalogs  was  con- 
sidered to  be  six  months  each,  the  company  followed  a  policy  of 
filling  orders  from  any  catalog  no  matter  what  its  age.  Since 
it  took  several  weeks  to  run  6,000,000  catalogs  through  the 
presses  and  distribute  them,  there  was  opportunity  occasionally 
for  price  changes  in  the  catalog  while  it  was  being  printed. 
As  these  changes  resulted  in  different  prices  on  the  same  article 
in  different  catalogs  of  the  same  edition,  such  alterations  in 
catalog  prices  were  made  by  the  Muscadine  Company  only 
when  the  price  level  was  changing  rapidly.  When  prices  were 
advanced  while  an  edition  of  catalogs  was  in  press,  customers 
who  received  the  catalogs  with  the  lower  prices  were  privileged 
to  buy  at  those  prices;  customers  receiving  the  catalogs  last 
off  the  press  paid  the  higher  prices.  If  prices  were  reduced  while 
the  catalogs  were  in  press,  all  customers  received  the  benefit 
of  the  reductions. 

In  addition  to  the  semiannual  general  catalogs,  the  Mus- 
cadine Company  published  a  special  catalog  twice  a  year  for 
its  January  and  August  special  sales.  These  small  special  cata- 
logs, which  were  distributed  in  practically  the  same  quantities 
as  the  general  catalogs,  usually  had  a  life  of  not  more  than  two 
months.  Several  other  special  catalogs,  bulletins,  and  pam- 
phlets were  mailed  to  special  lists  and  did  not  duplicate  the 
general  catalogs.  A  grocery  catalog,  for  instance,  was  issued 
once  a  month,  and  occasionally  a  modern-home  catalog  was 
issued.  Supplementing  these  catalogs,  the  Muscadine  Com- 
pany used  magazine  and  newspaper  advertisements  occasion- 
ally to  feature  special  goods.     In  this  respect,  the  policy  of  the 
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Muscadine  Company  differed  from  that  of  several  other  large 
mail  order  merchants,  who  used  newspaper  and  magazine  advertfs 
mg  primarily  to  feature  their  general  catalogs,  nof  to  push  a„y 
one  commodity.  Another  sales  promotion  device  used  byX Mul 
cadine  Company  was  a  bargain  bulletin  enclosed  with  orders  of 
merchandise  shipped  to  customers.     This  bargain  bulletin  La 
tured  new  style  goods  that  had  become  popular  since  ^e  gen  ral 
catalog  was  issued,  or  it  pushed  the  sale  of  slowly  moving  mer 
chandise  by  quoting  reduced  prices. 

Immediately  after  the   20%   price  reduction  by  prominent 

Company  made  a  reduction  in  all  its  prices,  in  many  instances 
amoun  ,ng  to  ro%,  effective  in  its  midsummer  general  catalog 
Later,  m  1920  and  1921,  as  prices  continued  to  decline,  the  Mus- 
cadine Company  issued  from  time  to  time  "lower  price"  bulletins 
to  supplement  its  other  sales  efforts  and  convey  news  of  to 
lower  pnces  to  the  public  in  advance  of  its  next  general  catalog 
Sales,  nevertheless,  fell  off  in  volume,  and  in  1921 the  Muscadine 
Company's  sales  were  3  5  %  less  than  in  the  preceding  year 

During  this  period  of  declining  prices,  several  mail  order  firms 
used  newspaper  advertising  to  acquaint  the  public  with  their 
lower  pnces  and  to  move  their  rapidly  depreciating  inventories. 
In  one  case,  at  least,  an  effort  was  made  to  sell  goods  at  retail 
over  the  counter  at  the  company's  main  office  in  a  middle-western 
city.  Efforts  also  were  made  to  reduce  operating  expenses  wher- 
ever possible.    One  firm  endeavored  to  cut  its  catalog  expense 

oMnlT3^  COlr,d  PagCS'  USiDg  Cheaper  PaPer>  and  Patching 
old  pb ,tes  to  avoid  the  expense  of  making  new  ones.  This  cat- 
alog failed  to  produce  the  expected  volume  of  sales,  and  the  com- 
pany nuts  next  general  catalog  went  back  to  its  former  elaborate 
plans  of  engraving,  color  work,  and  general  typography 

Durmg  the  period  of  falling  prices,  1920-1922,  the  Muscadine 
Company  decided  that  it  was  advisable  to  adhere  to  its  former 
policy  of  issuing  a  catalog  once  every  six  months.  The  company 
recognized  that  a  catalog  of  shorter  life  supplemented  by  bulletins 
issued  frequently  would  be  more  flexible  in  meeting  price  changes 
but  ,t  deemed  the  big  mail  order  catalog  essential  as  a  means' 
of  maintaining  its  prestige  and  holding  the  patronage  of  its 
customers. 
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23.  Wellfleet  Company 
mail  order  department 

The  volume  of  mail  orders  received  by  the  Wellfleet  Company, 
a  large  department  store,  increased  so  rapidly  after  1919  that  a 
reorganization  of  the  mail  order  department  became  necessary 
in  order  to  handle  this  part  of  its  business  efficiently.  This  mail 
order  business,  which  originated  through  the  sending  in  of  small 
orders  for  staple  merchandise  by  regular  customers  who  resided 
in  outlying  towns,  and  by  customers  away  from  the  city  for  the 
summer,  had  been  conducted  as  a  service  to  the  regular  patrons 
of  the  store. 

Practically  no  separation  was  made  by  the  Wellfleet  Company 
between  its  mail  order  business  and  the  sales  transacted  over  the 
counters  in  the  store.  All  orders  received  in  the  incoming  mail 
office  were  sent  to  the  mail  order  office,  where  they  were  recorded 
and  then  turned  over  to  the  floor  superintendents,  for  distribution 
among  the  salespeople,  to  be  filled  from  the  regular  department 
stocks.  No  separate  mail  order  stocks  were  maintained.  If  the 
merchandise  requested  was  in  stock,  a  sales  slip  was  made  out 
and  the  articles  comprising  the  order  taken  to  one  of  the  wrap- 
ping desks,  where  they  were  wrapped,  tagged  with  an  address 
label,  and  sent  to  the  shipping  room.  A  voucher,  which  was  a 
portion  of  the  sales  slip,,  was  detached  from  the  slip,  clipped  to 
the  original  order,  and  returned  to  the  mail  order  department  as 
proof  that  the  order  had  been  filled.  If  the  merchandise  re- 
quested was  not  in  stock,  but  on  order,  the  date  on  which  receipt 
was  expected  was  placed  on  the  order,  which  was  filed  in  the  mail 
order  department  and  again  sent  through  after  the  date  speci- 
fied for  the  arrival  of  the  merchandise. 

Although  no  special  effort  had  been  made  to  develop  the  mail 
order  business  through  advertising,  small  circulars  had  been  sent 
out  periodically  to  regular  customers  to  introduce  new  seasonal 
lines  and  to  announce  special  sales.  Newspaper  copy  frequently 
had  stated  that  all  mail  or  telephone  orders  would  be  filled 
promptly. 

Trouble  had  resulted  from  the  policy  of  filling  mail  orders 
directly  from  the  regular  stock;  confusion  was  caused  by  delayed 
returns  of  merchandise,  amounting  to  30%  of  the  mail  order 
sales,  which  did  not  satisfy  the  customers;  orders  often  were  filled 
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improperly  because  of  the  eagerness  of  the  salespeople  to  com- 
plete the  transactions  quickly,  and  complaints  were  made  by 
salespeople  that  favoritism  frequently  was  shown  by  floor  super- 
intendents in  distributing  the  mail  orders. 

The  fact  that  no  one  buyer  or  small  group  of  buyers  had 
charge  of  the  stock  from  which  the  mail  orders  were  filled  made 
it  impossible  to  centralize  the  responsibility.  It  was  difficult, 
therefore,  to  keep  up-to-date  the  stocks  of  staple  merchandise, 
such  as  the  mail  order  customers  generally  required.  Statistics 
for  1 9 19-192 2  indicated  that  not  over  48%  of  the  mail  orders 
received  were  filled  properly.  This  was  partially  accounted  for 
by  the  depletion  of  stocks  during  the  interval  between  the  issu- 
ance of  the  advertisements  and  the  receipt  of  the  mail  orders. 

The  maintenance  of  a  separate  stock  not  only  would  have  made 
possible  the  purchase  of  the  kind  of  merchandise  demanded  by 
the  mail  order  customers,  but  also  would  have  separated  the 
handling  of  the  mail  order  business  from  the  regular  business 
carried  on  in  the  store.  It  was  doubtful,  however,  whether  the 
advantages  secured  from  a  separate  organization  would  have 
offset  the  additional  expenses  of  maintaining  a  separate  stock. 

A  question  also  had  arisen  regarding  the  method  of  advertising 
the  mail  order  business,  regardless  of  whether  the  orders  were 
handled  by  the  regular  selling  organization  and  filled  from  the 
department  stocks,  or  from  a  separate  mail  order  department 
with  special  stocks.  It  appeared  to  be  desirable  that  mail  order 
catalogs  should  be  published  at  regular  intervals  and  sent  not 
only  to  the  regular  customers  of  the  store  but  also  to  prospective 
purchasers  in  nearby  towns. 

It  did  not  seem  advisable  for  the  company  to  print  semiannual 
catalogs  such  as  those  issued  by  the  large  mail  order  houses. 
Mail  order  house  catalogs  contained  descriptions  and  prices  of 
practically  every  kind  of  merchandise  used  in  a  household;  a 
large  department  store  like  the  Wellfleet  Company,  however, 
offered  styles  of  merchandise  which,  if  illustrated  in  the  catalog 
at  the  first  of  the  season,  would  be  out  of  date  and  undesirable 
long  before  the  next  publication  could  be  printed.  If  the  Well- 
fleet  Company  were  to  have  issued  a  catalog  of  this  nature, 
it  would  have  been  necessary  for  it  to  adhere  to  the  prices  stated 
in  one  catalog  until  the  following  one  was  received  by  the  mail 
order  customers,  or  until  supplementary  price  sheets  had  been 
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sent  out.  If  a  catalog  were  to  have  been  issued  every  three 
months,  seasonal  changes  in  styles  of  merchandise  could  have 
been  announced  without  serious  delay,  but  it  still  would  have  been 
necessary  to  provide  for  price  fluctuations.  A  monthly  catalog 
would  have  minimized  the  difficulty  of  observing  the  prices 
quoted,  but  it  would  have  caused  heavy  expense. 


24.  Lincoln  Stores  Company 
selection  of  merchandise 

The  Lincoln  Stores  Company  operated  150  grocery  stores  in 
and  near  a  city  with  a  population  of  approximately  500,000. 
The  company's  sales  volume  in  1924  was  $9,300,000.  The  rate 
of  stock-turn  for  the  stores  and  the  warehouse  as  a  whole  was 
slightly  less  than  9  times  a  year,  but  stock  in  the  stores  was 
turned  every  2j4  or  3  weeks.  The  stores  were  so  located  that 
the  company  served  all  classes  of  customers.  More  than  900 
items  of  merchandise  were  carried  in  the  stores.  No  meats, 
except  salt  pork  and  bacon,  were  carried.  A  few  perishable 
vegetables  were  offered  in  season;  semiperishables,  such  as  citrus 
fruits,  potatoes,  and  onions,  were  handled  regularly. 

In  the  line  of  canned  fruits,  the  Lincoln  Stores  Company  car- 
ried peaches,  pears,  pineapple,  apricots,  cherries,  fruit  salad,  and 
plums.  Sales  of  these  canned  fruits  in  1924  amounted  to  approxi- 
mately $220,000.  Over  95%  of  the  canned  fruits  were  sold  under 
the  trade-mark  "Monico,"  which,  although  a  packer's  trade- 
mark, was  looked  upon  by  the  company  as  being  practically  the 
equivalent  of  a  private  brand,  since  the  Lincoln  Stores  Company 
was  the  only  firm  to  advertise  and  sell  that  brand  of  canned  goods 
in  its  territory.  In  the  fall  of  1925,  the  president  of  the  Lincoln 
Stores  Company  considered  purchasing  a  nationally  advertised 
line  of  canned  fruits. 

The  150  stores  were  under  the  direction  of  a  stores'  superin- 
tendent, who  was  responsible  to  the  president.  The  stores' 
superintendent  had  as  assistants  8  district  managers.  Each  man- 
ager was  in  charge  of  from  15  to  30  stores,  the  number  depend- 
ing chiefly  upon  the  distance  between  the  stores.  The  district 
managers  inspected  the  stores  in  their  respective  groups  daily. 
The  purposes  of  the  inspections  were:   to  see  that  the  stores  were 
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clean,  orderly,  and  in  repair,  and  that  the  cash  registers  were 
working  correctly;  to  deliver  retail  price  bulletins  from  the 
central  office  and  to  make  sure  that  the  merchandise  was  marked 
accordingly;  to  collect  from  the  store  managers  daily  reports 
showing,  for  the  previous  days,  merchandise  received,  sales,  and 
other  credits;  to  collect,  once  a  week,  orders  for  merchandise; 
and  to  authorize  mark-downs  on  perishable  and  semiperishable 
merchandise. 

Some  of  the  store  managers  had  had  previous  experience  in 
grocery  stores,  but  most  of  them  were  new  in  the  business.  The 
company  provided  a  two-week  training  course  for  the  inexpe- 
rienced managers.  Each  store  manager  was  paid  a  straight  sal- 
ary, plus  a  commission  amounting  to  i%  of  the  sales  in  his  store; 
the  commissions  averaged  about  20%  of  the  managers'  earnings. 
About  15  of  the  store  managers  had  assistants  who  worked  full 
time;  in  the  other  stores,  where  the  volume  of  business  was  less, 
schoolboys  were  employed  in  afternoons  and  on  Saturdays  as 
needed.  Sales-force  expense  in  1924  was  approximately  7%  of 
sales. 

No  credit  was  granted  to  customers,  nor  was  there  any  delivery 
service.  Occasionally,  however,  a  store  manager  or  his  assistant 
delivered  purchases  to  customers  living  near  by.  The  stores' 
superintendent  discouraged  delivery  accommodation  because  of 
the  possibility  that  customers  would  come  to  expect  it  as  a  regular 
service. 

The  Lincoln  Stores  Company  advertised  in  its  stores  and  in 
daily  newspapers  four  or  five  "price  leaders"  for  each  week  and 
two  or  three  "specials"  for  Thursday,  Friday,  and  Saturday;  on 
those  three  days  the  stores  made  a  majority  of  their  sales.  The 
company  had  used  handbills  at  one  time,  but  had  come  to  the 
conclusion  that  they  were  an  unprofitable  medium  for  advertising. 
The  "price  leaders"  were  mostly  staples,  goods  which  practically 
every  housewife  bought  each  week,  such  as  butter,  eggs,  milk, 
lard,  potatoes,  and  canned  goods.  Items  offered  as  leaders  gen- 
erally were  priced  slightly  above  cost,  but  sometimes  they  were 
sold  below  cost.  For  instance,  one  item  of  canned  goods  which 
was  highly  competitive  was  sometimes  sold  as  a  leader  at  20% 
below  cost.  Nationally  advertised  brands  usually  were  pre- 
ferred to  other  brands  for  urice  leaders,  because  housewives  were 
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more  familiar  with  the  prices  of  nationally  advertised  products 
and  therefore  responded  more  readily  to  price  reductions. 

Deliveries  from  the  warehouse  to  the  stores  were  made  weekly 
by  truck.  Bread  from  the  company's  own  bakery  was  delivered 
to  the  stores  daily.  The  few  perishable  vegetables  carried  in 
season  and  some  of  the  semiperishables  were  bought  from  local 
wholesalers  and  were  delivered  periodically  as  ordered.  Occa- 
sionally, small  fill-in  orders  were  delivered  by  the  district  man- 
agers, who  used  light  trucks  as  a  means  of  transportation  from 
store  to  store.  The  merchandise  was  charged  to  the  stores  at 
retail  prices,  and  the  store  managers  did  not  know  the  cost  prices. 

The  president  of  the  Lincoln  Stores  Company  was  in  charge  of 
the  purchasing  department,  in  which  there  were  four  buyers. 
The  chief  lines  purchased  by  one  buyer  were  coffee,  tea,  butter, 
cereals,  and  soap;  by  another,  canned  meats,  lard,  pork,  bacon, 
and  syrup;  by  another,  perishables  and  semiperishables,  crackers, 
and  confections;  and  by  the  other,  sugar,  flour,  and  the  general 
lines  of  canned  goods.  Merchandise  was  bought  according  to 
the  needs  of  the  company  and  market  conditions.  Most  of  the 
requirements  of  canned  fruits  and  vegetables,  which  were  packed 
in  one  season  of  the  year,  were  bought  in  the  winter  and  spring 
for  delivery  in  the  summer  and  fall. 

The  warehouse  was  in  charge  of  a  receiving  clerk  and  a  ship- 
ping clerk,  both  of  whom  were  responsible  to  the  president.  The 
stock  of  merchandise  in  the  warehouse  was  controlled  by  a  per- 
petual inventory  card  system  operated  in  the  auditor's  office. 
For  each  of  the  900  items  there  was  a  box  in  which  was  placed  a 
card  for  every  unit  of  merchandise  received.  A  unit  represented 
the  quantity  of  the  item  most  convenient  for  delivery  to  the 
stores.  For  some  canned  goods,  for  example,  the  unit  was  a  case 
of  two  dozen  cans,  while  for  others  the  unit  was  a  half  case  or  a 
quarter  case. 

Records  of  inventory  decreases  were  made  from  the  weekly 
order  blanks  received  from  the  store  managers.  For  each  unit 
ordered,  a  unit  card  was  removed  from  the  appropriate  box.  In 
order  to  warn  the  buyers  when  the  stocks  of  the  various  items 
had  reached  .the  minima  that  were  considered  advisable,  a  "mini- 
mum" card  was  placed  in  each  box  to  head  the  number  of  cards 
representing  the  minimum  stock  desired.  For  most  items,  the 
minimum  quantities,  which  were  determined  by  the  buyers,  varied 
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from  time  to  time  according  to  seasonal  changes  in  sales.  When 
a  minimum  card  was  reached,  it  was  sent  to  the  buyer  by  the 
clerk  in  charge  of  the  cards. 

The  unit  cards  for  each  item  were  numbered  so  that  at  any 
time  the  number  of  units  in  stock  could  be  determined  by  looking 
at  the  front  card  in  the  box.  Physical  inventories  of  warehouse 
stocks  had  been  taken  once  every  six  months  since  the  introduc- 
tion of  the  perpetual  inventory  system  in  1923;  the  stock  on  hand 
as  shown  by  the  cards  varied  from  the  actual  count  by  an  average 
of  about  1/10  of  1%. 

When  the  perpetual  inventory  cards  had  been  adjusted  for  an 
order,  the  order  was  typed  in  triplicate;  one  copy  was  for  the 
shipping  clerk,  one  for  the  auditing  office,  and  one  for  delivery  to 
the  store  manager  with  the  merchandise.  Upon  delivery,  the 
store  manager  checked  the  goods  with  the  copy  of  the  order  and 
signed  a  receipt  slip  declaring  that  the  merchandise  was  as  or- 
dered or  was  at  variance  as  stated.  He  gave  the  original  receipt 
slip  to  the  truck  driver  who  delivered  the  merchandise,  and  he 
gave  the  carbon  copy  to  the  district  manager  with  the  itemized 
copy  of  the  order  for  his  store. 

Physical  inventories  were  taken  in  the  stores  at  least  once  every 
two  months  by  two  men  employed  especially  for  the  task.  Be- 
tween inventories,  weekly  reports  were  made  to  the  officers  of 
the  company  showing  changes  in  the  ledger  accounts  of  each 
store.  The  most  important  control  information,  however,  was 
provided  by  comparison  sheets  which  were  compiled  weekly  and 
showed  sales  of  the  current  week  as  compared  with  the  weekly 
sales  of  several  preceding  years. 

In  the  fall  of  1925,  the  president  of  the  Lincoln  Stores  Com- 
pany considered  replacing  Monico  canned  goods  by  goods  sold 
under  the  nationally  advertised  Gardner  trade-mark.  The  Mon- 
ico brand  had  been  introduced  in  the  city  and  the  surrounding 
territory  by  the  Lincoln  Stores  Company  in  1920.  During  the 
five  years  preceding  1920,  the  company  had  carried  canned  fruits 
of  several  packers  whose  brands  were  advertised  not  at  all 
nationally  and  but  little  locally.  The  Monico  brand  had  been 
selected  in  1920  chiefly  because  the  Gardner  Products  Company, 
which  packed  that  brand  as  well  as  the  Gardner  brand,  offered 
the  Lincoln  Stores  Company  an  exclusive  agency  for  the  Monico 
brand.     As  further  inducement  to  the  chain-store  company  to 
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carry  that  brand,  the  packer  gave  the  company,  as  an  advertising 
allowance,  10  cents  for  each  case  of  24  cans  purchased.  The 
Gardner  Products  Company  was  able  to  make  this  allowance  at 
least  partly  because  it  did  not  advertise  the  Monico  brand. 

The  Monico  canned  fruits  were  uniformly  of  the  "fine"  grade, 
the  highest  grade  packed,  and  were  equal  in  quality  and  flavor 
to  the  nationally  advertised  Gardner  fruits.  Although  the  Gard- 
ner fruits  were  familiar  to  consumers  in  its  territory,  and  although 
the  terms  of  the  exclusive  agency  did  not  prevent  the  Lincoln 
Stores  Company  from  carrying  both  brands,  the  company  had 
decided  in  1920  not  to  carry  the  nationally  advertised  product 
because  of  the  keen  competition  among  retailers  in  the  sale  of 
that  line.  The  Gardner  line  was  carried  by  nearly  all  the  unit 
grocery  stores  in  the  city  and  also  by  the  two  other  chain-store 
grocery  companies,  one  of  which  was  larger  and  the  other  smaller 
than  the  Lincoln  Stores  Company.  The  Lincoln  Stores  Company 
carried  no  canned  fruits  in  competition  with  the  Monico  brand, 
either  in  the  same  grade  or  in  lower  grades.  Some  of  the  more 
uncommon  fruits  were  not  packed  in  that  brand.  These  the 
company  carried  in  other  brands,  but  its  sales  of  them  amounted 
to  less  than  5%  of  total  sales. 

The  Monico  fruits  had  been  pushed  vigorously  by  the  store 
managers  of  the  Lincoln  Stores  Company;  the  appeal  used  most 
frequently  was  "they  are  the  finest  packed,"  or  "there  are  none 
better."  Cans  of  the  fruits  were  displayed  prominently  in  the 
windows  and  were  advertised  in  the  daily  newspapers  after  1923, 
when  the  company  first  used  that  type  of  advertising.  By  1925 
the  president  of  the  Lincoln  Stores  Company  concluded  that  the 
stores'  customers  were  educated  to  the  use  of  the  Monico  brand; 
many  were  asking  for  that  brand  and  most  other  customers  ac- 
cepted it  readily  when  offered  as  a  substitute.1 

The  company's  sales  of  canned  fruits  amounted  to  approxi- 
mately $220,000  in  1924,  or  2.4%  of  total  net  sales.  This  vol- 
ume represented  a  gradual  increase  from  1920,  when  the  volume 
had  been  2.1%  of  net  sales.  The  increase  had  been  deemed 
satisfactory  until  the  president  learned  that  in  another  city  sev- 
eral chain-store  companies  which  handled  the  Gardner  brand 
were  selling  relatively  more  canned  fruits  than  were  being  sold 
in  the  Lincoln  stores.    The  city  in  which  these  stores  were  located 

1  See  Truro  &  Company,  page  39,  and  Milburton  Brothers,  page  42. 
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was  in  the  same  section  of  the  United  States  as  was  the  city  in 
which  the  Lincoln  stores  were  operated  and  was  considerably 
larger  than  that  city.  The  store  managers  of  the  Lincoln  Stores 
Company  stated  that  they  had  not  observed  an  increase  in  the 
demand  for  the  Gardner  brand,  but  the  record  of  the  other  com- 
panies led  the  president  to  conclude  that  sales  of  canned  fruits 
in  his  stores  should  be  3.25%  of  total  sales.  He  was  of  the 
opinion  that  the  principal  cause  for  the  large  and  growing  sales 
of  the  Gardner  products  was  the  extensive  advertising  which  the 
Gardner  Products  Company  had  carried  on  during  the  preceding 
three  or  four  years;  in  1924,  the  company  spent  almost  half  a 
million  dollars  for  magazine  advertising  of  Gardner  canned  fruit, 
an  amount  twice  as  large  as  the  corresponding  expenditures  in 
1920.  Another  important  reason  for  the  growing  popularity  of 
the  Gardner  products,  according  to  the  president  of  the  Lincoln 
Stores  Company,  was  the  fact  that  nearly  all  chain  stores  had 
been  offering  nationally  advertised  goods  at  low  prices,  fre- 
quently using  them  as  price  leaders. 

The  manufacturer's  prices  and  terms  of  sale  to  the  Lincoln 
Stores  Company  were  the  same  for  fruit  bearing  the  Gardner 
trade-mark  and  for  goods  bearing  the  Monico  mark  except  for 
the  advertising  allowance  made  on  the  Monico  goods.  The  Lin- 
coln Stores  Company's  average  gross  margin  on  the  Monico 
products  had  been  25%  of  net  sales;  the  advertising  allowance 
had  not  been  used  in  figuring  cost  of  merchandise  sold  but  had 
been  treated  as  extra  profit.  On  the  Gardner  fruits  the  president 
expected  that  the  company  could  secure  an  average  gross  margin 
of  about  24%,  the  lower  figure  resulting  from  keener  competi- 
tion. The  packer's  allowance  for  advertising  of  the  Monico  line 
amounted  to  about  1.8%  of  net  sales  of  canned  fruits.  The 
Lincoln  Stores  Company  had  spent  none  of  this  allowance  prior 
to  1923,  but  in  1923  and  in  1924  it  had  advertised  the  line  at 
various  times  as  one  of  the  weekly  price  leaders.  The  advertis- 
ing expense  was  not  allocated  to  the  various  lines,  but  it  was 
estimated  that  less  than  half  of  the  allowance  for  the  Monico 
brand  was  spent  for  advertising  it. 

As  a  general  objection  to  substituting  the  nationally  adver- 
tised brand  for  the  Monico  brand,  the  president  stated  that  he 
disliked  losing  the  benefit  of  the  effort  and  money  which  the 
company  had  spent  in  promoting  sales  of  the  latter  brand.     In 
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addition  he  thought  it  would  be  somewhat  embarrassing  to  sell 
Gardner  fruits  as  "the  finest  packed"  when  formerly  the  stores 
had  sold  the  Monico  goods  on  the  same  appeal. 

Should  the  Lincoln  Stores  Company  have  purchased  the  Gard- 
ner brand  of  canned  goods?  If  so,  should  the  Monico  brand 
have  been  discontinued? 


25.  Everman  Stores  Company 
chain-store  control 

The  Everman  Stores  Company  was  formed  in  February,  1926, 
to  purchase  and  operate  13  grocery  stores.  By  the  end  of 
August  of  that  year,  the  company  was  operating  29  stores  within 
a  radius  of  approximately  150  miles  in  a  state  in  the  Middle 
West.  The  company  planned  to  add  new  stores  to  the  system  as 
rapidly  as  appeared  to  be  practicable.  The  executives  were 
favorably  known  in  the  state  through  their  successful  manage- 
ment of  several  manufacturing  companies,  and  they  anticipated 
no  difficulty  in  securing  funds  from  banks  or  through  the  sale  of 
stock  to  provide  for  the  expansion  of  the  Everman  Stores  Com- 
pany. They  intended  to  rely  chiefly  upon  the  sale  of  preferred 
stock  to  customers. 

In  June,  the  fifth  month  of  its  operation,  the  Everman  Stores 
Company  had  total  sales  amounting  to  $116,479,  a  gross  margin 
of  approximately  15.5%  of  sales,  and  a  net  profit  of  about 
0.73%.  In  July,  sales  were  $130,311;  the  gross  margin  was 
14.05%;  and  the  net  profit  was  0.61%.  Sales  in  August  were 
$5,000  less  than  in  July,  but  the  gross  margin  in  that  month  was 
17.6%  and  the  net  profit  amounted  to  3.32%.  The  percentages 
of  gross  margin,  of  net  profit,  and  of  expense  for  the  individual 
stores  varied  widely.  In  July,  for  instance,  one  store  showed  a 
profit  of  13.73%  of  sales  and  another  store  showed  a  loss  of 
36.54%;  and  in  August,  expenses  varied  from  10.5%  of  sales  in 
one  store  to  24.84%  in  another.  The  executives  were  of  the 
opinion  that  the  gross  margin  for  the  stores  as  a  whole  was  less 
than  it  should  have  been  and  that  it  might  be  increased  by  more 
effective  control  of  purchasing  and  pricing. 

The  Everman  stores  were  of  the  self-service  type.    The  mer- 
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chandise,  with  prices  clearly  indicated,  was  arranged  on  shelves 
so  that  customers  could  select  and  remove  what  they  desired. 
The  customers  presented  the  goods  which  they  had  selected  to 
a  cashier  seated  in  the  front  of  the  store,  who  did  any  packaging 
that  was  necessary  and  received  payment  for  the  goods.  All 
transactions  were  made  for  cash.  There  was  a  meat  market  in 
each  store  but,  except  in  three  instances,  the  meat  markets  were 
operated  by  independent  managements  which  paid  to  the  stores 
a  certain  percentage  of  the  profits  from  the  sale  of  meats.  Three 
of  the  stores  operated  their  own  meat  departments.  The  stores 
also  sold  fresh  fruits  and  vegetables  in  season.  No  deliveries 
were  made  to  customers.  One  executive  had  given  it  as  his 
opinion,  however,  that  the  company  could  double  its  sales  by 
making  deliveries  on  unit  purchases  amounting  to  $5  or  more. 

Eleven  of  the  29  Everman  stores  were  located  in  Altworth,  a 
city  of  about  150,000  population.  Stores  numbers  1  and  4  were 
located  in  a  town  of  approximately  25,000  population  situated 
80  miles  from  Altworth;  stores  numbers  3  and  15  were  located 
in  a  town  of  about  40,000  population  approximately  25  miles 
from  Altworth;  and  the  remaining  14  stores  all  were  located  in 
different  towns  situated  from  35  to  180  miles  from  Altworth  and 
having  populations  ranging  from  4,000  to  25,000.  The  towns  in 
which  Everman  stores  were  operated  were  predominantly  farm- 
ing centers,  although  several  had  comparatively  extensive  indus- 
trial activities  and  one  was  the  seat  of  a  state  university. 

The  company  maintained  a  warehouse  in  Altworth.  The 
Altworth  stores  were  supplied  from  this  warehouse,  but  a  large 
part  of  the  purchases  of  the  other  stores  were  shipped  directly 
to  them  by  the  sellers.  The  stores  outside  of  Altworth  were  too 
widely  separated  to  make  practicable  the  use  of  trucks  for  trans- 
porting merchandise  to  them  from  the  warehouse.  Eighty-five 
per  cent  of  the  expense  of  the  warehouse  was  charged  to  the 
Altworth  stores  and  15%  was  charged  to  the  stores  outside  of 
Altworth.  These  percentages  were  thought  to  represent  the 
relative  usefulness  of  the  warehouse  to  the  two  groups  of  stores. 

In  a  majority  of  the  stores  two  men  were  employed,  a  store 
manager  and  his  assistant.  These  men  were  paid  basic  salaries 
of  $100  and  $90  per  month  respectively;  in  addition,  1%  of 
monthly  gross  sales  and  5%  of  monthly  net  profits  were  dis- 
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tributed  between  them  in  the  ratio  of  J4  and  j4-  In  a  few  stores 
three  men  were  employed. 

The  Everman  stores  met  keen  competition,  both  from  unit 
stores  and  from  other  chain  stores.  Occasionally,  the  Everman 
stores  were  undersold  on  certain  items  by  unit  stores,  and  in 
Altworth,  where  most  of  the  competition  from  chain  stores  oc- 
curred, prices  in  Everman  stores  and  in  other  chain  stores  were 
virtually  the  same.  On  the  whole,  prices  in  Everman  stores  were 
somewhat  lower  than  corresponding  prices  in  competing  unit 
stores. 

The  Everman  Stores  Company  advertised  in  the  newspapers 
of  the  towns  in  which  its  stores  were  located.  At  the  top  of 
each  advertisement  appeared  a  picture  illustrating  some  advan- 
tage of  a  self-service,  chain  grocery  store,  together  with  a  few 
lines  of  copy  explaining  the  advantage.  The  lower  part  of  the 
advertisement  consisted  of  a  list  of  from  6  to  12  items  that  were 
being  offered  at  especially  attractive  prices,  the  prices  also  being 
given.  Originally,  numerous  items  for  which  no  price  reductions 
were  made,  as  well  as  those  items  which  were  being  offered  at 
special  prices,  had  been  listed  in  the  advertisements.  The  com- 
pany had  decided  that  this  was  a  waste  of  advertising  space  and 
that  only  those  items  which  were  being  offered  as  so-called 
"specials"  should  be  listed  in  the  advertisements.  It  had  been 
proposed  that  all  prices  be  omitted  from  the  advertisements  and 
that,  instead  of  encouraging  consumers  to  purchase  specified 
items,  the  company  should  make  an  effort  in  its  advertisements 
to  give  the  impression  that  consumers  would  be  certain  to  effect 
savings  by  trading  regularly  at  Everman  stores.  The  executives 
were  giving  this  proposal  serious  consideration.  In  June,  1926, 
the  advertising  expense  exceeded  2.25%  of  sales.  In  July,  it 
amounted  to  2.21%  of  sales. 

Every  Saturday  and  sometimes  on  other  days,  the  stores 
offered  "specials,"  that  is,  merchandise  priced  below  the  level 
at  which  the  goods  customarily  were  sold  in  the  stores.  Most 
of  the  specials  offered  represented  true  mark-downs,  usually 
almost  to  cost.  The  specials  were  used  as  leaders  to  bring  people 
into  the  stores  and  were  featured  in  the  advertisements.  The 
items  to  be  offered  as  specials  in  the  Altworth  stores  were  selected 
by  the  district  manager,  who  was  also  the  purchasing  agent  for 


68  PROBLEMS  IN  MARKETING 

these  stores,  in  consultation  with  the  advertising  manager,  and 
were  the  same  for  all  the  stores.  In  the  stores  outside  of  Alt- 
worth,  selection  of  specials  was  left  largely  to  the  store  man- 
agers. The  store  managers  made  weekly  reports  to  the  central 
office  of  the  volume  of  sales  at  special  prices.  In  June,  sales  of 
specials  constituted  1.3%  of  the  total  sales  volume  of  the  stores 
outside  of  Altworth  and  3.1%  of  the  total  sales  volume  of  the 
Altworth  stores.  In  May  the  corresponding  figures  had  been 
0.9%  and  5.2%.  The  percentages  for  the  individual  stores  in 
Altworth  were  fairly  uniform,  but  for  the  other  stores  the  per- 
centages varied  widely,  ranging  in  June,  for  instance,  from  0.6% 
in  one  store  to  3%  in  another. 

Each  store  manager  purchased  fresh  fruits  and  vegetables 
for  his  own  store  and  determined  the  retail  prices  at  which  those 
items  should  be  sold.  For  the  Altworth  stores,  all  the  purchasing 
and  pricing  of  other  items  was  done  by  the  purchasing  agent  for 
those  stores.  Outside  of  Altworth,  however,  the  store  managers 
not  only  purchased  and  priced  fresh  fruits  and  vegetables  but 
also  did  practically  all  the  purchasing  and  pricing  of  other  items. 
The  general  manager  of  the  company  received  daily  from  these 
store  managers  invoices  of  goods  purchased;  on  the  backs  of  the 
invoices  the  store  managers  recorded  the  retail  prices  at  which 
they  had  marked  the  goods.  On  the  basis  of  this  information  and 
semimonthly  reports  from  store  managers  of  gross  margins  ob- 
tained, the  general  manager  made  recommendations  as  to  changes 
in  the  percentages  of  gross  margin  which  the  various  stores  were 
securing.  The  general  manager  was  of  the  opinion  that  the 
average  original  mark-up  should  be  approximately  20%  of  sales 
and  that  the  gross  margin  after  shrinkage  of  merchandise  and 
after  mark-downs  for  special  sales  should  be  about  15%.  In 
a  circular  letter  which  he  sent  to  the  store  managers  he  advised 
them  to  take  not  less  than  a  10%  mark-up  on  the  following 
items:  butter,  eggs,  milk,  bread,  flour,  sugar,  coffee,  laundry 
soap,  washing  powder;  and  not  less  than  a  30%  mark-up  on 
such  items  as  fresh  fruits  and  vegetables,  canned  fruits  for  sal- 
ads, tea,  olive  oil,  canned  shrimp,  lobster,  tuna  fish,  fancy  pickles, 
olives,  preserves  and  jams,  ammonia  and  bluing,  matches,  extracts, 
cocoa,  candy,  powdered  sugar,  shelled  nuts,  spices,  packaged 
figs   and   dates.     Canned    fruits    and   vegetables,   the    general 
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manager  stated,  should  always  have  a  mark-up  of  at  least  20%. 

The  company's  system  of  decentralized  purchasing  had  re- 
sulted in  wide  variations  in  the  percentages  of  gross  margin  taken 
by  the  different  stores  and  also  in  the  gross  margins  on  different 
items  in  the  same  store.  The  general  manager  had  decided  that 
it  was  necessary  for  him  to  receive  reports  from  the  stores  twice 
each  month  showing  the  gross  margins  by  items,  so  that  he  could 
prevent  extreme  variations.  He  had  found  instances  in  which 
certain  store  managers  were  unintentionally  selling  goods  at  a 
loss.  The  purchases  and  mark-ups  for  the  individual  stores  for 
June  are  shown  in  Exhibit  1. 

Physical  inventories  were  taken  monthly  by  men  from  the  cen- 
tral office.  Merchandise  was  charged  to  the  stores  at  retail 
prices;  in  the  case  of  the  stores  outside  of  Altworth,  for  which 
the  store  managers  did  the  purchasing  and  pricing,  the  invoices 
which  the  store  managers  sent  in  daily  after  entering  the  retail 
prices  on  them  were  used  for  inventory  purposes.  Store  managers 
kept  records  of  spoilage  and  waste,  such  as  banana  stalks,  cab- 
bage leaves,  and  rotten  fruit,  and  this  was  taken  into  considera- 
tion in  arriving  at  inventory  figures.  Inventory  shortages  of  less 
than  1%  were  permitted.  If  the  shortages  in  a  store  exceeded 
that  percentage  and  no  adequate  explanation  was  made,  the  store 
manager  was  dismissed  from  the  company's  employ. 

The  Everman  Stores  Company  had  not  undertaken  to  develop 
any  private  brands.  A  large  part  of  the  goods  which  it  sold  bore 
manufacturers'  trade-marks  and  many  of  the  items  were  nation- 
ally advertised;  the  remainder  carried  wholesalers'  private  brands 
or  were  unbranded.  Some  of  the  wholesalers'  private  brands  and 
manufacturers'  brands,  although  not  advertised  nationally,  were 
well  known  in  the  state  in  which  the  Everman  stores  were  located. 
The  general  manager  pointed  out  that  the  successful  introduction 
of  a  private  brand  required  extensive  advertising  and  that  it  might 
be  difficult  for  the  company  always  to  obtain  a  high  and  uniform 
grade  of  merchandise  for  private  brands.  Customers,  moreover, 
frequently  demanded  nationally  advertised  merchandise.  The 
general  manager  favored  a  policy  of  buying  widely  advertised 
brands  of  goods  directly  from  the  manufacturers  whenever  pos- 
sible. In  June,  more  than  half  the  purchases  for  the  Altworth 
stores,  he  estimated,  were  made  directly  from  the  manufacturers 
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at  the  same  prices  and  upon  the  same  terms  that  were  granted 
wholesalers.  The  general  manager  recognized  a  need  for  more 
centralized  control  of  buying  for  the  stores  outside  of  Altworth. 

Eighteen  of  the  29  stores  in  July  showed  an  operating  loss. 
Store  number  2  had  sales  larger  than  those  of  any  other  store 
and  also  a  larger  profit  in  dollars.  Its  profit,  in  fact,  was  several 
hundred  dollars  larger  than  the  profit  for  all  the  stores  after 
deduction  of  the  losses  of  the  18  unprofitable  stores.  Store 
number  2  was  one  of  the  oldest  stores  in  the  chain,  and  its  success 
was  ascribed  chiefly  to  the  work  of  the  store  manager.  Store 
number  12,  which  was  located  the  farthest  from  Altworth,  showed 
a  profit  equal  to  3.38%  of  its  sales  for  the  month.  Nine  of  the  1 1 
Altworth  stores  operated  at  a  loss  during  July. 

For  the  month  of  August,  the  company  showed  a  net  profit  of 
$4,170.97,  which  was  almost  half  the  total  net  profit  for  the 
7  months  that  the  company  had  been  in  operation.  In  that  month, 
12  of  the  stores  showed  a  loss;  in  the  previous  month,  18  had 
shown  a  loss  and  for  the  entire  7  months,  15  showed  a  loss.  All 
but  2  of  the  Altworth  stores  operated  at  a  profit  in  August,  al- 
though 9  had  shown  a  loss  in  July.  These  better  results  were 
shown  in  August  in  spite  of  the  fact  that  expenses  in  that  month 
amounted  to  14.32%  of  sales  as  compared  with  13.44%  in  July. 
Cost  of  goods  sold  in  August,  however,  amounted  to  82.36%  of 
sales,  while  in  July  that  cost  represented  85.95%  of  sales.  Sales 
of  goods  offered  at  reduced  prices  were  2.1%  of  total  sales  in 
August,  compared  with  2.4%  in  July. 

Of  the  stores  outside  of  Altworth,  store  number  12,  which  was 
the  farthest  from  Altworth,  had  the  largest  net  profit  in  August, 
11.85%  of  sales.  Store  number  2,  of  those  outside  Altworth,  had 
the  largest  volume  of  sales  in  the  month,  $8,000,  and  the  smallest 
expense  percentage,  10.5%.  Cost  of  goods  sold  for  that  store, 
however,  amounted  to  82.35%  of  sales,  as  compared  with  74.95% 
for  store  number  12,  and  net  profit  was  only  7.15%  of  sales. 
The  heaviest  loss  was  experienced  by  store  number  16,  in  which 
cost  of  goods  sold  actually  amounted  to  104.59%  of  sales.  With 
one  exception,  all  the  stores  which  had  a  gross  margin  of  less 
than  15%  in  August  showed  a  net  loss,  whereas  all  those  which  had 
a  gross  margin  of  20%  or  more  showed  a  net  profit.  All  those 
stores  which  had  expenses  amounting  to  19%  or  more  of  sales 
showed  a  loss. 
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Operating  results  for  the  seven  months  ending  August  31  are 
summarized  in  Exhibit  2.  Exhibit  3  gives  the  ratios  of  each 
store's  itemized  expenses  to  its  sales  for  those  seven  months. 

Exhibit  2 

Profit  and  Loss  Summary  for  Everman  Stores  Company 
for  Seven  Months  Ending  August  31,  1926 


Stores  Outside  Altworth 

Sales 
Amount 

Cost  of 

Goods  Sold 

Percentage 

of  Store's 

Sales 

Expenses* 

Percentage 

of  Store's 

Sales 

Net  Profit 

Percentage 

of  Store's 

Sales 

Number 

1 

$  22,937.29 

86.62 

18.54 

5.16% 

2 

54,470.09 

82.58 

9-43 

7-99 

3 

13,866.41 

88.04 

17.38 

542% 

4 

20,883.57 

82.57 

16.72 

•7i 

5 

24,205.92 

83.52 

13.16 

3.32 

6 

37,548.47 

82.96 

12.98 

4.06 

7 

32,898.88 

82.81 

10.94 

6.26 

8 

2S,547-70 

84.73 

11.24 

4.04 

9 

i3>654-7i 

89.01 

1958 

8.S8\ 

10 

9,472.13 

85-23 

22.40 

7-63  § 

11 

9,819.07 

86.08 

22.66 

8.74% 

12 

22,450.38 

85.16 

13-86 

.98 

*3 

19,740.87 

89.15 

13.05 

2.20% 

14 

24,167.49 

86.60 

13.88 

•47§ 

15 

8,755-i6 

92.83 

20.69 

i3-5i% 

15     (Meat  Market) 

2,926.49 

79-44 

17.20 

3-36 

i6f 

9>5°5-98 

94.76 

18.30 

13.06$ 

16     (Meat  Market)! 

3,999.16 

69.37 

20.33 

10.30 

17J 

3,684.07 

91.17 

28.81 

7p.p<^§ 

i8t 

2,631.28 

89.26 

23-50 

12.76% 

Altworth  Stores 

Number 

IOI 

23,853-81 

89.03 

n-54 

•57% 

102 

37,464.99 

85-32 

12.64 

2.04 

103 

28,643.15 

85.35 

11.03 

3.63 

104 

24,235.40 

86.96 

14.70 

1.67% 

1  OS 

45,i7i-5o 

86.79 

9-58 

363 

106 

39,149.79 

83.67 

10.04 

6.29 

106     (Meat  Market) 

2,5ii-37 

84.62 

13.80 

1.58 

107 

30,212.69 

86.00 

10.61 

339 

108 

27,369-13 

85.28 

13.90 

.82 

109 

12,565.06 

88.78 

I37I 

2-49% 

not 

11,693.29 

84.91 

11. 15 

394 

nit 

4,263.27 

87.55 

17.08 

4.64 

Total 

$653,298.57 

85.47% 

13.22% 

1.32% 

*For  detail  of  Expenses,  see  Exhibit  3. 
| Began  operation  June  1,  1926. 
JBegan  operation  July  1,  1926. 
§Loss. 
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26.  F.  W.  Wool  worth  Company 
prick  LIMITS 

The  following  editorial  was  published  in  Printers'  Ink,  Febru- 
ary 26,  1920: 

One  by  one  the  arbitrary  and  artificial  barriers  restricting  retail  sell- 
ing are  being  blasted  away  or  are  falling  of  their  own  weight.  The 
recent  announcement1  by  the  S.  S.  Kresge  Company  that  hereafter  it 
will  sell  goods  up  to  a  dollar  practically  means  that  the  Kresge  chain 
which  grew  to  greatness  through  selling  goods  at  nickels  and  dimes 
now  recognizes  no  limit  at  all. 

This  is  a  radical  change,  but  no  more  so  than  the  departure  from 
tradition  and  custom  on  the  part  of  retail  stores  of  every  kind  all  over 
the  country.  The  scramble  for  business  has  become  so  strenuous  that 
the  rapidly  growing  tendency  is  for  the  retailer  to  sell  his  customers 
whatever  they  will  buy  from  him.  His  profit  interests  no  longer  will 
permit  him  to  be  held  in  or  held  down  by  any  limitation  of  line  or 
price. 

Thus  comes  a  revolutionary  development  which  manufacturers  seek- 
ing increased  outlets  have  long  been  waiting  and  hoping  for.  It  came 
about  almost  over  night,  but  is  here  permanently  and  solidly  just  the 
same.  It  has  widened  the  scope  of  advertising  and  merchandising  in 
a  way  that  is  just  now  beginning  to  become  apparent  to  those  most 
interested. 

The  independent  5  and  10  cent  store  has  disappeared.  The  strictly 
one-line  store  is  rapidly  passing  out.  The  only  notable  example  of 
adherence  to  limit  of  price  and  offerings  is  to  be  seen  in  the  case  of 
the  F.  W.  Woolworth  Company.  President  Parson  of  that  concern  de- 
clared not  long  ago  that  his  company  would  not  under  any  circum- 
stances even  consider  breaking  away  from  the  10-cent  barrier. 

It  is  almost  presumptuous  to  question  the  wisdom  of  such  a  stand 
by  a  company  of  the  financial  strength  and  remarkable  attainments  of 
Woolworth,  as,  after  all,  "by  their  fruits  ye  shall  know  them."  But 
many  keen  students  of  merchandising  are  wondering  just  how  much 
sentiment,  if  any,  there  is  behind  this  determination.  A  prominent 
member  of  the  Woolworth  organization  once  stated  that  never  during 
the  life  of  F.  W.  Woolworth  would  the  10-cent  limit  be  exceeded,  as 
this  was  one  of  the  cardinal  and  unchangeable  principles  upon  which 
the  company  was  reared.  The  present  Woolworth  administration  is  a 
continuance  of  the  old.  Mr.  Parson  and  his  immediate  associates 
worked  in  the  closest  touch  with  Mr.  Woolworth  and  are  known  to  be 
in  sympathy  with  his  ideas  and  ideals.  It  is  a  pretty  safe  guess,  there- 
fore, and  only  a  guess,  that  no  immediate  change  will  be  made  in 
Woolworth's  selling  customs,  which  include  a  no-advertising  policy. 

Meanwhile,  Woolworth  is  going  right  along  creating  for  its  competi- 

1  "Kresge  Stores  Raise  Limit  to  One  Dollar,"  Printers'  Ink,  February  5,  1920, 
p.  165. 
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tors  almost  as  much  business  as  it  gets  for  itself.  By  its  tremendously 
efficient  methods  it  brings  about  a  demand  for  popular-priced  goods 
which  it  can  fill  but  partially.  The  Kresge  company  is  delighted  when- 
ever it  can  establish  one  of  its  up-to-a-dollar  stores  close  to  one  of 
Woolworth 's  5  and  10  cent  stores.  Its  biggest  downtown  store  in 
Chicago  is  located  next  door  to  Woolworth  and  is  one  of  the  most 
profitable  it  has. 

Woolworth  knows  this  perfectly  well.  In  fact,  Woolworth  is  rather 
proud  of  its  unquestioned  ability  to  stimulate  retail  business  in  neigh- 
borhoods or  towns  where  it  may  locate.  It  brings  up  this  fact  in 
answer  to  the  oft  repeated  charges  about  " foreign  corporations  taking 
money  out  of  this  town  and  sending  it  down  to  New  York." 

It  cost  Woolworth  some  money  to  keep  its  5-  and  10-cent  offerings 
so  complete  during  the  war-time  merchandising  crisis.  It  still  has 
plenty  of  money,  a  wholesome  regard  for  tradition,  and  a  veneration  for 
the  advertising  prestige  attached  to  the  5-  and  10-cent  limit.  Unless 
some  volcanic  change  comes  about,  it  can  go  right  ahead  aloof  from  the 
rest  of  mankind  engaged  in  retailing  pursuits  and  make  a  profit. 

So  far  as  mere  ability  is  concerned,  Woolworth  no  doubt  can  pro- 
ceed indefinitely  along  the  line  it  has  marked  out.  For  Woolworth  is 
substantially  a  power  unto  itself  in  this  respect.  But  in  the  matter  of 
increasing  its  volume  and  getting  for  itself  some  of  the  profitable  busi- 
ness it  now  is  handing  over  to  its  competitors,  Woolworth  could  make 
some  changes  that  in  value  would  far  outweigh  the  5  and  10  cent  pres- 
tige with  which  it  now  is  so  well  satisfied. 

We  are  not  prophets.  But  we  would  not  be  at  all  surprised  to  see 
even  Woolworth  branch  out  some  day.  This  is  only  in  accordance  with 
the  rapidly  growing  scheme  of  retail  selling.  Things  move  along  with 
exceeding  swiftness  these  days,  for  the  great  as  well  as  for  the  small. 

In  an  article  in  a  later  issue  of  Printers'  Ink,  the  following 
statement1  was  made  regarding  the  price  policy  of  the  Kresge 
stores: 

The  upheavals  of  the  war  brought  rising  costs  of  manufacture. 
Many  articles  of  merchandise  could  no  longer  be  sold  for  5  cents  and 
10  cents.  Two  courses  of  action  presented  themselves,  one  to  abandon 
the  handling  of  many  goods  formerly  sold  for  5  cents  and  10  cents,  and 
the  other  to  raise  prices  on  these  goods  to  15  cents,  25  cents,  and  50 
cents.  In  the  case  of  the  Kresge  company,  the  latter  course  was 
decided  upon.  Accordingly,  the  company's  stores  were  divided  into  two 
classes,  (1)  red-front  stores  carrying  5-cent,  10-cent,  and  15-cent 
articles,  and  (2)  green-front  stores  selling  2 5-cent  and  50-cent  goods. 

A  determining  factor  in  this  change  of  policy  may  be  explained  as 
follows:  The  public  had  been  educated  to  look  for  a  10-cent  screw- 
driver in  the  5  cent  and  10  cent  stores  up  until  the  time  of  the  war. 

1  "National  Campaign  of  Advertising  for  Kresge  Stores,"  Printers'  Ink,  April  1, 
1920,  pp.   19-20. 
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Rising  costs  made  it  impossible  to  continue  the  sale  of  this  article  at 
10  cents.  To  discontinue  it  meant  to  turn  away  a  very  large  number 
of  customers  who  had  been  purchasing  other  goods  as  well.  These 
same  customers  would  willingly  and  would  necessarily  have  to  pay  a 
little  more  for  it  if  they  went  elsewhere.  So  the  article  was  retained 
and  the  price  raised  to  15  cents.  Later  it  was  increased  to  20  cents, 
and  within  a  few  months  to  25  cents. 

On  February  15  last,  as  told  in  Printers1  Ink  of  February  9,  a  line 
of  $1  merchandise  was  added  in  certain  stores,  and  a  campaign  of  news- 
paper advertising  began  in  the  cities  in  which  these  stores  are  located 
to  acquaint  the  public  with  the  company's  merchandising  policies  and 
to  announce  the  addition  of  the  new  line  of  goods.  Let  it  be  borne 
in  mind  always  that  the  price  range  has  been  increased  to  $1  not  merely 
because  of  rising  costs  of  production  but  for  the  purpose  of  broadening 
the  field  of  merchandising  and  to  place  new  lines  of  goods  on  sale. 


27.  Leon  Shoe  Company 
manufacturer's  retail  branches 

In  1922  the  Leon  Shoe  Company  established  a  centralized 
stock  control  system.  Prior  to  that  time,  the  company,  which 
manufactured  men's  and  women's  shoes,  had  distributed  half  its 
production  through  60  company-owned  retail  stores,  located  in 
the  larger  cities  of  the  United  States,  and  the  other  half  through 
1,100  exclusive  retail  agencies,  located  in  cities  in  which  the  com- 
pany had  no  stores. 

As  a  result  of  orders  for  special  styles  from  the  exclusive 
agents  and  the  company  store  managers,  the  Leon  Shoe  Com- 
pany, in  1 92 1,  was  manufacturing  2,500  styles  of  men's  and 
women's  shoes.  Retail  prices,  varying  from  $7.50  to  $18  a  pair, 
were  determined  by  executives  in  the  factory  and  were  main- 
tained by  the  company's  exclusive  agencies  as  well  as  by  its  own 
stores.  Average  annual  gross  sales  were  about  $5,000,000.  The 
sales  of  men's  shoes  constituted  70%  of  total  sales,  and  sales  of 
women's  and  children's  shoes,  hosiery,  rubbers,  and  findings 
made  up  the  remainder.  The  company-owned  stores  also  did 
repair  work.  The  average  stock-turn  for  the  company's  stores 
was  1.5  times  a  year. 

In  1922  the  company  discontinued  distribution  through  its 
exclusive  retail  agencies,  but  retained  its  60  company  stores.  The 
company  also  reduced  the  number  of  styles  of  shoes  manufac- 
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tured  from  2,500  to  100  and  fixed  a  single  retail  price  of  $6.80 
for  both  the  men's  and  women's  shoes.  All  the  company's  stores 
were  to  be  billed  at  that  price.  Store  managers  were  not  to  take 
any  mark-downs.  Obsolete  merchandise  was  to  be  returned  to 
the  factory  and  there  sold  in  lots  to  companies  which  specialized 
in  the  purchase  and  sale  of  such  merchandise.  As  always  had 
been  the  company's  practice,  the  sales  manager  would  specify  the 
length  of  time  that  each  style  of  shoe  could  remain  unsold  with- 
out being  classed  as  obsolete.  Generally,  a  novelty  style  was 
classed,  as  obsolete  after  it  had  been  in  stock  for  six  months, 
but  staple  lines  were  not  classed  as  obsolete  until  they  had  been 
in  stock  for  a  year  or  more. 

Each  store  had  a  manager  who  was  responsible  for  the  suc- 
cessful operation  of  the  store.  In  addition  to  hiring  employees 
and  supervising  the  salesmen's  activities,  the  manager  placed 
orders  with  the  factory  for  stock  according  to  his  own  judgment, 
trimmed  the  windows,  and  made  out  sales  reports  for  the  home 
office.  Each  store  employed  from  two  to  ten  salesmen.  In  the 
larger  stores  there  were  also  a  cashier,  wrapping  clerks,  mes- 
senger boys,  and  porters. 

Until  1922  the  company  had  required  each  manager  to  keep 
a  set  of  books  in  which  had  been  entered  sales  in  dollars  and 
units,  the  billed  price  of  shoes  received  from  the  factory,  total 
store  expenses,  mark-downs,  and  inventory  losses.  Prior  to  the 
discontinuance  of  the  company's  exclusive  agencies,  shoes  had 
been  billed  at  wholesale  prices.  Each  day  the  manager  had  de- 
posited his  cash  with  a  local  bank  in  the  name  of  the  company 
and  had  sent  a  duplicate  deposit  slip  to  the  home  office  at  the 
factory.  At  least  twice  a  year,  one  of  the  company's  traveling 
auditors  had  examined  the  accounts  of  the  stores. 

At  the  suggestion  of  its  accountant,  the  company,  in  1922, 
adopted  the  following  system  of  financial  records.  Each  store  man- 
ager was  given  an  initial  account  of  approximately  $300,  from 
which  he  met  all  expenses,  including  his  salary  and  the  salesmen's 
salaries.  Each  store  manager  kept  a  daily  record  of  his  store's 
expenses,  and  each  week  sent  an  expense  statement  for  his  store 
to  the  home  office.  After  the  statement  of  expenses  had  been  au- 
dited, a  check  was  forwarded  to  the  store  manager  sufficient  to 
reimburse  his  fund  for  the  week's  expenditures.  The  managers 
mailed  daily  duplicates  of  all  salesmen's  sales  checks  and  of  all 
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bank  deposit  slips  to  the  accounting  office  at  the  factory.  The 
sales  checks  showed  the  size  and  style  number  of  the  shoes  sold, 
the  date  of  sale,  the  salesperson's  number,  and  the  selling  price 
value  of  each  sale. 

A  little  later  the  home  office  revised  its  system  of  accounts 
still  further.  The  duplicate  sales  checks  received  from  the  stores 
were  sent  daily  to  the  statistical  department  to  be  audited.  There 
a  tabulating-machine  card  was  punched  for  each  sales  check. 
From  these  cards,  clerks  at  the  factory  computed  the  total  retail 
value  of  the  daily  sales,  the  number  of  units  sold  in  each  of  the 
following  classifications:  men's  shoes,  women's  shoes,  children's 
shoes,  hosiery,  rubbers,  and  findings,  and  the  value  of  the  repair 
work  done. 

The  items  on  each  store  manager's  expense  report  were  entered 
at  the  home  office  weekly  on  a  sheet  called  "Stores'  Operating 
Expense  Statement."  This  sheet  was  provided  with  columns  for 
allowances,  discounts  to  employees,  premiums  on  merchandise, 
salaries  of  managers  and  office  force,  salaries  of  sales  force,  in- 
ward freight  and  cartage,  expense  of  stock  transfers,  window 
trimming,  advertising  direct,  heat,  light  and  power,  repairs  to 
equipment,  wrapping  materials,  delivery  expense,  stationery  and 
office  supplies,  telephone  and  telegraph,  cleaning  expense,  free 
repairs,  and  miscellaneous. 

The  amounts  shown  on  the  store  managers'  duplicate  deposit 
slips  were  entered  on  the  financial  books,  in  the  same  manner 
as  in  the  past,  and  a  portion  of  the  balance  transferred  period- 
ically by  draft  to  the  main  office. 

The  company  kept  for  each  store  a  third  record,  a  profit  and 
loss  statement.  Each  sheet  provided  space  for  six  monthly  com- 
parative statements  of  receipts  and  expenditures  for  one  store. 
In  the  first  division,  the  following  information  was  expressed  in 
units,  regardless  of  style  or  sizes:  sales  of  men's  shoes,  women's 
shoes,  children's  shoes,  hosiery,  and  rubbers.  In  the  second  divi* 
sion  were  recorded,  in  dollars  and  cents,  sales  of  men's  shoes, 
women's  shoes,  children's  shoes,  findings,  and  amount  of  repairs. 
The  sales  in  each  classification  were  obtainable,  both  by  dollars 
and  by  units,  from  the  managers'  daily  sales  slips.  The  third 
division  of  the  individual  profit  and  loss  sheets  contained  infor- 
mation about  the  cost  of  goods  sold,  subdivided  by  men's  shoes, 
women's  shoes,  children's  shoes,  hosiery,  rubbers,  findings,  and 


80  PROBLEMS  IN  MARKETING 

repairs.  The  cost  of  goods  sold  was  secured  from  records  kept 
by  the  factory  and  the  purchasing  agent,  since  store  managers 
did  not  know  the  cost  of  the  shoes.  The  fourth  division  of  the 
profit  and  loss  statement  contained  a  record  of  the  store's  operat- 
ing expenses  subdivided  into  the  following  accounts:  allowances, 
discounts  to  employees,  premiums  on  merchandise,  management 
and  office  salaries,  sales  force  salaries,  inward  transportation,  ex- 
pense of  transfers,  window  trimming,  advertising  direct,  adver- 
tising indirect,  rent,  heat,  light  and  power,  insurance  on  mer- 
chandise and  equipment,  repairs  to  equipment,  depreciation  of 
equipment,  improvements  of  leased  property,  taxes,  wrapping 
materials,  delivery,  stationery  and  office  supplies,  telephone  and 
telegraph,  cleaning  expense,  free  repairing,  miscellaneous,  and 
inventory  over  and  short.  The  item  "advertising  indirect"  was  an 
apportioned  share  of  the  company's  national  advertising  expense. 

Prior  to  1922,  each  store  had  taken  a  physical  inventory  semi- 
annually. Neither  the  home  office  nor  the  stores,  however,  had 
kept  a  perpetual  inventory.  In  estimating  the  inventories  on 
hand  in  any  of  the  stores  between  stock-taking  dates,  the  com- 
pany had  been  dependent  upon  its  records,  in  dollars  and  units, 
of  shipments  to  and  sales  of  each  store.  In  1922,  however,  the 
management  realized  that  its  change  to  a  standard  retail  price 
and  its  reduction  of  styles  facilitated  the  installation  of  a  stock 
control  system.  The  accountant,  accordingly,  proposed  to  in- 
stall a  new  system  of  stock  records  in  both  the  retail  stores  and 
the  home  office. 

Before  making  any  changes  in  its  system  of  inventory  control, 
the  company  made  a  statistical  analysis  of  sales  for  the  first  10 
months  during  which  the  stores  sold  shoes  at  the  single  standard 
retail  price.  During  that  period,  the  60  stores  sold  approxi- 
mately 800,000  pairs  of  shoes.  Duplicate  sales  slips  were  sent' 
to  the  main  office,  and  the  data  included  on  each  slip  were 
punched  on  tabulating  machine  cards.  The  cards  then  were 
classified  by  stores  and  by  the  sizes  and  widths  of  the  shoes  sold. 
Thus,  when  the  analysis  was  complete,  the  management  knew  the 
total  number  of  pairs  of  shoes  of  each  size  and  width  which  each 
company  store  had  sold  during  the  10-month  period,  as  well  as 
the  total  for  the  company  as  a  whole. 

On  the  basis  of  the  sales  analysis,  the  statistician  in  charge  of 
the  study  determined  that  the  company  as  a  whole  sold  a  greater 
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number  of  size  8C  men's  shoes  than  it  sold  of  any  other  size. 
For  that  reason,  he  used  the  frequency  of  sale  of  size  8C  men's 
shoes  as  the  unit  for  expressing  the  number  of  men's  shoes  in 
other  sizes  sold  by  the  company  as  a  whole.  The  statistician 
made  a  similar  analysis  for  sales  of  women's  shoes.  The  company 
proposed  to  plan  its  production  schedule  of  sizes  and  widths  on 
the  basis  of  these  analyses. 

When  the  statistician  analyzed  the  sales  of  individual  stores, 
however,  he  found  that  each  store's  distribution  of  sales  by  sizes 
and  widths  was  quite  different  from  the  distribution  for  the  com- 
pany as  a  whole.  The  proportion  of  shoes  of  each  width  required 
by  the  stores  varied  with  the  sections  of  a  city  or  of  the  country. 
A  majority  of  sales  in  one  store  might  be  of  wide  shoes,  while  the 
sales  of  another  store  in  another  part  of  the  same  city  might  be 
chiefly  of  narrow  shoes. 

Because  the  sales  in  no  two  stores  were  alike,  the  sales  record 
of  each  store  was  to  govern  the  number  of  shoes  in  the  various 
widths  and  sizes  which  that  store  was  to  stock.  The  company 
made  no  detailed  analysis  by  styles.  The  company  believed 
that  if  the  stores  were  provided  with  shoes  to  fit  their  customers 
correctly,  the  salesmen  could  be  relied  upon  to  sell  customers  one 
of  the  hundred  styles  which  each  store  stocked. 

The  store  managers  were  to  do  no  ordering  except  in  emer- 
gencies. The  orders  for  shoes  to  be  shipped  to  each  store  were 
to  be  placed  by  four  apportioning  experts  at  the  factory  under 
the  supervision  of  the  sales  manager.  One  expert  was  to  have 
charge  of  the  shipments  of  all  women's  and  children's  shoes;  an- 
other was  to  have  charge  of  all  shipments  of  one-half  of  the  nov- 
elty styles  of  men's  shoes.  A  third  expert  was  to  apportion  the 
remaining  men's  shoes  of  novelty  styles  to  all  stores,  and  the 
fourth  expert  was  to  apportion  all  staple  lines  of  men's  shoes  to 
all  stores. 

To  aid  the  apportioning  experts  in  their  work,  the  store  man- 
agers were  to  submit  certain  sales  reports  to  the  factory.  The 
first  of  these  reports  was  a  weekly  size  sheet,  shown  as  Exhibit  i, 
which  would  give,  by  sizes  and  widths,  a  store's  sales  during  a 
week.   One  sheet  was  to  be  used  for  each  style. 

The  company  instituted  also  a  system  of  physical  inventory 
controls  in  which  pegs  and  washers  were  employed  to  show  vis- 
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Exhibit  i:    Weekly  report  of  sales  by  style,  sizes,  and  widths,  submitted  to  central 
office  by  stores  of  the  Leon  Shoe  Company 

ibly  the  quantity  of  shoes  of  each  size  and  width  in  stock  in 
each  store  and  in  all  stores.1 

The  central  office  was  to  maintain  perpetual  inventory  sheets, 
as  shown  in  Exhibit  2,  for  each  store,  by  styles. 

For  each  pair  of  shoes  shipped  to  a  store,  a  vertical  stroke  was 
to  be  made  in  the  square  for  the  correct  size  and  width  on  the 
perpetual  inventory  sheet  maintained  for  that  particular  store 
and  style.  When  the  store  manager's  size  sheets  were  received  at 
the  home  office,  a  clerk  would  cross  one  vertical  mark  for  each 
pair  of  shoes  sold.  By  counting  the  uncrossed  vertical  strokes,  the 
perpetual  inventory  clerks  at  the  factory  could  ascertain  the 
number  of  pairs  of  each  style,  by  size  and  width,  which  the  store 
had  on  hand.  A  recapitulation  by  sizes  and  widths  then  would 
be  made  of  total  sales. 

Since  the  statistical  study  determined  the  total  number  of  shoes 
in  each  size  and  width  which  should  be  on  hand  at  each  of  the 
stores,  the  chief  problem  of  distribution  of  stocks  was  the  appor- 
tionment of  shoes  to  the  stores  by  the  100  styles. 

At  the  beginning  of  every  season,  the  sales  manager  and  the 
merchandise  manager  were  to  determine  what  styles  the  factory 
should  make  and  the  total  production  of  each  of  the  styles  for 
the  year.  The  apportioning  of  the  total  seasonal  production  was 
to  be  the  duty  of  the  apportioning  experts. 

1  This  method  of  recording  stocks  by  means  of  pegs  and  washers  was  a  device 
peculiar  to  this  company.  Numerous  shoe  retailers  keep  written  records  of  sales, 
purchases,  and  stocks  by  sizes,  widths,  and  styles  on  forms  prepared  especially  for 
that  purpose.  For  a  description  of  one  method  of  stock-keeping,  see  Bureau  of 
Business  Research,  Harvard  University,  Bulletin  No.  7,  System  of  Stock-keeping 
for  Retail  Shoe  Stores.  See  also  Bulletin  No.  59,  Cases  on  Merchandise  Control  in 
Women's  Shoe  Departments  of  Department  Stores. 
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The  duties  of  each  store  manager  thus  would  be  limited  to  the 
management  of  his  sales  force  and  the  general  supervision  of 
his  stocks.  The  store  managers  would  call  to  the  attention  of 
the  apportioning  experts  any  overstocking  or  understocking  at 
the  stores. 

As  a  further  check  on  the  apportioning  experts'  work,  traveling 
auditors  were  to  inspect  the  accounts  and  stock  of  each  store  at 
least  twice  a  year.  When  they  visited  a  store,  the  auditors  were 
to  have  a  photograph  taken  of  the  stock  control  board.  These 
photographs  were  to  be  mailed  to  the  main  office  and  the  experts' 
perpetual  inventory  records  checked  with  the  individual  stores' 
records  as  shown  by  the  photographs  of  the  stock  control  boards. 

The  Leon  Shoe  Company  adopted  the  proposed  method  of 
inventory  control.  As  a  result  of  that  control  and  of  its  new  mer- 
chandising policy,  the  company  succeeded  in  two  years  in  re- 
ducing its  average  inventory  of  shoes  25%.  The  average  retail 
price,  before  the  change  to  a  single  standard  retail  price  policy, 
was  $11.50.  The  uniform  price  of  $6.80  represented  a  reduction 
of  about  35%  in  average  retail  prices.  During  the  two-year 
period,  the  company  doubled  its  net  sales  in  units,  increased  its 
net  profits,  and  increased  its  ratio  of  current  assets  to  current 
liabilities  from  1.79  to  1,  to  5  to  1. 

What  circumstances  made  it  practical  for  the  company  to 
operate  retail  branches? 

Wrhy  did  the  system  of  stock  records  adopted  by  the  company 
enable  it  to  accomplish  satisfactory  results? 

Would  such  a  perpetual  inventory  system  have  been  practical 
for  the  Lincoln  Stores  Company? 


28.  Raritan  Oil  &  Refining  Company 
refiners'  retail  filling  stations 

The  Raritan  Oil  &  Refining  Company  had  developed  a  repu- 
tation for  the  reliability  of  its  gasoline  and  lubricating  oils 
through  extensive  local  and  national  advertising.  The  company 
was  established  in  Pennsylvania  in  1902  and  grew  so  steadily  that 
in  1922  Raritan  gasoline  and  oils  were  sold  throughout  the  terri- 
tory east  of  the  Mississippi.  One  of  the  last  sections  to  be  entered 
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was  New  England,  where  the  company  found  competitive  con- 
ditions worse  than  in  any  other  district.  Because  of  the  system  of 
leasing  pumps  and  the  substitution  by  dealers  of  cheaper  grades 
of  gasoline,  which  were  the  most  common  objectionable  practices, 
one  refining  company  had  begun  to  install  its  own  filling  stations. 

In  order  to  introduce  its  products  in  New  England,  the  Raritan 
Oil  &  Refining  Company  found  it  necessary  to  follow  its  com- 
petitors' policy  of  leasing  pumps  at  a  nominal  sum.  Refining 
companies  usually  charged  dealers  $1  a  year  for  a  pump.  The 
cost  of  a  5-gallon  pump  and  the  accompanying  tank  of  10-barrel 
capacity  was  $500,  and  installation  costs  were  $100.  The  average 
life  of  a  pump  was  5  years.  At  first  the  company  refused  to 
lease  pumps  in  locations  where  reasonable  returns  evidently  could 
not  be  made  on  the  investment  or  where  Raritan  gasoline  would 
have  to  compete  with  one  or  two  other  brands  in  the  same  filling 
station  or  garage.1  It  had  become  impossible  to  adhere  to  this 
policy,  however,  since  other  firms  were  leasing  or  lending  pumps 
indiscriminately. 

Trouble  developed  later  through  the  substitution  of  inferior 
grades  of  gasoline  for  the  Raritan  brand.  Small  refining  com- 
panies and  wholesalers  induced  some  of  the  lessees  of  Raritan 
pumps  to  substitute  their  gasoline,  which  yielded  the  dealers  a 
higher  profit.  These  dealers  then  sold  this  gasoline  from  pumps 
supplied  by  the  Raritan  Oil  &  Refining  Company,  and  the  poor 
performance  of  the  cheaper  grades  reacted  against  the  Raritan 
brand.  Whenever  the  company  learned  that  one  of  its  dealers 
was  practicing  substitution,  it  removed  his  pump,  but  in  occa- 
sional instances  this  practice  was  carried  on  long  before  the  of- 
fenders were  discovered.2  Substitution  of  one  brand  of  lubricating 

1  It  was  a  policy  of  one  oil  refining  company,  which  sold  at  wholesale  and  retail 
approximately  half  the  gasoline  used  in  an  eastern  city  with  a  population  of  sev- 
eral hundred  thousand,  not  to  locate  a  retail  filling  station  in  the  same  district  in 
which  a  competitor  operated  one,  unless  the  district  could  support  two  stations, 
or  unless  the  service  and  appearance  of  the  competitor's  station  were  decidedly 
below  the  standard  which  the  company  maintained.  The  company  located  its  sta- 
tions on  the  right-hand  far  corners  of  street  intersections,  as  determined  by  the  di- 
rection of  the  heaviest  traffic,  and  usually  on  main  thoroughfares  where  the  traffic 
averaged  approximately  300  automobiles  per  hour.  Streets  on  which  the  traffic 
averaged  more  than  2,000  automobiles  per  hour  were  considered  undesirable  loca- 
tions for  filling  stations. 

2  In  1925  the  Tide  Water  Oil  Company,  producer  of  Tydol  gasoline,  found  that 
in  some  instances  as  much  as  70%  of  the  gasoline  sold  from  pumps  which  it  had 
leased  to  retail  dealers  in  New  York  City  was  not  Tydol,  but  substitutes.  Monthly 
sales  of  Tydol  in  New  York  City  in  the  fall  of  1925  were  many  thousand  gallons 
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oil  for  another  was  even  more  prevalent  and  also  more  difficult 
to  detect. 

The  company  faced  the  question  of  whether  it  should  put  in 
its  own  system  of  filling  stations  to  alleviate  these  troubles.  Erec- 
tion of  its  own  system  would  require  a  large  outlay  of  capital  by 
the  Raritan  Oil  &  Refining  Company,  since  real  estate  prices 
for  stations  ranged  from  $1,200  to  $40,000  each,  and  the  cost 
of  buildings  varied  from  $5,000  to  $40,000.  One  refining  com- 
pany with  its  own  system  of  filling  stations  had  built  two  or  three 
stations  at  a  cost  of  $65,000  to  $75,000  each;  although  these 
stations  would  not  yield  a  reasonable  return,  it  was  believed  that 
their  advertising  value  justified  their  existence.  Another  refining 
company,  which  operated  retail  filling  stations  in  an  eastern  city 
with  a  population  of  about  500,000,  estimated  that  if  a  filling 
station  sold  from  400  to  500  gallons  of  gasoline  per  day,  a  gross 
margin  of  3  cents  per  gallon  would  enable  it  to  meet  operating  ex- 
penses and  overhead  charges  and  to  show  a  reasonable  net  profit. 
The  stations  operated  by  refining  companies  had  placed  more 
service  at  the  disposal  of  their  customers  than  was  supplied  by 
independent  dealers.  This  service  consisted  of  supplying  free 
air  and  water,  testing  spark  plugs  and  lighting  systems,  and  filling 
storage  batteries  with  distilled  water. 

It  was  certain  that  it  would  be  impossible  for  the  company 
to  discontinue  the  practice  of  leasing  pumps,  unless  the  number 
of  retail  outlets  was  to  be  radically  curtailed,  since  the  number  of 
stations  that  the  company  could  afford  to  establish  would  be  less 
than  the  number  of  dealers  to  whom  it  could  lease  pumps. 

If  the  company  built  and  operated  its  own  filling  stations,  it 

less  than  in  the  fall  of  1924.  The  company  decided  that  the  only  sure  way  to  pre- 
vent substitution  was  to  seal  the  intake  pipe  to  the  dealers'  underground  tanks 
from  which  the  pumps  were  supplied,  so  that  between  calls  of  Tydol  trucks  no 
gasoline  could  be  put  into  the  tanks.  The  seals  would  be  placed  so  that  they 
readily  could  be  examined  by  consumers  purchasing  gasoline.  Such  a  scheme  was 
favored  as  a  protection,  not  only  to  the  company  and  to  consumers,  but  also  to  the 
large  group  of  Tydol  dealers  who  did  not  practice  substitution.  Representatives 
of  the  company  presented  this  plan  to  the  company's  dealers  in  New  York  City, 
forestalling  their  objections  by  showing  them  the  copy  for  the  intensive  newspaper 
advertising  campaign  which  was  to  be  inaugurated  immediately  and  in  which  the 
dealers  were  given  much  credit  for  cooperating  with  the  manufacturer  in  this  attack 
on  substitution.  More  than  98%  of  the  Tydol  pumps  in  the  city  were  sealed;  the 
remainder  were  removed.  The  company's  advertising  campaign  secured  for  the 
plan  the  support  of  the  public  and  the  approval  of  other  gasoline  producers.  The 
number  of  Tydol  dealers  in  the  city  increased  by  10%,  and  sales  of  Tydol  within 
eight  weeks  showed  an  increase  over  sales  in  the  corresponding  period  of  the  pre- 
ceding year. 
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might  be  able,  by  its  advertising  and  reputation,  to  induce  con- 
sumers to  seek  out  its  stations,  even  though  other  stations  were 
more  conveniently  located.  On  the  other  hand,  less  dense  dis- 
tribution might  serve  to  decrease  sales,  since  even  those  con- 
sumers who  preferred  Raritan  oil  and  gasoline  might  be  unable 
or  unwilling  to  defer  their  purchases  until  a  Raritan  station  could 
be  reached.  Some  refining  companies  supplemented  the  distribu- 
tion which  they  obtained  through  their  own  filling  stations  by 
leasing  pumps  to  dealers  in  areas  not  covered  by  these  stations. 


29.  Mohawk  Soap  Company 
influence  of  the  consumer 

The  Mohawk  Soap  Company,  making  a  high-grade,  branded 
toilet  soap  which  retailed  at  25  cents  a  cake,  had  advertised  its 
product  directly  to  consumers  only  by  means  of  newspaper  ad- 
vertising in  several  large  cities  during  the  period  when  the  product 
was  first  being  introduced  in  1914.  Mohawk  soap  contained  no 
unrefined  caustics  such  as  caused  irritation  of  the  skin.  It  was 
especially  compounded  with  milk  solids  to  impart  bleaching  and 
purifying  qualities  which,  it  was  asserted,  were  instrumental  in 
the  development  and  preservation  of  a  healthy  skin  and  com- 
plexion.  It  therefore  made  a  strong  appeal  to  women. 

Mohawk  soap  was  sold  by  traveling  salesmen  to  drug  whole- 
salers in  the  principal  cities  of  the  United  States,  and  it  was  on 
sale  to  consumers  in  several  thousand  retail  drug  stores.  From 
1919  to  192 1,  however,  the  rate  of  increase  in  the  volume  of  sales, 
measured  in  comparison  with  changes  in  the  general  level  of 
prices,  had  not  been  satisfactory.  In  these  years  two  large  toilet 
soap  manufacturers  had  conducted  extensive  campaigns  of  con- 
sumer advertising  in  magazines  of  national  circulation  and  in 
newspapers,  using  freely  both  single-  and  double-page  spreads. 
In  addition,  these  companies  had  spent  large  sums  on  billboards, 
street-car  cards,  electric  signs,  free  samples,  and  other  means  of 
arousing  the  interest  of  consumers.  To  the  Mohawk  Soap  Com- 
pany its  unsatisfactory  showing  during  this  period  appeared  to  be 
attributable,  at  least  in  part,  to  the  fact  that  consumers  had  been 
influenced  by  extensive  publicity  to  prefer  the  widely  advertised 
brands  of  toilet  soap.    Consequently,  in  its  budget  for  1922  the 
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company  provided  for  the  expenditure  in  sales  promotion  efforts 
of  a  sum  equivalent  to  8%  of  its  estimated  net  sales. 

The  Mohawk  Soap  Company  previously  had  placed  reliance 
on  the  special  merits  of  its  product  to  attract  patronage;  it  also 
had  sought  successfully  to  acquire  a  good  reputation  among 
wholesalers  and  retailers  for  fair  dealing.  In  deciding  on  its  more 
aggressive  sales  plans  for  1922,  two  divergent  doctrines  were  en- 
countered by  the  company.  One  doctrine  was  that  consumers 
could  be  relied  upon  to  secure  the  brand  of  soap  for  which  their 
desire  had  been  stimulated  by  advertising.  According  to  the 
second  doctrine  the  retailers,  who  were  in  personal  contact  with 
consumers,  were  held  to  be  the  dominant  influence,  inasmuch  as 
many  consumers  were  likely  to  have  at  most  merely  an  inquiring 
attitude  toward  an  advertised  brand;  the  result  then  would  be 
that  the  retailers'  advice  would  sway  many  sales. 

Should  the  sales  promotion  efforts  of  the  Mohawk  Soap  Com- 
pany have  been  directed  primarily  towards  consumers  by  means 
of  advertising,  or  should  the  major  part  of  this  appropriation 
have  been  devoted  to  furnishing  dealer  helps,  providing  mission- 
ary salesmen  to  call  directly  on  retailers,  and  offering  special 
inducements  to  retailers  to  push  the  sales  of  Mohawk  soap? 

What  type  of  retail  distribution  should  have  been  sought? 


30.  Chocolink  Beverage  Company 
method  of  marketing 

For  three  years  the  Hayden  Company  had  endeavored  to 
secure  a  market  for  its  product,  but  with  only  moderate  success. 
The  company  manufactured  Chocolink,  a  preparation  composed 
of  chocolate,  cocoa,  vanilla,  sugar,  and  milk,  which  was  sold  in 
powdered  form  for  use  in  making  a  hot  or  cold  drink,  fudge, 
frosting  for  cake,  or  a  filler  for  sandwiches.  The  process  of 
manufacture  was  secret  but  could  not  be  patented.  In  1923  the 
company  had  sold  1,000,000  pounds  of  Chocolink.  Without 
additional  investment,  the  factory  could  manufacture  1,500,000 
pounds  annually. 

In  December,  1923,  exclusive  sales  rights  to  Chocolink  were 
granted  for   10  years  to  the  Chocolink  Beverage  Company,  a 
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sales  corporation  controlled  by  the  president  of  the  manufacturing 
company.  The  Chocolink  Beverage  Company  considered  the 
relative  advantages  of  marketing  the  product  through  wholesale 
grocers  and  wholesale  druggists,  through  retail  milk  distributing 
companies,  and  directly  to  retail  grocers  and  retail  druggists. 

The  Chocolink  Beverage  Company  was  capitalized  at  $25,000; 
stockholders  were  willing  to  subscribe  $10,000.  To  secure 
additional  funds,  however,  the  corporation  would  have  had  to 
apply  to  other  individuals  or  to  banks.  Individuals  lending  to  the 
corporation  might  have  required  a  controlling  interest  in  it,  and 
the  president  knew  of  no  bank  that  would  lend  to  the  company 
until  it  could  show  a  profitable  operating  statement.  The  Choco- 
link Beverage  Company  would  not  maintain  stocks  of  finished 
product;  it  was  estimated,  however,  that  $12,000  of  the  $25,000 
capital  would  be  in  accounts  receivable  or  in  cash.  The  remainder 
was  to  be  utilized  for  sales  promotion.  Credit  was  to  be  extended 
to  customers  for  10  days  only. 

The  Hayden  Company  had  stressed  the  use  of  Chocolink  as  a 
base  for  a  beverage,  because  the  company  had  been  convinced 
that  that  would  be  the  most  popular  use  for  the  product.  The 
drink  was  prepared  by  mixing  a  small  quantity  of  boiling  water 
with  the  powder  and  then  adding  hot  or  cold  milk  or  water. 
The  milk  content  of  the  powder  was  2.5%.  The  Hayden  Company 
figured  that  the  total  cost  of  manufacturing  and  packing  Choco- 
link was  slightly  more  than  19  cents  a  pound.  The  largest  single 
cost  was  for  materials;  about  50%  of  that  cost  was  for  sugar. 
The  powder  was  packed  in  one-pound  containers  for  retail  dis- 
tribution. 

The  retail  price  of  Chocolink  in  1923  had  been  35  cents  a 
pound;  the  Hayden  Company  had  sold  the  product  to  distributors 
at  25  cents  a  pound.  According  to  the  contract  between  that 
company  and  the  Chocolink  Beverage  Company,  the  sales  com- 
pany was  to  pay  the  manufacturing  company  21  cents  a  pound; 
10  days'  notice  of  any  change  in  price  was  to  be  given  by  the 
manufacturing  company.  It  had  been  proposed  that  the  retail 
price  recommended  by  the  sales  company  be  raised  to  40  or  45 
cents  a  pound.  No  action,  however,  had  been  taken  on  this 
proposal. 

The  chief  competing  product  of  Chocolink  as  a  drink  was 
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marketed  in  fluid  form.  After  a  bottle  of  that  preparation  was 
opened,  the  preparation  spoiled  within  a  week,  it  was  stated  by 
representatives  of  the  Chocolink  Beverage  Company;  whereas 
an  open  package  of  Chocolink  stored  in  a  dry  place  would  not 
deteriorate  for  several  months.  A  40-cent  bottle  of  the  liquid 
preparation,  when  properly  diluted,  made  approximately  one-half 
as  much  beverage  as  a  35-cent  package  of  Chocolink  mixed  to  the 
same  consistency.  The  liquid  preparation  was  marketed  through 
retail  milk  distributing  companies.  Another  competing  product 
was  sold  in  powdered  form.  It  retailed  at  50  cents  for  8  ounces 
and  was  sold  by  the  manufacturing  company's  salesmen  to  retail 
grocers  and  druggists.  That  product,  however,  was  not  so  sol- 
uble a  preparation  as  Chocolink  and  could  not  be  prepared  with 
cold  milk.  Chocolink  had  an  advantage  over  ordinary  chocolate 
and  cocoa  in  that  it  could  be  prepared  instantly,  without  cooking. 

In  192 1  the  Hay  den  Company  had  made  an  experimental 
attempt  to  distribute  its  product  through  wholesale  grocers  in 
Connecticut.  That  state  had  been  chosen  because  the  president 
of  the  company  had  been  acquainted  with  those  wholesalers. 
The  company  had  spent  $3,000  for  advertising  and  in  employing 
missionary  salesmen ;  wholesalers  and  retailers  had  purchased  the 
product,  but  consumers  had  manifested  little  interest  in  it. 

After  this  failure,  the  Hayden  Company  had  made  an  effort 
to  secure  distribution  by  granting  exclusive  agencies  to  milk 
distributing  companies.  Fourteen  such  companies  had  accepted 
agencies.  The  product  was  retailed  in  one-pound  boxes  from 
their  wagons.  Because  the  use  of  Chocolink  increased  the  demand 
for  milk,  the  Hayden  Company  had  expected  that  those  milk 
companies  would  urge  their  drivers  to  sell  the  product.  The 
wages  of  the  drivers  were  the  same  whether  their  wagons  were 
loaded  fully  or  only  partially.  Consequently,  by  selling  Choco- 
link, the  milk  companies  lowered  unit  costs  of  distributing  milk 
slightly,  since  existing  equipment  was  utilized  and  fixed  charges 
were  not  increased.  The  14  companies  had  sold  1,000,000 
pounds  of  Chocolink  in  1923.  The  more  aggressive  of  those 
milk  companies  had  succeeded  in  selling  satisfactory  quantities 
of  Chocolink  and  in  so  doing  had  increased  their  sales  of  milk. 

The  following  excerpts  concerning  the  distribution  of  Choco- 
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link  were  taken  from  the  contract  between  the  Hayden  Company 
and  the  milk  distributors: 

The  company  agrees  to  sell  to  the  distributor  as  much  of  said  powder 
as  the  distributor  shall  require  from  time  to  time  during  the  term  of 
this  agreement  or  any  extension  thereof  for  distribution  in  said  territory, 
and  that  it  will  not  during  said  term  knowingly  sell  any  of  said  powder 
to  any  other  person  for  distribution  in  said  territory. 

The  distributor  agrees  not  to  distribute  or  sell  any  of  said  powder 
outside  of  said  territory,  nor  to  sell  or  distribute  any  of  said  powder 
under  trade-mark,  trade  name,  or  designation  other  than  Chocolink, 
and  not  to  use,  handle,  or  sell  any  other  powder,  syrup  or  other  prepa- 
ration used  for  the  same  or  any  similar  purpose,  during  the  term  of 
this  agreement. 

The  sales  manager  of  one  of  the  milk  companies  which  had  been 
most  successful  in  selling  Chocolink  was  convinced  that  the 
Hayden  Company  had  used  the  most  advantageous  method  of 
distribution.  That  milk  company  had  advertised  Chocolink  in 
local  newspapers  and  had  displayed  signs  on  its  wagons  which 
indicated  that  a  customer  could  secure  Chocolink  by  ordering 
it  from  the  driver.  The  milk  company  also  had  undertaken  a 
campaign  to  increase  sales;  samples  of  Chocolink  had  been  dis- 
tributed, and  salesmen  had  called  at  the  houses  where  the  com- 
pany's milk  was  delivered;  booths  for  the  sale  of  Chocolink  had 
been  operated  at  trade  expositions  and  at  several  amusement 
parks.  Sales  of  Chocolink  had  trebled  in  that  milk  company's 
territory  following  this  sales  promotion,  but  later  they  had 
declined  until  they  were  only  50%  more  than  the  sales  preceding 
the  campaign. 

The  executives  of  the  Chocolink  Beverage  Company  learned 
that  east  of  the  Mississippi  River  there  were  56  milk  companies 
which  would  make  suitable  exclusive  agents  for  Chocolink.  If 
each  of  those  companies  ordered  8,000  pounds  per  month,  which 
was  the  quantity  of  Chocolink  distributed  by  one  milk  company, 
the  annual  sales  would  be  5,376,000  pounds.  The  executives 
recognized,  however,  that  drivers  of  milk  wagons  could  not 
always  be  depended  upon  to  make  an  effort  to  sell  Chocolink. 
Drivers  were  paid  straight  salaries  and  were  interested  in  dis- 
tributing milk  as  quickly  as  possible.  In  most  localities,  because 
of  competition,  one  milk  company  did  not  have  complete  distri- 
bution. The  president  of  the  Chocolink  Beverage  Company 
stated  that  many  milk  companies  hesitated  to  act  as  agents  for 
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Chocolink  because  they  had  been  unsuccessful  in  marketing 
similar  products. 

As  an  alternative  to  distribution  through  milk  companies,  it 
was  proposed  that  Chocolink  be  sold  exclusively  to  wholesale 
grocery  and  wholesale  drug  companies.  Under  this  plan  the 
sales  corporation  would  employ  missionary  salesmen  to  introduce 
the  product  to  wholesalers  and  to  secure  orders  from  retailers 
to  be  filled  by  wholesalers.  When  wide  distribution  to  whole- 
salers had  been  secured,  the  Chocolink  Beverage  Company  would 
undertake  a  general  advertising  campaign.  If  missionary  salesmen 
were  necessary  after  the  product  was  introduced,  they  could 
secure  orders  from  retailers  for  the  major  part  of  the  retailers' 
requirements.  Wholesalers  could  fill  those  orders  and  could 
accept  and  solicit  additional  orders.  The  adoption  of  such  a  plan 
might  result  in  national  distribution  quickly.  Products  similar 
to  Chocolink  were  marketed  in  this  way.  Since  wholesale  com- 
panies had  storage  facilities,  they  accepted  quantity  shipments; 
this  rendered  it  unnecessary  for  the  manufacturing  company  to 
make  provision  for  extensive  warehouse  space.  The  executives 
of  the  Chocolink  Beverage  Company  believed  that  for  the  most 
part  wholesalers  were  satisfactory  credit  risks.  The  sale  of 
Chocolink  at  soda  fountains,  moreover,  which  would  be  insured 
by  distribution  through  wholesale  druggists,  would  have  adver- 
tising value. 

The  president  of  the  Chocolink  Beverage  Company  objected 
to  this  plan  because  of  the  experience  of  the  Hayden  Company 
in  distributing  Chocolink  through  wholesale  grocers  in  Connecti- 
cut. The  average  wholesale  grocer  or  wholesale  druggist  dis- 
tributed thousands  of  different  articles;  it  was  his  function  to 
furnish  those  which  were  in  demand  rather  than  to  develop  a 
market  for  new  products.  The  president  was  of  the  opinion 
that  since  the  Hayden  Company  was  not  prepared  to  manufacture 
enough  Chocolink  for  national  distribution,  it  might  be  advisable 
to  concentrate  sales  efforts  in  limited  territories.  Production, 
however,  could  be  increased  50%  with  an  expenditure  of  only 
$2,500  for  additional  machinery.  No  extra  space  would  be 
required.  The  Hayden  Company  furthermore  had  another  plant 
which  could  be  utilized  for  the  manufacture  of  Chocolink  if 
sales  increased  more  than  50%  of  existing  capacity. 
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By  establishing  its  own  sales  force  and  selling  Chocolink 
directly  to  retail  grocers  and  druggists,  the  Chocolink  Beverage 
Company  would  be  able  to  select  the  retailers  to  whom  it  wished 
to  sell,  to  control  distribution  and  sales  effort  closely,  and  to 
obtain  a  larger  gross  margin  than  could  be  obtained  on  sales  to 
wholesalers.  The  cost  of  maintaining  an  adequate  sales  force 
would  be  large,  however,  and  in  order  to  sell  directly  the  company 
would  have  to  carry  stocks  at  warehouses  and  to  open  accounts 
with  numerous  retailers. 

The  Chocolink  Beverage  Company  also  considered  marketing 
Chocolink  through  chain  stores.  In  that  way  wide  retail  distri- 
bution might  be  secured  with  one  or  two  salesmen,  because  of 
the  central  buying  agencies  of  the  chain-store  companies.  Chain 
stores  usually  carried  their  own  reserve  stocks  and  frequently 
contracted  for  a  year's  supply  in  advance.  The  number  of  those 
stores  was  increasing,  and  they  were  widely  patronized.  It  was 
the  opinion  of  the  executives,  however,  that  as  a  rule  chain 
stores  did  not  undertake  to  introduce  or  to  create  a  demand  for 
new  products.  It  was  possible,  moreover,  that  unit  stores  would 
refuse  to  sell  Chocolink  if  its  distribution  through  chain  stores 
proved  unsatisfactory. 

The  Chocolink  Beverage  Company  decided  to  market  Choco- 
link through  milk  distributing  companies  if  possible.  The  com- 
pany employed  two  salesmen  to  attempt  to  establish  exclusive 
agencies  with  the  leading  milk  distributing  companies  east  of 
the  Mississippi  River.  The  president  of  the  company  was  thor- 
oughly convinced  that,  in  view  of  the  limited  capital  of  his  com- 
pany, distribution  by  means  of  retail  milk  distributing  companies 
was  the  most  satisfactory  method. 


31.  Platinar  Company 
choice  of  type  of  retail  distribution 

The  Platinar  Company  in  192 1  was  manufacturing  a  cleaning 
compound,  sold  in  paste  form,  for  general  household  and  cleaning 
purposes.  This  preparation,  which  was  sold  under  the  name 
Platinar,  served  the  combined  purposes  of  soap,  soap  powder,  and 
polish.  It  was  especially  useful  in  cleaning  and  polishing  silver, 
brass,  other  metals,  glass,  and  painted  woodwork,  and  in  removing 
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dirt  and  grease  from  kitchen  utensils.  Laboratory  tests  had  shown 
that  Platinar  was  free  from  injurious  effects  on  the  articles 
cleaned,  and  users  had  reported  that  it  did  not  cause  irritation 
to  their  hands.  The  product  was  manufactured  by  a  secret  proc- 
ess which  was  not  patented. 

After  the  establishment  of  the  company  in  19 15,  the  sales 
grew  gradually  until  in  1920  they  amounted  to  $557,000.  The 
manufacturing  plant  was  located  in  Jersey  City.  Without  in- 
creasing its  capacity,  the  1920  output  could  have  been  doubled;  if 
that  capacity  became  inadequate,  additional  manufacturing  units 
readily  could  have  been  provided. 

At  the  outset,  this  product  was  sold  mainly  on  contract  in 
barrel  lots  to  the  managers  of  large  office  buildings,  steamship 
companies,  and  large  institutions.  During  the  World  War  the 
Navy  Department  placed  several  large  orders  for  Platinar.  This 
compound  also  had  been  sold  to  local  garages  for  use  in  cleaning 
and  polishing  automobiles.  In  1918  the  company  began  to  sell 
on  a  small  scale  to  unit  stores  in  New  York  City.  These  stores 
were  provided  with  Platinar  signs  for  counter  display  and  with 
small  circulars  to  insert  in  letters  mailed  to  customers.  This  was 
the  only  advertising  by  the  Platinar  Company.  Platinar  was  sold 
at  retail  at  the  following  prices:  one-half  pound  can,  15  cents; 
one-pound  can,  25  cents;  three-pound  can,  50  cents.  These  prices 
afforded  a  wide  margin  between  the  cost  of  manufacture  and  the 
retail  selling  price.  In  192 1  sales  on  contract  to  institutional 
users,  however,  still  constituted  the  bulk  of  the  company's  busi- 
ness.   The  company  then  employed  four  salesmen. 

In  192 1  a  group  of  men  with  ample  financial  resources  became 
interested  in  the  possibilities  of  Platinar  and  secured  control  of 
the  company.  They  undertook  to  formulate  plans  for  increasing 
sales  immediately  and  for  securing  national  distribution  and  a 
large  permanent  business  as  rapidly  as  possible.  As  soon  as  the 
sales  reached  sufficient  volume,  a  laboratory  was  to  be  established 
to  experiment  with  allied  products.  A  new  and  attractive  color 
scheme  for  the  can  was  adopted;  alternate  blue  and  white  squares 
in  a  checkerboard  design  gave  the  impression  of  a  shining,  spick- 
and-span,  tiled  surface.  Believing  that  the  widespread  popularity 
of  the  familiar  pictures  of  the  Gold  Dust  Twins  and  of  the  Old 
Dutch  Cleanser  woman  chasing  dirt  had  had  much  to  do  with 
the  commercial  success  of  those  products,  the  new  management 
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of  the  Platinar  Company  undertook  to  work  out  a  novel  and 
distinctive  illustration  to  be  incorporated  in  the  Platinar  trade- 
mark. 

In  order  to  increase  the  sales  for  household  use  and  similar 
purposes,  it  was  planned  to  start  an  intensive  selling  campaign 
in  one  locality,  probably  New  York  City.  As  soon  as  the  trade 
in  that  locality  was  well  developed,  the  company  intended  to 
extend  its  campaign  to  other  localities,  such  as  Philadelphia  and 
Boston,  the  rate  of  expansion  being  constantly  regulated  by  the 
results  secured.  By  following  this  plan  systematically,  the  in- 
tensive sales  campaign  eventually  was  to  cover  the  entire  country, 
thus  effecting  national  distribution  and  preparing  the  way  for 
national  advertising.  In  the  locality  where  the  plan  was  to  be 
first  tried  out,  the  directors  had  decided  to  spend  $50,000,  if 
necessary,  for  advertising  in  such  mediums  as  newspapers  and 
street  cars,  and  in  sampling.  It  was  expected  that  possibly  two 
months  would  be  required  for  the  first  local  campaign.  If  the 
plan  worked  successfully,  the  advertising  appropriation  was  to 
be  increased. 

Two  plans  for  securing  the  initial  retail  distribution  were  pro- 
posed: (1)  selling  only  to  wholesale  grocers  for  resale  to  unit 
stores;  (2)  selling  primarily  to  chain-store  companies,  accepting 
also  such  unsolicited  orders  as  might  be  received  from  wholesalers 
and  unit  stores.  Whichever  plan  was  adopted,  the  company  was 
to  continue  to  sell  on  contract  to  large  institutional  users.  In  this 
classification  of  retailers  a  unit  store  was  defined  as  a  store 
without  an  elaborate  departmental  organization  that  was  owned 
and  managed  as  an  independent  unit  for  the  sale  of  merchandise 
through  personal  salesmanship. 

Estimates  varied  as  to  the  number  of  unit  stores  in  the  United 
States  which  sold  groceries;  including  general  merchandise  stores, 
the  number  in  192 1  probably  was  in  excess  of  300,000.  Each  of 
these  stores  ordinarily  was  managed  by  an  individual  proprietor 
or  partners  personally  acquainted  with  the  store's  customers  and 
their  wants.  A  majority  of  the  unit  stores  in  the  grocery  trade, 
furthermore,  granted  credit  and  made  deliveries  of  merchandise. 
In  these  stores  the  ability  of  the  management  covered  a  wide 
range.  At  the  upper  end  of  the  scale  was  a  small  number  of 
stores  in  which  the  methods  of  accounting,  store  layout,  stock 
control,  and  sales  promotion  were  thoroughly  modern  and  sound. 
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In  many  other  unit  stores,  however,  the  accounting  methods  were 
lax;  and  the  methods  of  store  layout,  merchandise  display,  and 
stock  control  were  slipshod.  Substantial  improvements  in  the 
management  of  unit  stores  in  the  grocery  trade  had  taken  place 
during  the  preceding  10  years,  but  the  conditions  in  192 1  still 
left  much  to  be  desired  by  the  manufacturing  company  which 
was  seeking  to  market  its  product  effectively  and  aggressively. 

The  competition  between  unit  stores  and  chain  stores  was 
particularly  acute  in  New  York  City.  There  were  several  large, 
well-managed  unit  stores,  a  medium  group,  and  many  small  gro- 
cery stores  and  delicatessen  shops  operated  by  people  of  foreign 
birth.  The  national  chains  of  grocery  stores,  such  as  the  Great 
Atlantic  &  Pacific  Tea  Company,  had  numerous  branches  in  New 
York  City.  During  the  preceding  five  years  there  also  had  been 
a  particularly  rapid  increase  in  the  number  of  local  chains  of 
grocery  stores  operating  in  New  York  City  and  its  environs. 
There  probably  was  no  important  trading  center  in  this  territory 
in  which  at  least  one  branch  of  a  chain  grocery  company  could  not 
be  found.  In  Philadelphia,  also,  chain  stores  had  increased  rapidly 
in  numbers.  It  was  stated  that  the  American  Stores  Company,  a 
chain  which  was  formed  by  the  combination  of  five  Philadelphia 
chain-store  companies  in  19 17,  had  more  than  1,200  stores;  this 
probably  exceeded  one-half  the  retail  grocery  stores  in  the  city. 
Several  small  grocery  chains  also  operated  in  Philadelphia  and  its 
suburbs. 

The  president  of  the  Platinar  Company  was  in  favor  of  the 
utilization  of  chain  stores  as  the  channels  of  distribution  in  the 
initial  campaign.  He  believed  that  his  product  could  be  in- 
troduced more  rapidly  in  that  way,  and  that  if  unit  stores  should 
be  utilized,  it  would  be  necessary  to  incur  additional  expense  for 
employing  missionary  salesmen  to  solicit  orders  from  retailers 
to  be  delivered  through  wholesalers. 

The  company  was  advised,  however,  by  a  sales  consultant  that 
it  should  make  its  initial  drive  through  wholesalers  and  unit 
stores,  in  order  to  facilitate  later  expansion  into  other  territories. 
The  consultant  also  suggested  that  if  competitive  conditions  were 
not  favorable  to  securing  prompt  distribution  through  unit  stores 
in  New  York  City,  the  initial  campaign  should  be  started  in  a 
medium-sized  city. 
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32.  Cardiff  Manufacturing  Company 
latent  demand 

Through  the  rise  of  the  fad  in  the  latter  part  of  192 1  for 
crocheting  purses,  hand  bags,  and  other  small  articles  out  of 
twine,  the  Cardiff  Manufacturing  Company,  manufacturing  jute 
twine,  secured  an  opportunity  to  extend  a  theretofore  inexpansible 
market. 

The  bulk  of  the  company's  sales  had  been  made  directly  to 
large  industrial  users,  such  as  rug  manufacturers,  and  to  the 
United  States  Post  Office  Department.  Distribution  to  miscel- 
laneous industrial  users  and  to  retailers,  such  as  hardware  stores 
and  stationery  stores,  had  been  obtained  through  wholesalers. 
None  of  the  products  of  the  company  ever  had  been  branded, 
and  the  Cardiff  name  was  practically  unknown  to  household  con- 
sumers. The  market  for  packing  twine  had  been  stable,  and  it 
had  been  possible  to  estimate  the  annual  consumption  in  advance 
with  a  high  degree  of  accuracy.  It  was  evident  that  the  Cardiff 
Manufacturing  Company  had  been  securing  its  full  share  of 
business  in  open  competition  with  other  manufacturers  of  similar 
products. 

During  the  summer  of  192 1  the  company  dyed  a  quantity  of 
ordinary  jute  twine  in  various  colors  as  an  experiment.  This 
twine  was  sold  to  two  wholesalers  in  New  England.  Shortly 
afterwards  orders  for  more  colored  twine  were  received  from  these 
wholesalers,  and  more  dyed  twine  was  made  to  fill  the  orders. 
Then  additional  orders  for  the  item  came  in,  and  wholesalers 
inquired  whether  a  wider  variety  of  colors  could  be  obtained. 
A  representative  of  the  company  made  an  investigation  in  the 
cities  covered  by  these  wholesalers  and  found  that  the  colored 
twine  was  being  sold  to  women  for  crocheting  shopping  bags  and 
other  small  articles.  Here  apparently  was  an  opportunity  to 
make  the  name  of  the  Cardiff  Manufacturing  Company  known 
to  individual  consumers.  A  variety  of  shades  and  colors  were 
selected  and  balls  of  crochet  twine  made  up  with  a  Cardiff  trade- 
name band  around  each.  Missionary  salesmen  were  employed  by 
the  company  to  call  on  department  stores  in  New  England  to 
secure  orders  for  Cardiff  Crochet  Twine.  Direct  shipments  were 
made  by  express  as  soon  as  orders  were  received,  but  wholesalers 
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were  allowed  their  usual  commissions  on  the  sales.  At  the  fac- 
tory a  designing  department  was  established  to  work  up  samples 
of  various  novelties  which  might  be  made  with  the  twine. 

In  order  to  build  up  a  large  demand  for  Cardiff  Crochet  Twine 
for  the  Christmas  season,  the  Cardiff  Manufacturing  Company 
employed  an  advertising  agency  and  appropriated  $40,000  to 
be  spent  during  the  10  weeks  remaining  before  Christmas.  The 
demand  spread  rapidly  in  New  England  cities,  and  so  much  busi- 
ness was  secured  that  the  Cardiff  Manufacturing  Company 
began  making  plans  to  extend  this  branch  of  its  business  so  as 
to  secure  national  distribution  of  Cardiff  Crochet  Twine. 

This  presented  a  problem  as  to  whether  the  Cardiff  Manufac- 
turing Company  should  undertake  a  national  advertising  cam- 
paign extending  over  several  years,  or  should  spend  the  funds 
available  for  advertising  in  a  short,  intensive  campaign;  also  as 
to  whether  the  company  should  undertake  primarily  to  secure 
national  distribution  through  wholesalers,  or  should  establish  a 
showroom  and  sales  office  in  New  York  City  to  attract  orders 
from  department  store  buyers  visiting  the  city. 

What  type  of  retail  distribution  should  the  Cardiff  Manufactur- 
ing Company  have  sought  to  obtain? 


33.  Samoset  Company 
method  of  marketing 

In  order  to  stabilize  its  business  and  place  it  on  a  footing  less 
susceptible  to  the  effects  of  seasonal  style  changes  in  women's 
garments,  the  Samoset  Company,  although  conforming  to  style 
tendencies  as  regards  length,  fulness  of  skirts,  and  other  general 
features,  had  developed  semi-standard  styles  in  women's  coats 
and  suits.  These  garments  were  distinctly  conservative  and  did 
not  follow  any  fads  or  short-lived  styles. 

Irregularity  of  production  had  been  one  of  the  serious  diffi- 
culties faced  by  most  manufacturers  of  women's  garments.  With 
a  factory  idle  four  months  in  the  year  and  working  overtime  dur- 
ing other  periods,  production  was  costly,  and  labor  difficulties 
were  perplexing.  The  seasonal  peak  in  production  was  due  di- 
rectly to  the  fact  that  there  were  two  buying  seasons  for  women's 
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garments — spring  and  fall.  The  peak  was  accentuated,  however, 
because  style  changes  were  so  frequent  that  manufacturers  often 
were  unwilling  to  make  up  garments  in  advance  of  receiving 
orders.  In  recent  years,  prior  to  1922,  retailers  had  tended  to 
postpone  as  long  as  possible  the  date  of  ordering  style  merchan- 
dise in  order  to  be  sure  of  obtaining  garments  of  the  latest  style. 

In  adopting  its  policy,  the  Samoset  Company  acted  on  the  as- 
sumption that  there  was  a  demand  among  women  for  conserva- 
tively modeled  garments,  tailored  in  good  taste,  that  could  be 
worn  more  than  one  season.  In  addition  to  permitting  produc- 
tion to  be  spread  over  a  longer  period  of  the  year,  the  Samoset 
Company's  policy  facilitated  the  trade-marking  and  national  ad- 
vertising of  Samoset  products,  which  were  sold  in  department 
stores  and  women's  ready-to-wear  stores  in  many  localities  in  the 
United  States.  Through  large  expenditures  for  advertising  in 
newspapers  and  in  periodicals,  the  Samoset  Company  had  made 
both  its  policy  and  its  product  well  known.1 

Ordinarily,  manufacturers  of  women's  ready-to-wear  garments 
sold  their  products  without  restrictions  to  department  stores, 
metropolitan  specialty  stores,  and  other  retail  outlets  for  ready- 
to-wear  goods  and  dry  goods.    The  Samoset  Company,  however, 

xThe  H.  Black  Company,  of  Cleveland,  had  a  style  policy  similar  to  that  pur- 
sued by  the  Samoset  Company.  A  typical  advertisement  of  the  H.  Black  Com- 
pany, which  appeared  in  a  Chicago  newspaper,  read  as  follows: 

Whose  Fault  Is  It — 

if  your  coat  or  suit  is  out  of 

style  next  season  ? 

Is  there  any  reason  why  a  coat  or  suit  purchased  this  season  should  be  out  of 
fashion  next  year? 

Certainly  not,  if  you  select  a  style  which  is  assured  of  lasting,  rather  than  some- 
thing extreme  and  one-season. 

"But  why,"  you  ask,  "should  stores  carry  one-season  styles  which  I  must  discard 
next  year?" 

The  answer  is  a  simple  one.  The  merchant  buys  what  he  feels  he  will  sell.  If 
he  is  progressive,  he  would  prefer  not  to  carry  the  extreme  or  bizarre — then  he 
does  not  have  to  "sacrifice"  those  he  does  not  sell  in  order  to  close  them  out  while 
the  vogue  is  in. 

But,  many  women  still  insist  upon  regarding  seriously  every  fashion  note  that 
"they  are  wearing  this"  or  suits  must  be  "thus  and  so."  This  type  of  woman 
demands  "novelties"  and  it  is  for  her  that  the  store  handles  them. 

You  are  safeguarded  in  YOUR  choice,  though,  by  knowing  who  makes  the  coat 
or  suit  you  purchase. 

No  Wooltex  Tailor-made  or  Wooltex  Knockabout  is  ever  designed  on  transient, 
faddish  lines.  The  styles  are  as  lasting  as  the  fabrics  themselves.  Fine  serges, 
tricotines,  tweeds,  homespuns,  and  Wooltex  Sportspuns  plus  exquisite  tailoring  go 
into  each  of  these  coats  and  suits. 

The  label — the  sign  guaranty  of  the  Wooltex  Tailors — is  inside  each  collar. 
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granted  an  exclusive  agency  for  its  garments  to  one  department 
store  or  other  ready-to-wear  retailer  in  each  locality.  The  con- 
tract provided  that  the  retailer  was  to  have  the  privilege  of  sell- 
ing at  retail  in  his  store  all  products  of  the  Samoset  Company, 
and  that  this  privilege  was  not  to  be  granted  to  any  other  retailer 
within  a  specifically  defined  territory.  He  was  given  the  privi- 
lege of  designating  his  store  as  "The  Samoset  Store"  and  agreed 
to  put  forth  his  best  efforts  to  maintain  and  increase  the  sale 
of  Samoset  products,  to  keep  a  sufficient  supply  of  Samoset  goods 
on  hand  at  all  times  to  meet  the  demand,  and  to  give  these  goods 
preference  in  purchase,  display,  advertising,  and  sale. 

Should  this  plan  have  been  acceptable  to  a  department  store, 
such  as  the  Cascade  Department  Store,1  which  had  a  large  trade 
in  seasonal  style  merchandise? 


34.  Shawmut  Manufacturing  Company 
style  POLICY 

During  the  period  of  high  prices  culminating  in  1920,  a  rela- 
tive falling  off  in  the  demand  for  sterling  silverware  apparently 
took  place.  A  survey  of  the  silver  trade  made  by  an  advertising 
agency  during  the  spring  and  summer  of  192 1  developed  the  con- 
clusion that  "Sterling  is  not  sufficiently  in  demand  for  the  pur- 
chaser's own  use  and  enjoyment  to  develop  a  normal  expansion 
in  the  industry."2 

According  to  the  Shawmut  Manufacturing  Company,  a  large 
maker  of  sterling  silverware,  the  following  were  among  the  im- 
portant reasons  underlying  the  decrease  in  demand  for  its  prod- 
ucts: high  prices;  a  feeling  that  sterling  silver  was  distinctly  a 
luxury;  competition  of  plated  silverware;  fear  of  burglars; 
change  in  class  of  customers  patronizing  jewelry  stores  during 
the  war  years. 

At  the  same  time  the  company  stated  that  many  jewelers  had 
not  been  interested  in  pushing  the  sale  of  sterling  silver,  and  that 
here  and  there  retailers  occasionally  had  discontinued  carrying  it. 

1  See  page  34. 

2  Report  issued  by  Sterling  Silver  Manufacturers'  Association,  New  York. 
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Many  retail  jewelers  seemed  to  be  dissatisfied  with  the  rate  of 
gross  margin  that  they  were  obtaining  on  sterling  silverware,  a 
department  in  which  the  rate  of  stock-turn  was  slow,  a  relatively 
large  amount  of  space  was  required,  and  free  engraving  and  free 
bags  and  rolls  had  to  be  provided.  On  the  other  hand,  several 
manufacturers  of  sterling  silverware  had  been  unwilling  to  in- 
crease their  retail  list  prices  in  order  that  a  wider  gross  margin 
might  be  yielded  the  jewelers. 

At  an  earlier  period  sterling  silver  had  been  sold  almost  en- 
tirely in  jewelry  stores.  In  recent  years,  however,  department 
stores  had  found  it  possible  to  sell  some  sterling  silver  and  a 
substantial  amount  of  plated  silver.  Most  high-grade  jewelry 
stores  made  a  special  effort  to  maintain  an  exclusive  reputation. 
They  had  high-rent  locations;  elaborate  fixtures  were  required 
for  proper  display;  lighting  expenses  were  heavy;  and  high-grade 
salespersons  had  to  be  employed.  In  only  a  few  cases  had  high- 
class  jewelry  stores  found  it  feasible  to  employ  women  as  sales- 
persons. It  was  noted,  however,  that  the  average  cost  of  doing 
business  was  higher  in  jewelry  stores  than  in  department  stores. 
According  to  Bulletin  No.  27,  Harvard  Bureau  of  Business  Re- 
search, the  common  figure  for  total  expense  for  the  retail  jewelry 
stores  reporting  to  the  Bureau  in  1920  was  32.7%  of  net  sales; 
the  common  figure  for  total  expense  in  department  stores  re- 
porting to  the  Bureau  in  1920  was  25.9%  of  net  sales. 

Among  silverware  manufacturers  it  was  a  common  opinion  that 
the  sterling  silverware  business,  unlike  the  business  of  making 
flour,  soap,  or  steel,  was  a  combination  of  business  and  art.  To 
these  manufacturers  it  seemed  that  the  prosperity  of  the  industry 
was  dependent  upon  the  frequent  creation  of  new  patterns,  both 
in  hollowware  and  flatware,  even  though  women  who  were  pur- 
chasing silverware  for  their  own  use  ordinarily  preferred  to  main- 
tain uniformity  in  sets  of  well-chosen  styles. 

Mr.  James  W.  Farrell,  of  the  Homan  Manufacturing  Com- 
pany, in  addressing  the  192 1  annual  convention  of  the  National 
Wholesale  Jewelers'  Association  at  West  Baden,  Indiana,  empha- 
sized this  point  as  follows: 

In  the  hollowware  industry  the  conditions  of  the  past  three  years 
eliminated  several  large  sources  of  expenses  which  manufacturers  are 
now  again  obliged  to  incur.    You  are  aware  that  prior  to  the  war  it 
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had  been  customary  for  manufacturers  to  produce  each  year  a  large 
variety  of  new  patterns.  This  involved  not  only  a  heavy  new  invest- 
ment each  year  in  tools  and  equipment,  but  took  away  from  active 
production  a  substantial  number  of  men,  whose  thought  and  crafts- 
manship were  exclusively  employed  on  the  creation  of  new  designs. 
As  a  corollary  of  this,  a  considerable  number  of  older  patterns  became 
obsolete  and  the  investment  in  tools,  etc.,  was  lost.  These  conditions 
did  not  obtain  during  the  boom  period.  Comparatively  little  was  done 
in  the  matter  of  developing  new  goods,  and  this  very  considerable 
source  of  expense  was  almost  entirely  eliminated.  At  present,  our  fac- 
tory at  least,  and  we  believe  most  of  the  other  factories,  considers  it 
essential  to  resume  the  development  of  new  designs,  together  with  the 
expense  involved,  in  order  to  stimulate  demand. 

In  an  advertising  campaign  which  the  Shawmut  Manufactur- 
ing Company  had  undertaken  to  stimulate  greater  demand  for 
sterling  silverware,  it  was  decided  in  192 1  to  emphasize  the  point 
that  sterling  silver  was  inherently  serviceable  rather  than  a 
luxury.  The  Shawmut  Manufacturing  Company  planned  to  at- 
tempt to  convince  consumers  that  sterling  silver  was  a  real  utility 
for  everyday  use,  and  that  because  of  its  wearing  qualities  it  was 
to  be  preferred  by  discriminating  people  to  plated  silver.  In  this 
advertising  campaign,  consumers  were  to  be  urged  to  use  sterling 
silver  on  the  table  every  day  rather  than  to  keep  it  stored  in  safe 
deposit  vaults  for  fear  of  burglars,  a  fear  which  the  Shawmut 
Manufacturing  Company  asserted  to  be  largely  unfounded,  be- 
cause sterling  silver  was  difficult  for  burglars  to  dispose  of.  Be- 
cause of  the  greater  durability  of  sterling  silverware,  the  com- 
pany intended  to  attack  the  practice  of  plated-ware  manufac- 
turers in  placing  time  guaranties  on  their  products.  The  Shaw- 
mut Manufacturing  Company,  which  itself  was  manufacturing 
small  quantities  of  plated  ware,  proposed  to  combat  the  efforts  of 
the  manufacturers  of  plated  ware  who  were  seeking  to  convince 
consumers  through  the  use  of  the  time  guaranty  that  plated  ware 
was  as  good  as  sterling  silver. 

Should  the  Shawmut  Manufacturing  Company  in  192 1  have 
adopted  the  policy  of  featuring  new  styles  and  designs  in  sterling 
silverware? 

What  bearing  should  the  decision  on  the  foregoing  merchan- 
dising question  have  had  upon  the  company's  plans  for  retail 
distribution  of  its  products? 
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35.  Winchester  Company 
sales  plan 

The  Winchester  Repeating  Arms  Company  was  incorporated 
February  20,  1867,  with  plants  at  New  Haven,  Connecticut,  for 
the  manufacture  of  rifles,  shotguns,  and  small-arms  ammunition. 
Winchester  products  became  favorably  known  to  sportsmen  and 
eventually  were  widely  sold  in  hardware  and  general  merchandise 
stores. 

When  the  Armistice  was  signed  in  191 8,  the  Winchester  Re- 
peating Arms  Company  was  greatly  expanded  as  a  result  of 
war  orders.  Nearly  22,000  employees  were  on  the  pay  roll,  where 
before  the  war  the  number  had  been  about  6,000.  Between  19 14 
and  1 91 8  the  company  had  erected  new  buildings  and  equipped 
them  to  turn  out  war  orders;  expansion  had  taken  place  beyond 
the  capacity  of  a  peace-time  market  for  small  arms.  If  this  equip- 
ment were  not  to  be  scrapped,  it  was  necessary  for  the  company 
to  find  a  market  for  such  goods  as  the  equipment  could  be  utilized 
in  producing.  The  question  was  not  so  much  what  could  be 
manufacured  successfully  as  what  could  be  sold  successfully. 

Because  its  new  machinery  was  especially  adapted  for  the 
manufacture  of  hardware,  the  company  decided  that  the  new 
products  should  be  in  that  line.  The  executives  were  of  the  opin- 
ion that  the  company's  reputation  would  be  more  valuable  in  the 
sale  of  goods  meant  for  personal  use  than  in  the  sale  of  such  arti- 
cles as  casters,  hinges,  and  nails.  The  items  selected  for  manu- 
facture, therefore,  were  for  personal  use  and  included  pocket 
cutlery,  kitchen  cutlery,  butcher  knives,  carving  sets,  roller  skates, 
ice  skates,  fishing  tackle,  fishing  rods  and  reels,  artificial  bait,  scis- 
sors, razors,  files,  flashlights,  flashlight  batteries,  axes,  hammers, 
hatchets,  chisels,  screw  drivers,  wrenches,  pliers,  auger  bits, 
planes,  saws,  and  shears.  For  the  manufacture  of  these  products 
much  new  machinery  was  purchased  and  production  methods 
were  reorganized.  In  order  to  secure  what  it  considered  to  be 
the  necessary  volume  of  production  for  making  its  plans  success- 
ful, the  company  acquired  the  entire  capital  stock  and  assets 
of  eight  companies.  After  the  company  had  made  plans  for  the 
production  of  the  additional  items,  it  was  necessary  to  decide 
upon  methods  of  distributing  and  marketing  them. 
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For  over  50  years  the  company  had  sold  its  products  to  whole- 
salers. It  decided  in  19 19  to  continue  to  market  its  guns  and 
ammunition  through  the  channels  that  it  had  utilized  in  the  past, 
but  to  market  its  new  products  through  a  chain  of  retail  stores 
that  it  would  establish  and  directly  to  selected  retailers  to  whom 
it  would  grant  exclusive  agencies.  The  company  planned  to 
operate  retail  stores  in  cities  with  populations  of  more  than  50,000 
and  to  give  exclusive  agencies  to  hardware  retailers  in  cities  with 
populations  of  50,000  or  less.  The  following  statement  regarding 
the  plan  appeared  in  Printers9  Ink,  March  18,  1920: 

Under  a  scheme  of  greatly  increased  production  it  was  absolutely 
necessary  that  there  should  be  a  correspondingly  increased  scheme  of 
distribution;  the  company  therefore  decided  that  it  was  to  its  interest 
to  market  its  new  lines  direct  to  the  dealer. 

The  company  did  not  adopt  a  policy  of  direct  sales  without  taking 
certain  facts  into  consideration.  It  is  very  proud  of  the  prestige  of  the 
Winchester  name.  It  naturally  does  not  wish  to  jeopardize  that  pres- 
tige by  placing  its  product  in  the  hands  of  men  who  cannot  be  relied 
upon  to  uphold  it.  It  therefore  applied  the  same  selective  process  to 
dealers  as  in  the  case  of  its  products. 

The  selection  of  dealers  was  made  according  to  the  population  of  the 
town  in  which  they  do  business.  In  towns  which  have  from  50,000 
people  down,  the  ablest  and  best  equipped  hardware  merchants  in  each 
are  to  be  offered  the  Winchester  agency.  In  towns  containing  more 
than  50,000  people,  the  company  will  establish  and  operate  its  own 
stores. 

Each  store  will  be  a  model  of  its  kind.  Its  construction,  arrange- 
ment, merchandising  methods  and  accounting  systems  will  be  the  best 
that  the  Winchester  system,  based  on  experience  and  research,  has  been 
able  to  devise. 

Even  the  color  scheme  of  the  store  plans  will  be  standardized.  The 
basic  color  of  each  front  will  be  a  uniform  gray;  the  name  of  the 
owner  will  appear  in  red;  other  lettering  will  be  in  gold  against  blue. 
The  purpose  of  the  gray  basic  color  is  to  form  a  neutral  framework  for 
the  standardized  window  displays,  which  will  be  in  bright  and  glowing 
colors. 

It  may  thus  be  seen  that  the  plan  has  overlooked  not  even  the 
smallest  detail  that  is  related,  however  remotely,  to  the  company's 
purpose. 

It  is  expected  that  about  8,000  dealers  in  the  various  parts  of  the 
United  States  will  accept  the  plan.  Each  of  them  will  purchase  a 
block  of  Winchester  stock  and  agree  to  lend  his  full  cooperation.     For 
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the  services  to  be  rendered  him  he  will  pay  a  nominal  fee  of  from  $3  to 
$8  a  month,  with  an  average  charge  of  about  $60  a  year. 

On  April  16,  19 19,  the  Winchester  Company  was  incorporated 
as  a  holding  company  owning  about  97%  of  the  stock  of  the  Win- 
chester Repeating  Arms  Company.  Mr.  L.  K.  Liggett  was  one  of 
the  directors,  and  the  plan  of  retail  distribution  was  similar  to  that 
of  the  United  Drug  Company,  of  which  Mr.  Liggett  was  pres- 
ident. 

The  Winchester  Company  undertook  to  carry  on  national  as 
well  as  local  advertising  of  its  brand.  Although  the  retail  firms 
that  held  Winchester  agencies  were  free  to  buy  merchandise  from 
such  other  sources  as  they  might  choose,  it  was  expected  that  they 
would  find  it  to  their  advantage  to  carry  Winchester  goods  in  the 
lines  manufactured  by  the  Winchester  Company  or  bearing  the 
company's  trade-mark.  Other  merchandise,  such  as  builders' 
hardware,  blacksmiths'  supplies,  nails,  and  so  on,  the  retailers 
would  purchase  from  manufacturers  or  wholesalers  just  as  they 
had  before  they  became  Winchester  agents. 

In  the  Daily  News  Record,  January  17,  1922,  the  following 
statement  appeared: 

From  the  [Winchester]  company's  point  of  view,  a  more  important 
sales  force  was  that  secured  by  forming  stockholding  agents.  Leading 
hardware  dealers  throughout  the  country  bought  varying  sized  shares 
of  stock  and  in  return  received  the  right  to  handle  Winchester  goods 
exclusively.  There  were  2,200  of  these  at  the  end  of  19 19;  there  were 
3,500  at  the  end  of  1920;  and  over  4,000  at  the  end  of  192 1.  The 
company  hopes  to  have  about  7,000  when  manufacturing  developments 
increase. 

To  furnish  quick  supply  sources  for  these  agents  and  for  the  retail 
stores,  regional  warehouses  were  opened  in  New  Haven,  Chicago,  San 
Francisco,  Kansas  City,  and  Atlanta. 

Winchester  stores  were  opened  first  in  March,  1920,  and  today  there 
are  eleven  of  these,  three  in  Boston,  and  one  each  in  New  York,  New 
Haven,  Providence,  Pawtucket,  Springfield,  Worcester,  Lawrence,  and 
Troy.  As  the  stores  developed,  lines  were  added  outside  of  those  which 
the  company  manufactures.  The  idea  has  always  been  to  cater  to  the 
sporting  pprson,  man  or  woman,  boy  or  girl,  until  today  complete  out- 
fits may  be  secured  in  wearing  apparel,  as  well  as  in  the  equipment  of  a 
game  or  sport. 

Any  mechanic  may  find  any  article  his  trade  requires,  this  following 
the  selling  of  edged  tools.  The  housewife  finds  everything  that  can  be 
used  in  the  kitchen  or  on  the  table,  or  in  almost  any  other  part  of  her 
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routine  work.     Indoor  and  outdoor  sporting  requirements  for  children 
of  all  ages  also  are  provided. 

With  the  steady  increase  in  the  number  of  agencies,  the  Win- 
chester Company  found  that  its  distribution  facilities  were  in- 
adequate to  give  prompt  service  to  all  its  retailers.  An  exclusive 
agent  in  a  middle-western  city  might  be  400  miles  from  the 
nearest  Winchester  warehouse  and  only  50  from  the  nearest 
wholesaler.  Under  those  conditions  the  retailer  was  tempted  to 
discard  Winchester  goods  in  favor  of  those  that  could  be  ob- 
tained more  quickly  from  a  local  wholesaler.  If  a  company  was 
to  perform  the  wholesaler's  function  satisfactorily,  it  had  to  serve 
its  retailers  from  warehouses  conveniently  located.  The  need  for 
additional  wholesale  branches  apparently  was  one  of  the  reasons 
for  the  combination  of  the  Winchester  Company  with  the  Sim- 
mons Hardware  Company,  which  was  announced  as  follows  in 
June,  1922: 

New  Haven,  Connecticut,  June  26.  The  combination  of  the  interests 
of  the  Winchester  Company  and  the  Simmons  Hardware  Company  was 
announced  here  today  as  having  been  entered  upon.  The  announce- 
ment states  that  the  combination  will  be  operated  under  a  common 
management  and  that  they  will  hereafter  be  operated  jointly.  By  this 
means  the  largest  single  manufacturer  of  hardware  and  the  largest 
jobber  merge. 

The  Associated  Simmons  Hardware  Company  was  a  voluntary 
trust  formed  under  the  Massachusetts  laws  of  191 1,  and  reorgan- 
ized in  1920.  It  was  primarily  a  wholesale  firm,  although  it  con- 
trolled through  stock  interest  several  of  the  manufacturers  from 
whom  it  bought  its  goods.  The  company  maintained  ware- 
houses in  Boston,  Philadelphia,  Toledo,  Minneapolis,  Sioux  City, 
St.  Louis,  and  Wichita;  it  had  built  up  distribution  facilities 
abroad;  and  it  was  one  of  the  largest  hardware  wholesalers  in  the 
United  States. 

Through  its  warehouses  and  sales  force,  the  Simmons  Hard- 
ware Company  had  obtained  the  patronage  of  thousands  of  hard- 
ware retailers.  It  controlled  the  "Keen  Kutter"  brand  of  tools 
and  cutlery,  which  was  at  least  as  well  known  and  even  more 
widely  handled  than  the  Winchester  brand.  The  retailers  who 
had  been  featuring  the  Keen  Kutter  brand  of  tools  and  cut- 
lery had  been  foremost  competitors  of  Winchester  stores  in 
many  localities. 
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In  the  annual  report  of  the  Winchester  Company  for  1922,  the 
following  statement  concerning  the  merger  appeared: 

During  the  spring  of  1922  it  became  obvious  to  the  managements  of 
both  companies  that  the  selling  facilities  of  Simmons  and  the  manu- 
facturing facilities  of  Winchester  exactly  supplemented  each  other — 
that  what  one  lacked,  the  other  possessed,  and  that  a  combination  of 
the  two  would  make  the  strongest  set  of  facilities,  in  both  a  manufac- 
turing and  distributing  sense,  in  the  hardware  trade. 

Furthermore,  it  became  apparent  that  through  a  merger  of  this  kind 
very  substantial  economies  could  be  effected  by  combining  the  admin- 
istration and  sales  forces  and  making  common  use  of  existing  facilities, 
and  that  it  would  furthermore  result  in  an  immediate  increase  in  the 
volume  of  business  of  each  company,  since  Simmons  requirements  could 
be  supplied  to  a  considerable  extent  from  Winchester  factories  and  since 
the  distribution  of  Winchester  products  could  be  directed  through  the 
Simmons  branch  houses. 

The  manufacturing  facilities  of  both  companies  were  consoli- 
dated under  the  Winchester  Repeating  Arms  Company,  and  their 
distribution  facilities  were  consolidated  under  the  Associated  Sim- 
mons Hardware  Companies. 

The  Winchester  Company  opened  several  retail  stores  as 
planned.  By  the  end  of  192 1  it  was  operating  11  such  stores.  In 
1922,  however,  a  decided  change  was  made  in  the  character  of  the 
stores,  as  described  in  the  following  paragraph  from  the  com- 
pany's annual  report  for  1922. 

In  connection  with  the  development  of  agencies  during  the  year,  spe- 
cial attention  has  been  given  to  obtaining  hardware  agencies  in  the 
larger  cities,  with  the  result  that  we  closed  the  year  with  those  cities 
very  well  cared  for.  As  a  result  of  this  and  matter  relating  to  general 
policy,  it  has  been  deemed  wise  to  discontinue  the  sale  of  hardware  in 
the  company's  own  retail  stores  and  to  convert  them  into  exclusive 
sporting  goods  stores.  Three  of  the  smaller  stores,  not  suitable  for 
sporting  goods  stores  and  conflicting  with  agency  arrangements,  have 
been  closed,  and  the  hardware  inventory  of  all  the  stores  has  been 
liquidated. 

By  December,  1926,  the  company  was  operating  only  one  retail 
store;  that  store  was  located  in  Boston.  At  that  time  the  com- 
pany had  6,300  exclusive  agents. 

Sales  and  net  profits  of  the  Winchester  Company  and  sub- 
sidiaries for  the  period  from  1920  to  1925,  inclusive,  were  as 
shown  on  the  following  page. 
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1920  1921  1922 

Sales  $18,042,247     $13,243,310     $18,146,200 

Net  Profit 1,085,915         1,236,497*  247,880 

1923  1924  1925 

Sales   $20,373,998     $12,758,034     $14,264,693 

Net  Profit 133,617         6,307,01 2-f         504,909* 

*  Loss. 

t  Loss,  including  deductions  for  excessive  and  obsolete  inventories,  expenses  incident  to  closing 
of  retail  stores,  and  written-off  cost  of  establishing  selling  agencies.  On  July  1,  1924,  a  change  in 
the  executive  management  of  the  company  occurred. 


/ 


36.  Henderson  Company 
relations  between  manufacturer  and  retailer 

For  several  years,  the  electrical  appliance  department  of  the 
Henderson  Company's  store  had  sold  one  type  of  electric  washing 
machine  under  the  manufacturer's  brand  name,  "Diana."  The 
manufacturer  stipulated  the  price  at  which  the  machine  was  to 
be  sold  by  retailers.  Because  of  the  low  mark-up  obtainable  on 
this  washer,  the  Henderson  Company  estimated  that  it  suffered  a 
loss  on  each  machine  sold.  The  buyer  for  the  department,  there- 
fore, in  March,  1924,  inquired  about  other  electric  washing 
machines  and  learned  that  the  differences  between  the  stipulated 
retail  prices  and  the  wholesale  prices  at  which  two  manufacturers 
sold  their  machines  were  larger  than  was  the  gross  margin  ob- 
tained on  the  Diana.  He  presented  this  information  to  the 
merchandise  manager  of  the  Henderson  Company  and  requested 
his  advice  as  to  whether  the  department  should  stock  either  or 
both  of  those  brands  of  washing  machines. 

The  Henderson  Company's  store  was  located  centrally  in  the 
shopping  area  of  a  large  city  in  the  Middle  West.  The  company's 
total  annual  net  sales  were  approximately  $20,000,000.  A  large 
portion  of  the  merchandise  sold  was  in  the  upper  medium-price 
classification.  Charge  accounts  were  opened  for  customers  with 
satisfactory  credit  standings. 

The  electrical  appliance  department  of  the  Henderson  Com- 
pany was  situated  near  the  side  windows  on  one  of  the  upper 
floors  of  the  store  building.  That  department  usually  employed 
three  salespersons.  It  sold  electrical  appliances  of  all  kinds, 
including  vacuum  cleaners,  heaters,  ice  machines,  percolators, 
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toasters,  and  irons.  The  department  carried  several  of  those 
articles  in  more  than  one  manufacturer's  brand.  Other  depart- 
ments on  the  same  floor  sold  kitchen  furnishings,  such  as  towel 
racks  and  holders,  pots,  pans,  and  kettles,  and  such  hardware  as 
tools  and  locks.  The  store  sold  about  250  Diana  washers  yearly. 
Operating  figures  for  the  electrical  appliance  department  as  a 
whole  for  1922  and  1923,  as  shown  on  the  books  of  the  company, 
are  given  in  Exhibit  1. 

Exhibit  i 

Sales,  Expenses,  and  Stock-Turn  of  Electrical  Appliance 
Department  of  Henderson  Company,  192 2-1923 


Season 

Sales 

Expense  in  Percentage 
of  Sales 

Stock-Turn — 
Times  per  Season 

Spring,  1922 
Fall,  1922 
Spring,  1923 
Fall,  1923 

$88,200 
42,350 
32,340 
35770 

18.3% 
27.6 

254 
26.1 

10. I* 

1.6 
2.1 
2.0 

*The  stock-turn  for  this  period  was  influenced  by  an  unusually  extensive  special  sale. 

The  general  methods  of  merchandising  in  the  electrical  appli- 
ance department  differed  in  several  ways  from  the  methods  used 
in  other  departments  of  the  store.  The  salespersons,  whether 
men  or  women,  had  to  be  specially  instructed  in  the  mechanical 
features  of  the  appliances.  It  was  necessary  that  the  salespersons 
be  able  to  explain  the  technical  advantages  of  one  make  over 
another  and  the  types  of  current  and  the  voltage  necessary  for 
the  proper  functioning  of  the  appliances.  The  merchandise  man- 
ager estimated  that  it  took  about  six  months  to  train  a  sales- 
person properly  for  that  department.  Special  provision  had  to  be 
made  for  repair  and  service  work  on  electrical  appliances  in  use 
by  customers.  A  repair  man  was  employed  by  the  electrical  appli- 
ance department,  and  was  sent,  at  the  company's  expense,  to 
repair  appliances  which  broke  down  within  the  period  for  which 
they  had  been  guaranteed.  After  that  period,  repairs  were  made 
free  or  were  charged  to  customers,  according  to  circumstances. 

Electric  washing  machines  were  unlike  most  other  depart- 
ment store  items  in  that  practically  all  such  machines  bore  manu- 
facturers' nationally  advertised  brands  and  were  sold  at  uniform 
resale  prices.    Moreover,  since  the  unit  price  of  a  machine  was 
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large,  the  machines  frequently  were  sold  at  retail  on  some  plan 
of  instalment  payments.  Approximately  90%  of  the  Henderson 
Company's  sales  of  washing  machines  were  made  on  a  deferred- 
payment  plan.  Subject  to  the  approval  of  the  credit  department, 
the  company  permitted  customers  to  purchase  furniture,  rugs, 
and  house  and  kitchen  furnishings  on  instalments.  The  deferred- 
payment  plan  was  uniform  for  all  those  departments:  the  cus- 
tomer made  an  initial  cash  payment  of  20%  of  the  selling 
price  and  paid  the  balance  in  four,  six,  eight,  or  ten  monthly 
instalments,  plus  6%  interest  per  annum  on  the  balance  of  the 
account  due  at  the  end  of  each  month.  Because  of  the  definite 
resale  price  and  the  deferred-payment  plan,  the  company  seldom 
took  sales  mark-downs  on  electric  washing  machines.  The  ma- 
chines were  not  subject  to  deterioration,  rapid  style  decadence, 
or  radical  price  changes.  The  number  of  washing  machines 
returned  after  purchase  was  negligible. 

The  store  made  fully  85%  of  its  sales  of  electric  washing 
machines  to  women.  So  far  as  could  be  learned,  women  who 
expected  to  purchase  electric  washing  machines  visited  several 
stores  and  compared  the  mechanical  features,  appearance,  and 
prices  of  the  various  models  shown.  A  delay  of  several  hours 
or  days  usually  occurred  between  a  customer's  first  inspection  of 
a  machine  and  her  final  purchase.  The  buyer  for  the  electrical 
appliance  department  was  of  the  opinion  that  women  bought  elec- 
tric washing  machines  chiefly  in  order  to  lighten  the  work  of 
laundering  and  to  shorten  the  time  required  for  that  work,  and 
that  they  were  influenced  in  their  selection  of  a  machine  chiefly 
by  its  probable  efficiency  in  operation  and  economy  in  use.  The 
store's  largest  sales  of  electric  washing  machines  were  in  March 
and  April,  although  many  of  the  other  articles  in  the  electrical 
appliance  department  were  sold  in  their  largest  volume  during  the 
Christmas  season. 

The  Diana  washer  was  of  the  vacuum  type.  It  was  composed 
of  an  iron  stand  holding  a  large  copper  container  within  which 
three  inverted  bowls  moved  up  and  down  in  unison  when  the 
machine  was  in  operation.  A  clothes  wringer  was  attached  to  the 
iron  stand.  All  the  moving  parts  on  the  machine  were  driven  by 
an  electric  motor.  The  articles  to  be  laundered  were  placed  in 
the  container  with  a  quantity  of  water  and  flaked  soap.     The 
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motor  operated  the  inverted  bowls,  which  alternately  pushed  the 
articles  to  be  washed  against  the  bottom  of  the  container  and 
sucked  them  away  from  the  bottom.  The  construction  of  the 
Diana  washers  was  such  that  they  operated  satisfactorily  for 
many  years  and  seldom  required  repairs  or  replacement  of  parts. 

The  plant  in  which  Diana  washers  were  manufactured  was 
about  200  miles  from  the  Henderson  Company's  store.  A  public 
utility  company  controlled  the  wholesale  distribution  of  Diana 
washers  in  the  city  in  which  the  Henderson  Company  was  located. 
The  utility  company  sold  the  washers  at  wholesale  to  the  Hen- 
derson Company  and  to  one  other  department  store,  which,  on 
the  whole,  sold  merchandise  in  a  lower  price  range  than  that 
sold  by  the  Henderson  Company.  The  utility  company  also  sold 
Diana  washers  at  retail.  No  exclusive  retail  agencies  were  granted 
by  the  manufacturer  of  Diana  washers.  The  public  utility 
company  sold  Diana  washers  to  the  stores  for  $115  apiece  and 
retailed  them  at  the  nationally  advertised  price  of  $145.  The 
utility  compan}'  allowed  the  department  stores  a  cash  discount 
of  2%  for  payment  within  10  days.  The  manufacturer  of  the 
v/ashing  machines  advertised  them  nationally  and  guaranteed 
them  for  one  year.  The  public  utility  company  advertised  the 
Diana  washers  in  the  local  newspapers;  the  Henderson  Company 
did  not  advertise  the  washing  machines.  Whether  the  machines 
were  purchased  from  the  department  stores  or  from  the  public 
utility  company,  that  company  delivered  the  machines  to  con- 
sumers and  furnished  service  and  repair  parts  whenever  neces- 
sary. The  Henderson  Company  did  not  carry  a  stock  of  these 
machines  but  sold  from  a  sample  machine  in  the  store.  The 
public  utility  company  retailed  Diana  washers  on  a  deferred- 
payment  plan  under  which  a  customer  made  an  initial  payment  of 
$10  and  paid  the  balance  in  12  monthly  instalments  of  $12.50 
each.  Occasionally,  in  special  circumstances,  the  utility  company 
accepted  an  initial  payment  of  $5  and  monthly  payments  of  $2. 
Under  this  latter  arrangement  the  total  price  was  the  same  as  it 
was  on  the  basis  of  $10  down  and  $12  a  month. 

For  comparison  with  the  operating  figures  of  the  electrical 
appliance  department,  Exhibit  2  gives  operating  figures  for  the 
misses'  dresses  department  of  the  Henderson  Company  for  1922 
and  1923.    Misses'  dresses  were  regarded  as  typical  of  the  shop- 
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Exhibit  2 


Sales,  Expenses,  Gross  Margin,  and  Stock-Turn  of  Misses' 

Dresses  Department  of  Henderson  Company. 

1922-1923 


Season 

Sales 

Expense  in 

Percentage 

of  Sales 

Gross 
Margin 

Stock-Turn — 
Times  per  Season 

Spring,  1922 
Fall,  1922 
Spring,  1923 
Fall,  1923 

$39>900 
51,800 
55.300 
74,200 

21.3% 
22.3 

22.3 

23.0 

28.1% 
26.9 
30.2 
26.3 

3-6 

4-9 
4.8 

5-6 

ping  goods  sold  by  the  Henderson  Company.  Nine  salespersons 
were  employed  in  that  department. 

In  purchasing  such  merchandise  as  misses'  dresses,  the  depart- 
ment buyer  always  had  to  consider  style.  Purchases  frequently 
had  to  be  made  before  conclusive  evidence  was  obtainable  as  to 
the  exact  type  of  garment  which  would  prove  popular.  The  size 
of  the  stocks  of  dresses  also  had  to  be  regulated  so  that  the  store 
would  not  have  a  large  inventory  of  merchandise  after  the  styles 
ceased  to  be  popular.  Because  of  style  changes  it  sometimes  was 
necessary  for  the  department  to  resort  to  mark-downs  in  order  to 
sell  the  remaining  merchandise.  Special  sales  of  advantageously 
purchased  merchandise  were  held  in  order  to  utilize  a  price  ap- 
peal, which  was  judged  to  be  strong  in  this  type  of  merchandise. 

Because  it  did  not  seem  possible  for  the  electrical  appliance 
department  of  the  Henderson  Company  to  make  a  profit  in  selling 
the  Diana  washers  on  the  gross  margin  allowed,  the  buyer  inves- 
tigated other  available  brands  of  washing  machines.  He  found 
two  nationally  advertised  electric  washing  machines,  called 
"Vacuum  Bowl"  and  "Excellent,"  either  of  which  would  fit 
the  requirements  of  the  store  and  yield  the  store  a  larger  gross 
margin  than  it  obtained  on  the  Diana  washer.  The  store  had 
ample  storage  space  available  for  such  products. 

The  Vacuum  Bowl  electric  washer  was  similar  to  the  Diana 
washer  in  that  it  was  made  with  a  copper  container  in  which 
inverted  vacuum  bowls  moved  up  and  down.  It  had  two  inverted 
bowls  instead  of  three  and  an  additional  set  of  gears  which  car- 
ried the  shaft  holding  those  bowls  one-quarter  of  a  turn  around 
the  cylindrical  container  during  each  up  and  down  movement 
of  the  plunger.   The  buyer  was  of  the  opinion  that  the  Vacuum 
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Bowl  washer  was  constructed  of  stronger  materials  and  was 
better  made  than  the  Diana  washer.  The  price  of  the  Vacuum 
Bowl  washer  was  $95  f.o.b.  factory,  and  the  freight  rate  from 
the  factory  to  the  store  was  $1.75  per  machine.  The  usual  retail 
price  of  the  machine  was  $165.  The  Vacuum  Bowl  washer  was 
advertised  nationally  but  not  so  frequently  as  was  the  Diana 
washer. 

The  Excellent  washer  was  of  what  was  known  as  the  oscil- 
lating type.  It  likewise  had  a  cylindrical  copper  container  for 
the  articles  to  be  laundered,  but  instead  of  being  stationary  and 
vertical  the  cylindrical  container  was  horizontal  and  rocked  back 
and  forth  on  its  axis.  The  inside  was  corrugated  to  resemble  a 
washboard  and  the  motion  of  the  container  rubbed  the  clothes 
on  the  corrugation.  This  machine,  like  the  other  two  brands, 
had  an  electrically  driven  clothes  wringer  attached.  The  Excel- 
lent washer  was  advertised  to  about  the  same  extent  as  was  the 
Vacuum  Bowl  washer.  The  Excellent  washer  was  made  in  three 
sizes,  costing  at  wholesale,  f.o.b.  factory,  $55,  $85,  and  $100,  and 
selling  at  retail  at  $90,  $140,  and  $165,  respectively.  The  freight 
rate  from  the  factory  to  the  store  was  $1.50  per  machine. 

Both  the  Vacuum  Bowl  washer  and  the  Excellent  washer  were 
guaranteed  by  the  manufacturers  for  one  year.  If  it  sold  these 
machines,  the  Henderson  Company  would  have  to  carry  stocks 
of  the  machines,  make  deliveries  to  customers,  and  provide  for 
repair  work  and  replacements.  The  manufacturers  both  allowed 
retailers  $1  for  service  on  each  machine  sold.  New  parts  could  be 
obtained  from  the  manufacturers  in  about  two  weeks.  From 
previous  experience  the  buyer  for  the  electrical  appliance  depart- 
ment expected  few  mechanical  troubles  from  the  washing  machines 
and  thought  that  the  allowances  made  by  the  manufacturers 
were  sufficient  to  cover  the  cost  of  any  extra  services  necessary. 
Exclusive  agents'  rights,  furthermore,  probably  could  be  obtained 
from  either  or  both  manufacturers  without  guaranties  by  the 
Henderson  Company  as  to  minimum  sales  per  year.  Although 
the  Henderson  Company  had  not  advertised  Diana  washers, 
the  buyer  recognized  that  it  might  be  advisable  to  commence 
newspaper  advertising  for  the  new  brands,  on  which  larger  gross 
margins  were  obtainable.  The  buyer  estimated  that  the  cost  of 
stocking  and  delivering  these  washers,  exclusive  of  freight,  would 
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be  about  $3  per  machine.  The  company  probably  would  not 
purchase  fewer  than  six  washers  at  a  time,  although  it  could 
order  as  small  a  number  as  it  desired. 

The  Henderson  Company  decided  to  sell  both  the  Vacuum 
Bowl  washer  and  the  Excellent  washer  in  addition  to  the  Diana 
washer.  Although  the  company  believed  it  experienced  losses  on 
sales  of  Diana  washers,  it  decided  to  continue  to  sell  them 
because  some  of  its  customers  preferred  that  brand.  Moreover, 
sales  of  Diana  washers  increased  the  total  volume  of  sales  made 
by  the  department  and  thereby  assisted  in  meeting  the  overhead 
charges.  The  store  sold  Excellent  washers  in  three  sizes.  By 
selling  the  additional  lines,  the  store  made  it  possible  for  cus- 
tomers to  examine  and  compare  several  types  and  models  of 
washing  machines  without  leaving  the  department.  The  store 
advertised  the  Excellent  and  Vacuum  Bowl  washers  but  did  not 
advertise  the  Diana  washers.  The  store's  credit  terms  for  the 
new  machines  were  the  same  as  for  the  Diana  washers. 

Sales  of  the  electrical  appliance  department  were  about  $3,500 
less  in  1924  than  in  1923.  The  expense  percentage  remained 
approximately  the  same,  but  the  rate  of  stock-turn  was  less. 
During  1924  the  sales  for  the  entire  store  increased;  the  sales 
in  the  misses'  dresses  department,  for  example,  increased  about 
$15,000,  while  the  expenses  and  stock-turn  in  that  department 
remained  about  the  same  as  in  the  last  half  of  1923. 


37.  J.  F.  Haskins 

EXCLUSIVE  AGENCY 

A  representative  of  the  Marengo  Vacuum  Sweeper  Company 
offered  J.  F.  Haskins  the  exclusive  agency  in  his  town  for  the 
Marengo  Sweeper.  Although  no  electrical  appliances  theretofore 
had  been  carried  in  stock,  merchandise  of  this  nature  frequently 
had  been  ordered  for  customers,  and  during  the  preceding  year 
six  Marengo  sweepers  had  been  sold  in  the  Haskins  store. 

J.  F.  Haskins  operated  the  largest  department  store  in  a  town 
of  6,500  population.  The  town  was  located  approximately  28 
miles  from  a  city  with  300,000  population  and  15  miles  from  one 
of  5,000  population.  The  trade  secured  by  J.  F.  Haskins  was 
primarily  from  the  farming  community,  although  there  was  some 
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manufacturing  in  the  form  of  woodworking  plants  and  a  milk 
condensery  in  the  town.  Three  other  department  stores  offered 
the  chief  competition  to  J.  F.  Haskins,  but  only  one  of  those 
stores  carried  vacuum  cleaners.  One  of  the  two  electrical  shops 
located  in  the  town  was  taking  orders  for  another  brand  of 
vacuum  cleaner,  but  carried  no  cleaners  in  stock. 

The  Marengo  sweeper  was  produced  by  one  of  the  largest 
manufacturers  of  vacuum  clearners  in  the  United  States;  it  had 
national  distribution  and  was  extensively  advertised  in  national 
publications.  Although  Mr.  Haskins  never  had  made  a  detailed 
study  of  the  comparative  merits  of  various  vacuum  cleaners,  re- 
ports from  the  customers  to  whom  he  had  sold  Marengo  sweepers 
indicated  that  they  were  giving  satisfaction. 

Under  the  exclusive  agency  plan,  Mr.  Haskins  was  to  be  made 
an  authorized  Marengo  dealer  in  accordance  with  the  terms  of 
the  dealer's  agreement.  The  representative  stated  that  in  order 
to  insure  the  retailer  of  an  exclusive  agency  he  would  have  to 
agree  to  take  six  sweepers  the  first  month  and  three  each  month 
thereafter  during  the  continuation  of  the  contract.  Furthermore, 
the  agreement  was  to  continue  only  so  long  as  Mr.  Haskins  sold 
no  competitive  brand  of  vacuum  cleaners. 

The  following  dealer's  agreement  was  presented  to  Mr.  Has- 
kins for  his  signature: 

Authorized  Marengo  Dealer's  Working  Agreement 


THE  MARENGO  VACUUM  SWEEPER  COMPANY,  of  Chicago, 
Illinois,  hereinafter  known  as  the  Company,  hereby  appoints 

Street City State 

hereinafter  known  as  the  Dealer,  as  an  Authorized  Marengo  Dealer,  to 
sell  Marengo  Vacuum  Sweepers,  equipment,  parts,  and  to  render  service 
to  the  consumer  under  the  following  terms  and  conditions,  and  in  the 
following  described  territory 

THE  COMPANY  AGREES 

1.  To  give  the  Dealer  the  benefit  of  the  lowest  prevailing  pi  ices  on 
all  shipments  made.  (The  company  reserves  the  right  to  adjust  prices 
should  it  find  it  necessary,  such  changes  to  affect  all  unshipped  orders 
but  to  protect  fully  the  dealer's  margin  of  profit.) 

2.  That  it  will  continue  on  a  large  scale  a  comprehensive  national 
advertising  campaign  to  familiarize  the  public  with  Marengo  Vacuum 
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Sweepers  and  minimize  sales  resistance  for  the  Authorized  Marengo 
Dealer. 

3.  That  in  its  national  advertising  it  will  call  attention  to  the  fact 
that  only  certain  selected  merchants  in  every  community  are  authorized 
and  licensed  to  sell  and  service  its  product.  The  consumer  can  only 
safeguard  his  every  interest  by  purchasing  a  Marengo  Vacuum  Sweeper 
from  such  Authorized  Marengo  Dealers. 

4.  That  it  will  furnish  the  Authorized  Marengo  Dealer  with  a  cer- 
tificate or  license  suitable  for  framing,  authorizing  him  to  sell  Marengo 
Vacuum  Sweepers  with  the  Guaranty  of  the  Company.  Said  license 
to  be  issued  only  for  the  current  calendar  year,  and  to  be  renewable 
from  year  to  year  thereafter,  during  the  life  of  this  contract. 

5.  That  it  will  issue  a  Guaranty  Bond  to  each  purchaser  of  a 
Marengo  Vacuum  Sweeper  sold  through  the  Authorized  Marengo  Dealer 
herein  named.  On  all  such  sales  the  Company  will  allow  the  purchaser 
an  entire  year  within  which  to  discover  latent  defects  in  material  or  in 
the  process  of  manufacture.  The  Company  builds  into  every  Marengo 
Vacuum  Sweeper,  efficient  labor  and  honest  material,  but  the  Guaran- 
ty Bond  is  an  added  protection  for  service  and  necessary  replacements. 
It  is  understood  and  agreed  that  the  Guaranty  Bond  is  not  sent  to  pur- 
chasers unless  the  tag  hereinafter  referred  to  is  sent  to  the  Company 
promptly.  The  tag  is  the  Company's  record  upon  which  the  Guaranty 
Bond  is  issued  to  the  purchaser. 

6.  That  no  Guaranty  Bond  will  be  issued  by  the  Company  on  any 
Marengo  Vacuum  Sweeper  sold  through  unauthorized  dealers. 

7.  That  it  will  replace  free  of  cost  to  the  Dealer  for  the  purchaser 
any  defective  parts  on  Marengo  Vacuum  Sweepers  within  one  year,  in 
accordance  with  the  terms  of  the  Guaranty  Bond. 

8.  That  it  will  furnish  the  Dealer  with  advertising  matter,  booklets, 
folders,  signs,  electrotypes  for  newspaper  advertising,  copy  suggestions 
for  same,  price  lists,  suggestions  for  window  displays,  cooperation  on 
special  sales  campaigns  and  all  other  necessary  advertising  material. 

9.  That  it  will  give  the  Dealer  or  his  salesmen  the  privileges  and 
advantages  of  the  Marengo  Sales  School  conducted  either  in  Chicago, 
Illinois,  or  in  the  field  as  the  Company  may  see  fit  and  that  it  will  fur- 
ther cooperate  with  the  Dealer  in  many  other  ways  to  promote  effec- 
tively the  sale  of  Marengo  Vacuum  Sweepers. 

THE  DEALER  AGREES 

10.  That  he  will  aggresively  promote  sales  and  maintain  a  sales 
organization  satisfactory  to  the  Company,  which  organization  will  con- 
duct actual  demonstrations  of  the  Marengo  Vacuum  Sweeper  in  homes 
and  in  this  manner  secure  a  satisfactory  volume  of  business.  He  agrees 
also  that  he  will  read  the  Marengo  Sales  Manual,  receipt  whereof  is 
hereby  acknowledged.  Also  that  he  will  place  the  responsibility  of  the 
Marengo  Department  in  his  store  upon  a  certain  specified  person  or 
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persons  in  his  organization  who  will  likewise  read  and  study  the 
Marengo  Sales  Manual.  It  is  agreed  that  a  thorough  knowledge  of  the 
product  of  the  Company  is  necessary  intelligently  to  demonstrate,  sell 
and  service  it  to  the  consumer. 

11.  That  each  Marengo  Vacuum  Sweeper  before  being  delivered  will 
be  carefully  inspected  and  tested  in  his  store  before  it  is  delivered  or 
demonstrated  to  the  purchaser  by,  first,  attaching  belt  to  fan  pulley; 
second,  attaching  handle  to  see  that  it  fits  properly;  third,  connecting 
plug  and  turning  on  current;  fourth,  seeing  that  the  machine  lifts  the 
carpet  to  the  nozzle  opening  of  the  machine.  This  precaution  is  neces- 
sary to  prevent  delivery  of  machines  that  have  been  damaged  by  acci- 
dent or  careless  handling  in  delivery  or  in  storage.  After  each  Marengo 
Vacuum  Sweeper  has  been  so  inspected  and  tested,  the  salesman  will 
thoroughly  instruct  the  purchaser  in  the  use  and  care  of  the  sweeper  as 
outlined  in  the  Company's  printed  Instruction  Book  which  accompanies 
each  sweeper. 

12.  That  as  soon  as  a  Marengo  Vacuum  Sweeper  is  delivered  and 
the  purchaser  has  been  properly  instructed  in  the  use  and  care  of  same, 
the  Dealer  will  immediately  remove  the  tag  from  the  sweeper  and  fill 
in  all  information  requested.  At  the  end  of  each  week  the  Dealer  will 
mail  all  tags  to  the  General  Offices  at  Chicago,  Illinois,  so  that  the  Com- 
pany may  record  the  purchaser's  name,  address,  serial  number  of  ma- 
chine, and  date  of  purchase  and  promptly  send  to  the  user  its  Guaran- 
ty Bond  which  will  guarantee  the  sweeper  for  one  year  as  hereinbefore 
set  forth. 

13.  That  in  order  to  make  replacements  to  Marengo  owners,  the 
dealer  will  maintain  and  carry  a  certain  minimum  stock  of  parts  to  be 
agreed  on  with  the  District  Manager  of  the  Company.  Such  satisfac- 
tory stock  of  parts  to  be  based  on  the  previous  sales  of  Marengo  in  the 
community,  and  on  the  dealer's  volume  of  Marengo  sales. 

14.  That  he  will  give  prompt  attention  to  all  service  work  on 
Marengo  Vacuum  Sweepers  in  his  community,  making  a  reasonable 
charge  for  labor  and  for  necessary  parts  not  in  excess  of  the  Company's 
current  retail  parts  price  list.  Also  that  he  will  replace  for  Marengo 
owners  from  this  stock  without  charge  defective  parts  that  come  under 
the  Company's  one-year  guaranty,  collecting  all  defective  parts  so 
replaced,  carefully  marking  same,  giving  date  of  replacement,  customer's 
name  and  the  serial  number  of  the  machine  and  return  such  parts  to 
the  Company  at  Chicago,  Illinois,  for  credit  within  30  days  after  such 
replacement  is  made. 

15.  That  he  will  furnish  prominent  space  in  his  store,  including  the 
main  floor,  for  the  continuous  display  of  Marengo  Vacuum  Sweepers 
to  attract  attention  and  arouse  the  interest  of  prospective  buyers. 

16.  That  he  will  display  Marengo  Vacuum  Sweepers  in  his  windows 
at  least  twice  each  month,  and  that  he  will  render  such  other  coopera- 
tion as  may  be  necessary  for  the  purpose  of  taking  full  advantage  of 
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the  National  advertising  which  the  Company  does  on  a  very  big  scale 
to  promote  the  sale  of  Marengo  Vacuum  Sweepers. 

17.  That  he  will  liberally  use  local  newspapers  and  other  forms  of 
local  advertising  for  the  purpose  of  informing  the  public  that  he  is  an 
Authorized  Dealer  of  Marengo  Vacuum  Sweepers,  in  this  way  closely 
tying  up  with  the  Company's  national  advertising. 

18.  That  he  will  maintain  the  policies  set  forth  from  time  to  time 
by  the  Company  affecting  the  best  interests  of  the  Dealer,  the  con- 
sumer and  the  Company  alike  in  the  furtherance  of  good  business 
relations. 

19.  That  he  will  sell  at  retail  to  consumers  only,  and  in  the  event 
that  he  should  become  overstocked,  or  this  contract  be  canceled  for 
any  reason,  he,  the  Dealer,  in  consideration  of  his  appointment  as  an 
Authorized  Marengo  Dealer,  hereby  gives  the  Company  a  first  option 
to  purchase  at  the  prevailing  dealer's  price  whatever  stock  of  Marengo 
Vacuum  Sweepers  he  may  have  on  hand. 

The  only  terms  on  which  the  Company  does  business  with  any  dealer 
are  1%  10  days,  net  30  days;  except  west  of  the  Rocky  Mountains 
where  the  terms  are  1%  30  days,  net  45  days.  These  terms  are  under- 
stood and  agreed  to  by  the  Dealer. 

This  agreement  to  be  in  full  force  and  effect  and  binding  on  each 
of  the  parties  until  canceled,  which  may  be  done  at  any  time  by  either 
party  by  30  days'  written  notice.  In  the  event  that  this  contract  is 
canceled  the  Dealer  hereby  agrees  that  he  will  voluntarily  surrender 
his  License  and  all  advertising  material,  signs  or  other  material  which 
the  Company  has  sent  him  for  the  purpose  of  identifying  him  as  an 
Authorized  Marengo  Vacuum  Dealer. 

This  contract  covers  all  agreements  whether  written  or  verbal,  and 
is  effective  only  when  properly  signed,  received  and  approved  by  the 
Company,  and  when  accompanied  by  the  Dealer's  initial  order. 


^8.  Penwick  Company 
exclusive  agency 

The  Penwick  Company  operated  a  large  retail  and  wholesale 
grocery  business  in  Philadelphia.  It  sold  fancy  groceries  and 
imported  goods  under  the  Penwick  brand.  It  also  sold  large 
quantities  of  staple  groceries.  The  traveling  salesmen  for  its 
wholesale  department  covered  a  territory  of  about  300  miles 
radius  from  Philadelphia. 

Mr.  J.  K.  Lawson,  who  operated  a  grocery  store  in  a  town  in 
New  Jersey,  requested  the  exclusive  agency  for  Penwick  goods 
in  his  town.   The  town  where  his  store  was  located  had  a  resi- 
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dent  population  of  2,200.  During  the  summer  months  the  popu- 
lation was  increased  temporarily  by  the  influx  of  over  1,000 
people  each  year  from  Philadelphia,  New  York,  and  other  cities. 
These  summer  visitors  were  well  to  do,  and  many  of  them  owned 
cottages  and  summer  homes  in  the  town.  There  was  also  a  large 
summer  hotel  in  the  town.  In  addition  to  the  Lawson  store,  there 
were  three  other  grocery  stores,  which  were  less  attractive  in 
appearance  and  poorer  credit  risks.  The  Lawson  store  was  un- 
questionably the  best,  and  it  had  a  good  credit  rating. 

The  Penwick  Company  previously  had  sold  to  all  these  stores. 
It  also  had  sold  directly  to  the  hotel.  The  retail  branch  of  the 
Penwick  Company,  furthermore,  shipped  mail  orders  by  express 
directly  to  consumers  in  the  town  during  the  summer.  Other 
wholesale  grocers  in  Philadelphia  and  New  York  competed  for 
orders  from  the  retailers  and  the  hotel. 

The  Penwick  Company  never  had  granted  exclusive  agencies. 
If  this  request  of  Mr.  Lawson  were  granted,  it  would  be  for  an 
indefinite  period  which  could  be  terminated  at  will  by  either  party. 
The  Penwick  Company,  furthermore,  would  not  be  obliged  to 
discontinue  its  sales  to  the  hotel  or  to  refuse  the  acceptance  of 
mail  orders  directly  from  consumers. 

Should  the  Penwick  Company  have  granted  Mr.  Lawson  the 
exclusive  agency? 


39.  Davenport  Tire  Company 
exclusive  agencies 

The  growth  of  the  sales  of  a  competitor,  the  Ingram  Tire  Com- 
pany, through  exclusive  agencies  in  1920,  192 1,  and  1922,  caused 
the  officials  of  the  Davenport  Tire  Company  in  1922  to  doubt  the 
efficacy  of  their  own  policy  of  marketing  tires  through  as  many 
dealers  as  could  be  induced  to  handle  the  Davenport  brand.  The 
Davenport  Tire  Company  manufactured  about  one-ninth  of  the 
total  output  of  tires  in  the  United  States  and  sold  to  over  20,000 
retailers.  The  practice  of  the  Davenport  Tire  Company  and  the 
other  large  tire  companies  had  been  to  grant  franchises  freely  to 
retailers,  on  the  ground  that  a  large  number  of  dealers  was  essen- 
tial for  distributing  tires. 
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After  its  establishment  in  19 13,  the  Ingram  Tire  Company  fol- 
lowed a  policy  of  granting  exclusive  agencies.  It  stated  to  its 
customers  that  it  expected  to  become  one  of  the  large  producers 
and  that  it  did  not  intend  at  any  time  to  depart  from  its  initial 
policy  of  exclusive  agencies.  This  announcement,  was  greeted 
with  predictions  of  failure  by  competing  firms.  During  the  war, 
however,  it  increased  its  production  at  about  the  same  rate  as  in 
normal  times.  Even  during  the  depression  following  the  expan- 
sion period  it  showed  a  wholesome  growth,  and  in  1922  it  became 
trade  knowledge  that  the  company  would  increase  its  daily  pro- 
duction to  5,000  tires.  The  increased  output  was  to  be  handled 
solely  through  exclusive  agencies. 

Because  of  a  growing  conviction  that  numerous  retailers  han- 
dling its  tires  were  not  real  merchants,  the  Davenport  Tire  Com- 
pany started  a  campaign  to  induce  a  selected  number  of  re- 
tailers to  stock  only  Davenport  tires.  In  192 1  it  stated  that  in 
the  future  no  franchise  would  be  granted  where  it  appeared  likely 
to  interfere  with  the  business  of  another  retailer  then  holding  a 
franchise.  The  retailers  who  held  franchises  were  somewhat 
skeptical,  however,  whether  in  practice  this  limitation  would  be 
observed,  since  the  company  was  to  be  the  sole  judge  of  whether 
a  new  franchise  would  interfere  with  that  of  an  established  Daven- 
port retailer.  Prior  to  192 1,  indiscriminate  franchise  letting  had 
made  retailers  reluctant  to  spend  much  time  or  money  in  attempt- 
ing to  increase  sales  of  Davenport  tires,  since  their  advertising 
and  sales  efforts  could  easily  be  capitalized  by  competing  Daven- 
port retailers.  The  local  competition  had  stimulated  price  cutting, 
and  tires  not  infrequently  were  sold  at  retail  prices  as  low  as  cost 
plus  5%. 

The  Davenport  Tire  Company  in  192 1  discontinued  the  prac- 
tice of  selling  at  retail  from  its  92  wholesale  branches.  Although 
retailers  previously  had  objected  to  the  presence  of  the  company 
as  a  competitor  in  the  retail  field,  it  had  made  sales  at  retail  in 
order  to  increase  its  volume  and  thereby  lighten  the  burden  of 
the  expenses  of  the  wholesale  branches.  To  sell  at  retail  from  a 
wholesale  branch  it  had  been  necessary  to  have  the  wholesale 
branch  centrally  located  in  expensive  quarters;  the  companies 
which  did  not  maintain  expensive  wholesale  branches  undersold 
the  Davenport  Tire  Company.  After  the  discontinuance  of  its 
retail  business,  the  Davenport  Tire  Company  moved  several  of 
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its  branches  out  of  high-rent  districts  and  erected  warehouses 
upon  cheaper  sites.  There  was  a  possibility  that  the  company 
could  economize  further  in  its  warehouse  and  branch  organiza- 
tion by  inaugurating  the  exclusive  dealer  system.  For  the  ad- 
ministration of  20,000  retailers  the  Davenport.  Tire  Company 
maintained  6  sales  divisions,  15  districts,  and  92  branches.  The 
exclusive  agency  system  was  expected  to  reduce  the  number  of 
retailers  to  7,000,  and  a  less  elaborate  wholesale  organization 
probably  would  be  able  to  take  care  of  the  requirements  of  the 
smaller  number  of  retailers. 

The  requirements  for  storage  space  in  the  wholesale  ware- 
houses had  been  lessened  during  the  preceding  years  by  the 
simplification  of  the  line.1  In  1922  the  Davenport  Tire  Company 
was  manufacturing  and  selling  only  1 7  sizes  of  casings  and  tubes, 
A  majority  of  the  sizes  were  made  in  several  treads  and  in  both 
fabrics  and  cords.  The  average  inventory  carried  in  each  whole- 
sale branch  of  the  Davenport  Tire  Company  was  2,500  tires. 
A  normal  stock  for  a  retailer  with  a  well-developed  tire  business 
was  500  tires;  but  many  small  retailers  and  garages  carried  only 
a  few  sizes  of  any  one  brand  in  stock  and  bought  from  hand  to 
mouth  from  the  manufacturer's  wholesale  branches. 

A  stipulation  of  the  Davenport  Tire  Company,  which  was  ob- 
jectionable to  retailers  under  the  old  plan,  required  a  $100  mini- 
mum order,  with  a  sliding  scale  of  discounts  which  increased 
according  to  the  volume  of  orders  received  from  each  retailer. 
Other  manufacturers  of  standard  tires  did  not  require  a  minimum 
order.  The  company  had  sought  to  overcome  this  by  dealer 
helps  and  by  a  provision  whereby  new  tires  that  had  been  in 
stock  less  than  two  years  could  be  returned  by  retailers  for  ex- 
change at  a  charge  of  5%. 

If  the  Davenport  Tire  Company  were  to  restrict  its  distribution 
to  exclusive  retail  agencies,  the  risk  of  a  temporary  decline  in 
sales  was  serious,  for  the  company  had  expanded  its  production 
rapidly.  No  plan  had  been  formulated  for  a  just  method  of  dis- 
continuing sales  to  retailers  who  had  been  selling  Davenport  tires. 
The  company  had  supplied  all  retailers  with  metal  signs  for  their 

1  In  1918,  on  recommendation  of  the  Commercial  Economy  Board  of  the  Coun- 
cil of  National  Defense,  later  the  Conservation  Division  of  the  War  Industries 
Board,  the  tire  manufacturers  had  reduced  the  number  of  sizes  of  pneumatic  tires 
manufactured  from  287  to  33.  That  plan  provided  for  further  reductions  each 
year  until  a  minimum  standard  was  reached. 
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establishments  and  for  distribution  in  surrounding  territory. 
These  would  be  almost  a  total  loss  under  the  exclusive  agency 
plan.  Davenport  customers  included  garages,  accessory  stores, 
hardware  stores,  and  filling  stations.  It  had  been  decided  to  dis- 
continue the  filling  station  business.  The  company  would  have 
preferred  to  market  its  products  through  stores  selling  tires  ex- 
clusively or  through  accessory  shops,  but  apparently  many  car 
owners  desired  to  continue  to  buy  tires  in  garages  where  they 
kept  their  cars,  and  to  be  able  to  purchase  tubes  either  at  those 
garages  or,  in  cases  of  emergency,  at  immediately  accessible  stores 
or  garages. 

Should  the  Davenport  Tire  Company  have  adopted  an  exclu- 
sive agency  system,  giving  its  franchise  to  only  one  retailer  in 
each  locality? 


40.  Dinsmore  Automobile  Company 
use  of  guaranty 

In  1920  the  Dinsmore  Automobile  Company,  which  held  a 
distributor's  franchise  for  the  Loeb  Six  in  Cincinnati  and  sur- 
rounding territory,  received  numerous  complaints  from  customers 
because  of  burned-out  electric  starting  motors.  Loeb  Six  cars  at 
that  time  were  equipped  with  the  Cambria  ignition  and  starting 
system,  which  was  guaranteed  for  30  days  by  the  Cambria  Com- 
pany.1 If  trouble  developed  within  that  period,  repairs  were  made 

1  Another  company  manufacturing  automobiles  in  the  $5,000  price  class  made 
an  announcement  in  192 1  which  began  as  follows: 

In  order  to  accentuate  the  enormous  structural  strength  and  vitality  of 

the  automobile,  its  makers  announce  an  entirely  new  specific  time 

and  distance  guaranty  on  individual  components. 

Perhaps  in  no  other  way  can  the  sincerity  and  real  value  of  the  car  be  so 
convincingly  stated. 
Examples  of  the  application  of  the  guaranty  to  component  parts  were  as  fol- 
lows: The  engine  bed  was  guaranteed  for  15  years.  A  new  crankshaft  was  to  be 
installed  free  if  it  should  break  in  5  years.  The  magneto  was  guaranteed  for  25,000 
miles.  The  radiator  was  guaranteed  for  2  years.  The  transmission  gears  were  to 
be  replaced  without  charge,  if  one  broke.  The  transmission  shafts  were  guaranteed 
against  breakage  in  50,000  miles.  Such  guaranties  as  these  were  stated  specifically 
for  28  component  parts. 

In  the  early  years  of  the  tire  industry,  while  the  processes  of  manufacture  were 
imperfect  and  the  quality  of  the  product  not  uniform,  it  was  customary  to  sell 
tires  with  mileage  guaranties.  As  improvements  were  introduced  in  the  manufac- 
turing process,  the  mileage  guaranties  were  extended  from  3,000  to  5,000  and  6,000 
miles.    When  the  cord  tire  was  placed  on  the  market,  several  companies  found  it 
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free  of  charge  by  the  Cambria  branch  service  station  in  Cin- 
cinnati. Inasmuch  as  most  of  the  trouble  with  this  system 
occurred  after  the  30-day  period  had  expired,  many  Loeb  owners 
found  themselves  faced  with  heavy  repair  bills. 

In  view  of  the  proved  weakness  of  the  Cambria  starter  on  Loeb 
cars,  a  conference  was  called  at  which  the  Loeb  Automobile 
Company  and  its  distributors,  as  well  as  the  Cambria  Ignition 
Company,  were  represented.  It  was  pointed  out  at  this  conference 
that  since  the  Cambria  Ignition  Company  was  in  financial  straits, 
it  could  not  stand  the  burden  of  the  full  cost  of  replacements 
after  the  30-day  guaranty  had  expired.  The  decision  to  use 
Cambria  starters  on  Loeb  cars,  furthermore,  had  been  made  by 
Loeb  engineers,  and  apparently  these  starters  had  been  used  on 
motors  which  were  too  heavy  for  them  to  turn  over.  An  agree- 
ment finally  was  reached  whereby  the  cost  of  replacing  the 
burned-out  unit  after  the  30-day  guaranty  period  had  expired 
was  to  be  divided  equally  between  the  Cambria  Ignition 
Company,  the  Loeb  Automobile  Company,  and  the  distributor, 

practicable  to  extend  the  mileage  guaranties  to  7,000  and  8,000  miles.  Improve- 
ments in  manufacture  were  such,  however,  that  many  tires,  both  cord  and  fabric, 
gave  mileage  considerably  in  excess  of  the  guaranties.  Among  tire  manufacturers 
the  conclusion  eventually  became  common  that  the  mileage  guaranties  caused 
numerous  tire  users  to  ask  for  adjustments  to  which  they  were  not  justly  entitled. 
They  continued  to  grant  mileage  guaranties,  nevertheless,  in  order  to  distinguish 
their  standard  makes  of  tires  from  cheap,  competitive  products  put  out  by  manu- 
facturers of  little  responsibility.  Several  large  companies  even  extended  the  length 
of  their  mileage  guaranties,  despite  the  fact  that  the  policy  involved  a  heavy  refund 
expense  and  tended  to  cause  difficulties  in  determining  the  used  mileage  to  the 
satisfaction  of  both  parties. 

Finally,  in  1919,  the  United  States  Rubber  Company  announced  that  in  the 
future  all  its  standard  lines  of  tires  would  be  sold  without  a  mileage  guaranty  but 
that  adjustments  would  be  made  on  defective  tires  without  regard  to  mileage. 
Several  other  companies  adopted  the  same  policy  shortly  afterward,  and  since  that 
date  most  tire  manufacturers  have  abandoned  the  use  of  mileage  guaranties. 

Guaranties  also  have  been  used  by  manufacturers  in  numerous  other  industries. 
At  one  time  a  manufacturer  of  silk  gloves,  for  example,  used  the  following  guar- 
anty, stated  on  the  ticket  attached  to  each  pair  of  gloves:  "Warranted  not  to  cut 
through  or  wear  out  at  the  finger  ends  with  reasonable  wear."  On  the  inside  cover 
of  the  carton  in  which  the  goods  were  shipped  to  retailers  it  was  explained  that  the 
guaranty  was  intended  to  cover  tips  of  the  glove  only  while  the  rest  of  the  glove 
was  in  good  condition.  It  was  not  intended  to  cover  worn-out  gloves,  washed 
gloves,  gloves  cut  by  rings,  strained  gloves,  and  so  on.  The  exchanges  were  made 
by  the  retailers,  and  each  customer  asking  for  replacement  was  required  to  sur- 
render the  guaranty  tickets  of  both  the  pair  returned  and  the  new  pair  received 
in  exchange.  One  hosiery  manufacturer  stated  at  one  time  that  his  product  was 
"guaranteed,"  without  further  qualifications  or  explanation.  Another  hosiery  com- 
pany used  the  following  form  of  guaranty  on  the  ticket  attached  on  each  pair  of 
hose:  "If  this  pair  does  not  wear  satisfactorily,  please  return  with  this  ticket  to 
our  factory  and  we  will  send  a  new  pair  in  exchange." 
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provided  the  work  was  done  in  the  Cambria  service  stations. 
Since  the  Dinsmore  Automobile  Company,  however,  had  built 
up  an  exceptional  reputation  for  service  and  because  it  considered 
the  repair  work  done  by  the  local  branch  of  the  Cambria  Igni- 
tion Company  unreliable,  it  preferred  to  have  the  work  done  by 
a  small  local  shop  where  the  proprietor  would  guarantee  the 
work.  This  plan,  however,  made  it  necessary  for  the  company  to 
assume  two-thirds  of  the  repair  costs  on  the  starters  which  burned 
out  after  30  days  on  the  cars  that  it  had  sold. 

Which  party  or  parties  should  have  borne  the  cost  of  replac- 
ing burned-out  starters  after  the  30-day  guaranty  period  had 
expired? 

41.  Sagamore  Tractor  Company 
information  and  service  to  customers 

The  following  statement  sets  forth  some  of  the  conditions 
affecting  the  marketing  methods  of  the  Sagamore  Tractor  Com- 
pany in  1922. 

Although  the  tractors  manufactured  by  the  company  were  de- 
signed and  built  for  heavy  farm  work,  it  was  doubtful  whether 
they  could  be  used  economically  under  all  conditions  and  on  all 
sizes  of  farms.  As  a  result  of  several  years'  experiments,  a  new 
model  recently  had  been  developed  which  had  many  improve- 
ments in  motor  and  design  and  was  suited  for  the  heaviest  kinds 
of  farm  work.  Although  tests  had  demonstrated  that  in  general 
the  Sagamore  was  not  surpassed  in  performance  by  any  tractor 
on  the  market,  special  agents  reported  that  numerous  Sagamore 
users  were  dissatisfied  because  of  difficulty  in  obtaining  prompt 
repair  service,  and  that  several  owners  complained  that  they  had 
not  been  able  to  use  the  tractors  for  as  many  ourposes  as  the 
dealers  had  led  them  to  expect. 

The  C  model,  which  developed  9  h.p.  at  the  drawbar  and  16 
h.p.  at  the  pulley,  sold  for  $550  and  was  suitable  for  all  ordinary 
farm  work.  This  was  the  older  Sagamore  product,  on  which  the 
Sagamore  reputation  had  been  built.  It  was  adjustable  in  width 
and  could  be  used  in  its  narrow  adjustment  to  run  between  rows 
of  corn  or  cotton  and  in  its  wide  adjustment  to  straddle  the  rows. 
The  new  M  model,  which  developed  12  h.p.  at  the  drawbar  and 
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20  h.p.  at  the  pulley,  sold  at  retail  for  $1,300  and  was  adaptable 
to  use  for  numerous  purposes. 

The  company  employed  12  district  sales  managers  who  ap- 
portioned exclusive  territories  within  each  district  to  retail  dis- 
tributors. Annual  contracts  were  made  with  these  distributors 
specifying  the  number  of  tractors  to  be  sold.  The  rules  for 
giving  service,  however,  were  general  and  did  not  stipulate  that 
the  distributors  carry  any  specific  number  of  spare  parts  or  follow 
any  uniform  practice  in  giving  service.  These  distributors  fre- 
qently  made  subcontracts  with  local  dealers  with  whom  the 
Sagamore  Tractor  Company  had  direct  contact  only  through  two 
or  three  traveling  agents  from  each  district  manager's  office. 

Most  of  the  Sagamore  distributors  and  dealers  also  sold  other 
merchandise.  By  this  company,  farm  implement  dealers  were 
deemed  the  best  retail  agencies  for  marketing  tractors,  on  the 
grounds  that  the  sale  of  farm  implements  went  hand  in  hand 
with  the  sale  of  tractors  and  that  implement  dealers  could  advan- 
tageously combine  service  on  tractors  with  service  on  imple- 
ments. Keen  competition  existed  among  tractor  manufacturers 
for  placing  their  tractors  in  the  leading  implement  stores  in  each 
district.  Usually  there  were  not  more  than  three  or  four  imple- 
ment dealers  in  a  small  country  town,  and  the  most  reliable  of 
these  frequently  carried  the  lines  of  the  large  implement  manu- 
facturers, many  of  whom  also  made  farm  tractors  and  required 
their  dealers  to  carry  their  products  exclusively.  In  order  to 
secure  distribution,  it  had  been  necessary  in  some  places,  there- 
fore, to  give  the  agencies  for  Sagamore  tractors  to  automobile  or 
truck  dealers,  and  occasionally  to  hardware  merchants. 

Although  the  Sagamore  Tractor  Company  normally  gave  no 
financial  aid  to  its  distributors  in  their  local  advertising,  special 
campaigns  sometimes  were  instituted  in  which  the  company  of- 
fered to  pay  one-half  the  costs  of  local  advertising,  provided  the 
copy  and  choice  of  mediums  were  approved  by  the  home  office. 
Elaborate  folders  were  prepared  by  the  company  which  explained 
the  construction  of  the  two  models  of  tractors  in  detail  and  gave 
specific  technical  information  about  the  care  of  the  machines, 
with  illustrations  of  the  many  uses  to  which  the  Sagamore  tractor 
actually  had  been  put.  Results  of  the  experimental  work  on  the 
farm  which  the  company  maintained  near  its  factory  for  this 
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purpose  were  explained  in  the  folders.  Supplies  of  these  folders 
were  furnished  free  to  all  distributors  and  dealers. 

Since  it  had  been  found  that  the  uses  for  the  tractor  were  so 
varied  that  dealers  frequently  did  not  fully  appreciate  either  the 
possibilities  or  the  limitations  of  the  tractor,  an  attempt  was 
made  through  the  district  agents  to  furnish  this  information  to 
the  dealers.  No  company  policy  had  been  adopted,  however,  as 
to  whether  the  representatives  of  the  company  should  insist  that 
dealers  advise  farmers  regarding  tractor  limitations.  Several 
cases  had  been  reported  in  which  tractors  had  been  sold  to  small 
farmers  who  had  been  led  to  believe  that  they  could  use  tractors 
economically,  although  the  facts  proved  that  for  these  farmers 
the  cost  of  upkeep  of  the  tractors  exceeded  the  saving  in  time 
and  labor  which  resulted  from  discarding  horse-drawn  imple- 
ments. 

The  special  agents  sent  out  from  the  factory  had  found  that 
many  local  dealers  were  carrying  an  inadequate  supply  of  parts 
to  handle  the  demand  at  the  peak  periods  in  the  planting  and 
harvest  seasons,  because  they  were  interested  in  keeping  down 
their  inventories  even  at  the  risk  of  being  unable  to  provide 
service.  In  other  instances,  because  the  tractor  line  was  con- 
sidered subordinate  to  farm  implements,  the  service  organization 
maintained  by  the  dealer  was  adapted  for  handling  repairs  to 
implements  but  was  unfamiliar  with  the  technicalities  of  making 
repairs  to  tractors. 

Should  the  Sagamore  Tractor  Company  have  insisted  that  its 
distributors  and  dealers  advise  prospective  customers  regarding 
limitations  on  the  use  of  Sagamore  tractors?  Should  the  com- 
pany have  attempted  to  supervise  the  service  rendered  by  its 
distributors  and  dealers? 


II 


WHOLESALE  DISTRIBUTION  OF 
CONSUMERS'  GOODS 

i.  Clermont  Company 

WHOLESALE  TRADE1 

In  May,  1922,  inasmuch  as  the  wholesalers  who  previously  had 
contracted  for  the  major  portion  of  its  output  were  unwilling  to 
make  substantial  future  commitments,  the  Clermont  Company 
contemplated  selling  its  products  directly  to  retailers.  The  com- 
pany operated  two  mills  in  New  Jersey  for  the  manufacture  of 
hosiery  and  maintained  a  sales  office  in  New  York  City.  One 
wholesaler  was  ready  to  contract  for  the  entire  output  of  the 
Clermont  Company,  but  the  company  was  reluctant  to  take  the 
risk  of  becoming  wholly  dependent  on  a  single  customer. 

Although  its  products  were  more  nearly  staple  than  those  of 
silk  hosiery  manufacturers  who  specialized  on  fancy  designs,  the 
Clermont  Company  did  not  make  up  goods  for  stock.  The  Cler- 
mont Company  contracted  for  its  raw  material  from  three  to 
six  months  in  advance.  The  proportion  of  raw  material  cost  to 
total  cost  was  high  enough  to  cause  price  changes  in  the  finished 
product  when  fluctuations  occurred  in  raw  material  prices. 
Wholesalers  normally  contracted  early  in  the  fall  for  silk  hosiery, 
mostly  under  the  wholesalers'  private  brands,  to  be  delivered  to 
them  during  the  winter  and  in  turn  shipped  to  retailers  during 
the  spring  months.  Again  in  the  spring,  wholesalers  contracted 
for  hosiery  to  be  shipped  to  them  in  July  and  August  and  deliv- 
ered to  retail  stores  during  the  months  from  September  to 
December. 

In  manufacturing  hosiery  for  shipment  to  wholesalers,  the 
Clermont  Company  usually  made  up  a  large  lot  of  each  color  and 

1  For  earlier  cases  involving  questions  of  wholesale  trade,  see  Mohawk  Soap 
Company,  page  87;  Chocolink  Beverage  Company,  page  88;  Platinar  Company, 
page  93 ;  Cardiff  Manufacturing  Company,  page  97. 
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size.  This  scale  of  operation  yielded  substantial  economies  to 
the  manufacturer;  for  instance,  it  cost  little  more  to  dye  ioo 
dozen  pairs  than  to  dye  30  dozen  pairs;  and  there  were  other 
similar  economies.  In  selling  to  wholesalers,  it  was  not  necessary 
for  the  Clermont  Company  to  carry  a  stock  of  finished  goods; 
the  products  were  shipped  as  soon  as  manufactured.  Inasmuch 
as  wholesalers  carried  stocks,  occasional  delays  in  shipment, 
necessitated  by  contingencies  arising  during  the  process  of  manu- 
facture, seldom  caused  serious  embarrassment  to  the  manufac- 
turer or  inconvenience  to  the  wholesale  customers. 

At  its  sales  office  the  Clermont  Company  maintained  a  small 
sales  force  to  call  on  wholesalers.  In  changing  its  distribution 
policy,  the  company  did  not  wish  to  undertake  the  development 
of  a  traveling  sales  force  to  call  on  retail  stores.  The  possi- 
bility was  considered,  therefore,  of  selling  to  New  York  resident 
buyers  and  to  the  New  York  buying  offices  of  department  store 
buying  associations.1 

Several  groups  of  department  stores  situated  in  cities  at  a  dis- 
tance from  the  New  York  primary  market  had  formed  associa- 
tions for  the  purpose  of  maintaining  permanent  buying  offices  in 
New  York  City.  In  one  or  two  instances,  associations  of  depart- 
ment stores  which  originally  were  formed  for  the  purpose  of  com- 
paring data  on  operating  expenses  had  developed  at  least  partially 
into  buying  associations. 

In  such  lines  of  merchandise  as  women's  ready-to-wear  gar- 
ments, resident  buyers  operating  offices  in  New  York  City  on 

1The  Rockburn  Company,  a  departmentized  specialty  store  which  with  21 
other  stores  in  different  cities  was  a  member  of  a  group  buying  association,  obtained 
the  cooperation  of  the  other  members  of  the  association  in  inducing  a  hosiery 
manufacturer  to  undertake  to  develop  and  produce  a  special  type  of  hosiery  which 
the  Rockburn  Company  wished  to  introduce  in  its  women's  hosiery  department. 
The  feet  of  the  stockings  were  to  be  specially  processed  so  as  to  enhance  their 
wearing  qualities. 

Any  manufacturer  undertaking  to  make  these  stockings  would  have  to  change 
at  least  one  set  of  machines  for  the  purpose.  One  set  of  machines  could  produce 
approximately  1,000  dozen  pairs  of  stockings  per  month,  which  was  about  twice  the 
requirements  of  the  Rockburn  Company  for  this  special  type  of  hosiery.  The 
members  of  the  buying  association  as  a  whole,  however,  could  use  the  output  of  four 
sets  of  machines.  By  taking  the  initiative  in  this  matter,  the  Rockburn  Company 
was  able  to  obtain  through  its  affiliation  with  the  buying  group  the  special  hosiery 
required  by  its  merchandising  plans,  and  to  obtain  it  at  a  lower  price  than  would 
have  been  asked  had  the  store  been  purchasing  independently.  See  Rockburn 
Company,  Harvard  Business  Reports,  Vol.  3,  page  no. 
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their  own  account  had  built  up  a  clientele  among  small  department 
stores  outside  New  York.  A  typical  resident  buyer  entered  into 
contracts  with  several  department  stores  to  supply  them  with 
merchandise  in  the  lines  in  which  the  buyer  specialized,  making 
a  charge  for  his  services  of  3%  of  the  cost  of  the  goods  to  the 
firms.  Through  his  established  relations  with  manufacturers  and 
because  of  the  large  quantities  of  merchandise  which  he  was  able 
to  sell  them,  such  a  resident  buyer  asserted  that  he  ordinarily 
secured  substantial  discounts  from  the  prices  which  these  manu- 
facturers quoted  directly  to  the  individual  stores.  Since  merchan- 
dise purchased  through  a  resident  buyer  frequently  was  delivered 
to  the  retail  store  before  a  buyer  or  merchandise  manager  of  the 
store  had  had  an  opportunity  to  see  the  goods  or  inspect  samples, 
it  was  necessary  for  the  resident  buyer  to  arrange  for  liberal 
return  privileges  with  manufacturers. 

In  addition  to  the  sales  to  resident  buyers  and  buying  associa- 
tions, the  Clermont  Company  expected  that  orders  would  be 
obtained  from  department  store  buyers  who  visited  the  New 
York  selling  office.  If  at  any  time  the  Clermont  Company  wished 
to  dispose  of  merchandise,  when  demand  from  department  stores 
was  not  active,  it  was  planned  to  utilize  the  services  of  local  agents 
in  various  cities.  These  local  agents  customarily  sold  several 
non-competing  lines  of  merchandise  on  a  commission  basis,  and 
usually  manufacturers  who  expected  to  use  these  agents  as  an 
outlet  in  times  of  slack  demand  found  it  advisable  to  allot  them 
at  least  a  small  quantity  of  merchandise  for  sale  at  other  times, 
even  when  demand  was  brisk.  By  selling  the  bulk  of  its  output 
to  department  store  buying  associations  and  resident  buyers,  the 
Clermont  Company  estimated  that  its  selling  expenses  at  least 
would  be  no  greater  than  when  it  sold  entirely  to  wholesalers. 

The  United  Mercantile  Buying  Association  had  a  membership 
of  14  department  stores  and  metropolitan  specialty  stores  in  New 
England  and  central  and  western  New  York,  no  two  of  which 
were  situated  in  the  same  city.  The  annual  volume  of  sales  of 
these  stores  ranged  from  $1,300,000  for  the  smallest  store  to 
$4,800,000  for  the  largest  store.  The  members  of  the  association 
exchanged  figures  with  each  other  for  purposes  of  comparison. 
The  association  also  maintained  a  buying  office  on  Fifth  Avenue 
in  New  York.    This  office  was  utilized  by  several  departments  of 
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the  stores  in  placing  orders  for  as  much  as  35%  or  40%  of  their 
requirements,  and  by  others  to  a  smaller  extent.  In  all  cases, 
deliveries  were  made  to  individual  stores,  and  the  association 
assumed  no  credit  responsibility.  Four  stores  in  the  association 
had  developed  their  own  brands  on  numerous  articles  of  apparel; 
several  carried  well-known,  nationally  advertised  brands  of  wear- 
ing apparel;  and  all  sold  unbranded  merchandise.  Policies  in 
regard  to  securing  cash  discounts  differed  in  the  individual  stores. 

In  each  of  these  stores  buying  plans  were  under  the  close  con- 
trol of  one  or  more  merchandise  managers,  who  carefully  super- 
vised the  work  of  the  department  buyers.  The  stores  in  this 
group  all  placed  special  emphasis  on  rapidity  of  stock-turn.  Mer- 
chandise buying  plans,  therefore,  usually  were  made  up  on  a 
monthly  rather  than  on  a  seasonal  basis.1  In  buying  from  manu- 
facturers, the  stores  in  this  association  placed  large  orders  at 
the  beginning  of  a  season,  deliveries  to  be  made  at  specified  times 
and  in  specified  quantities  and  assortments  during  the  season. 
Punctual  delivery  on  the  dates  specified  was  essential,  since  mer- 
chandise on  order  frequently  was  advertised  for  sale  before  it  was 
received.  Several  of  the  stores  regarded  delivery  later  than  date 
promised  as  an  adequate  reason  for  returning  merchandise  to 
manufacturers. 

After  merchandise  managers  of  several  of  the  stores  had  had  an 
opportunity  to  inspect  its  hosiery,  the  manager  of  the  New  York 
buying  office  of  the  United  Mercantile  Buying  Association  en- 
tered into  negotiations  with  the  Clermont  Company  to  buy  90% 
of  its  output  for  the  fall  season  of  1922.  At  first  the  association 
demanded  the  same  price  that  wholesalers  had  paid.  Later,  the 
New  York  buying  office  was  authorized  to  offer  5%  more.  Poli- 
cies of  the  individual  stores  were  to  be  followed  as  regards  terms, 
deliveries,  returns,  and  brands.  It  was  understood  that  if  rela- 
tions proved  satisfactory,  the  arrangement  was  to  be  continued 
indefinitely,  but  a  contract  was  not  to  be  made  for  a  period  longer 
than  one  season. 

Would  it  have  been  advisable  for  the  Clermont  Company  to 
enter  into  the  proposed  arrangement  with  the  United  Mercantile 
Buying  Association? 

1  See  William  Penn  Company,  page  44;  Drake  Specialty  Store,  page  46. 
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2.  Grouse  &  Peabody 
wholesaler's  functions 

Following  a  common  trade  practice,  Grouse  &  Peabody,  a 
wholesale  grocery  firm  in  Ohio,  regularly  purchased  "futures"  in 
canned  vegetables  and  fruits.  According  to  this  system,  in  Janu- 
ary and  February  of  each  year  wholesalers  contracted  with  can- 
ners  for  the  bulk  of  the  goods  that  the  canners  expected  to  pack 
during  the  following  summer.  The  prices  at  which  deliveries 
were  to  be  made  were  specified  in  the  contracts,  and  the  whole- 
salers paid  those  prices  whether  or  not  open  market  prices 
changed.  Pro  rata  deliveries  were  provided  for  whenever  a  crop 
was  smaller  than  anticipated. 

The  following  statement  by  the  representative  of  a  canning 
company  was  published  in  the  Merchant's  Index,  October  29, 
1921: 

The  question  of  the  sales  of  future  canned  goods  is  a  merchandising 
problem  that  concerns  the  packer,  wholesaler,  and  retailer  alike.  If,  as 
has  been  the  case  this  past  year,  the  retailer  and  the  wholesaler  refrain 
from  purchasing  future  canned  goods,  reorganization  of  the  entire  can- 
ning industry  will  eventually  have  to  be  effected,  and  pending  this 
reconstruction,  production  will  be  materially  decreased,  with  the  result 
that  prices  will  automatically  soar  beyond  reason. 

It  is  an  easy  matter  for  the  retailer,  the  wholesaler,  or  both,  to  take 
the  position  that  they  will  not  participate  in  the  purchase  of  future 
canned  goods,  but  let  us  analyze  the  situation  and  see  what  the  effect 
will  be.  For  the  purpose  of  illustration  in  some  concrete  form,  let  us 
take  a  normal  pack  of  tomatoes  in  this  state,  which  we  would  estimate 
at  250,000  cases.  The  canner,  in  order  to  place  himself  in  a  position  to 
operate  his  plant  at  normal  capacity,  must,  of  necessity,  go  to  very 
considerable  expense  prior  to  the  operation  of  his  factory,  beginning 
early  in  the  winter  by  growing  tomato  plants,  contracting  acreage,  pur- 
chasing outright  labels,  boxes,  and  cans. 

The  nature  of  his  business  requires  him  to  take  this  chance  and 
gamble  far  in  advance  of  the  season.  Then  he  must,  if  he  properly 
conducts  his  business,  employ  field  men  and  supervise  the  proper  grow- 
ing and  cultivation  of  the  crop.  All  of  this  expense  is  a  cash  outlay 
prior  to  the  packing  season,  and  based  on  a  250,000  case  pack  of  No.  2 
tomatoes,  which  we  are  using  for  the  purpose  of  illustration,  the  canner's 
investment,  all  cash,  is  divided  approximately  as  follows: 

Tomatoes  purchased  from  farmer $  72,500 

Cans  for  250,000  cases 172,500 

Cases  and  labels  for  same  amount 35, 000 

Labor  in  factory 42,500 
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Overhead : 

Superintendence 

Repairs 

Field  supervision 

Steam,  light,  and  power 

Incidentals  which  have  a  direct  bearing  on 

the  operation  of  the  factory $112,500 

This  totals,  for  a  tomato  pack  of  only  250,000  cases,  an  amount  of 
$435,000  which,  if  the  sale  of  futures  is  stopped,  the  canner  is  required 
to  finance  in  advance  of  selling. 

The  canning  industry  has  not  been  established  financially  strong 
enough  to  bear  this  burden,  and  you  can  readily  see  what  the  effect  will 
be  if  this  industry,  through  a  drastic  change  in  merchandising,  is  forced 
to  be  reconstructed  and  reorganized. 

The  following  table  shows  the  purchases  of  No.  3  fancy  to- 
matoes by  Grouse  &  Peabody  for  the  years  1920,  192 1,  and 
1922: 

No.  3  Fancy  Tomatoes 

Purchases  (cases)                                                     1920         192 1  1922 

Futures    1,620           620  985 

Spot    1,250        2,175  1,972 

Prices  (average  per  case) 

Futures    $2.25        $1.77^4  $1.65 

Spot    2.00          1.85  1.87^ 

Futures  were  sold  to  retailers  by  wholesalers  during  the  period 
when  contracts  were  being  made  with  canners.  By  selling  futures 
to  retailers,  wholesalers  aimed  to  protect  themselves  against  loss. 
Although  the  price  to  be  paid  by  the  retailer  was  specified  in 
the  contract,  he  usually  was  given  a  guaranty  against  a  decline  in 
the  market  up  to  date  of  delivery;  if  the  spot  price  was  lower 
in  October  than  the  price  named  in  the  contract,  the  retailer  paid 
for  his  "futures"  at  the  spot  price.  Provision  also  commonly 
was  made  whereby,  if  the  crop  was  small,  the  seller  delivered 
pro  rata  on  all  futures  contracts.  Retailers  were  induced  to  buy 
futures  in  canned  goods  in  order  to  protect  themselves  on  special 
high-grade  brands.  These  brands,  however,  constituted  only  a 
small  part  of  the  sales  of  canned  goods  futures  to  retailers.  Their 
purchase  also  was  encouraged  on  the  theory  that  the  retailers 
thereby  saved  money  by  securing  lower  prices  on  futures  than 
on  spot  purchases.  This  theory  of  a  regular  and  substantial 
seasonal  fluctuation  in  prices  was  widespread  among  retailers  and 
wholesalers.    It  has  been  disproved,  however,  by  a  statistical 
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study  of  the  seasonal  fluctuations  in  the  prices  of  standard  canned 
fruits  and  vegetables,  which  indicated  that  the  advances  in  prices 
in  a  few  seasons  were  offset  by  the  declines  in  other  seasons,  and 
that  in  general  there  appeared  to  be  little  regularity  in  the  sea- 
sonal fluctuations  of  prices.1 

In  1920  Grouse  &  Peabody  made  futures  sales  to  retailers  of 
1,350  cases  of  No.  3  fancy  tomatoes;  in  192 1  less  than  600  cases 
were  sold  to  retailers  for  future  delivery.  In  1922  the  firm  placed 
orders  for  2,500  cases  of  No.  3  fancy  tomatoes  for  future  delivery, 
but  the  packers  delivered  only  a  portion  of  their  orders.  In  that 
year  Grouse  &  Peabody,  however,  had  sold  1,845  cases  of  No.  3 
fancy  tomatoes  to  retailers  for  future  delivery. 

At  the  beginning  of  1923,  the  stock  of  canned  tomatoes  avail- 
able for  shipment  before  the  arrival  of  the  new  crop  in  September 
was  the  lowest  for  several  years.  No.  3  fancy  tomatoes  consti- 
tuted about  one-third  of  Grouse  &  Peabody's  total  sales  of  canned 
tomatoes,  and  the  canned  goods  buyer  decided  to  buy  futures  for 
2,800  cases  early  in  1923. 

Was  Grouse  &  Peabody  warranted  in  purchasing  futures  in  ex- 
cess of  its  sales  of  futures  to  retailers,  or  should  it  have  bought 
only  the  quantity  for  which  orders  had  been  booked?  Would 
the  firm  have  been  justified  in  purchasing  less  futures  than  it 
had  sold,  provided  it  expected  prices  to  decline  later  in  the 
season? 


3.  Drascau  Wholesale  Drug  Company 
merchandise  control 

Before  1925  the  Drascau  Wholesale  Drug  Company  had  no 
adequate  system  of  stock  control.  The  chief  stock  clerk  from 
time  to  time  observed  the  quantities  of  merchandise  on  hand 
and  notified  the  buyer  when,  in  his  opinion,  reorders  should  be 
placed.  Since  the  company  carried  stocks  of  about  17,500  items, 
of  an  average  total  value  of  $125,000,  it  was  difficult  for  the  chief 
stock  clerk  to  keep  an  accurate  check  on  the  merchandise. 
Hence,  it  frequently  happened  that  items  of  merchandise  ordered 
by    customers    were    out    of    stock.     This    situation   not    only 

1  This  study  was  made  by  one  of  the  students  in  the  Harvard  Graduate  School 
of  Business  Administration. 
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inconvenienced  customers,  but  was  unprofitable  to  the  company. 

The  Drascau  Wholesale  Drug  Company  was  located  in  a  city 
with  a  population  of  about  300,000.  The  company's  annual  sales 
amounted  to  approximately  $775,000,  80%  of  which  were  made 
to  customers  located  outside  of  the  city  in  which  the  company 
was  situated,  and  20%  of  which  were  made  in  the  city.  The 
company  owned  a  five-story  brick  warehouse.  The  assembling, 
shipping,  and  billing  departments  were  on  the  first  floor  of  this 
warehouse,  and  the  stocks  of  merchandise  occupied  the  remain- 
ing four  floors.  Ordinarily,  broken  packages  of  any  item  were 
not  separated  from  unbroken  packages  of  the  item.  A  spiral 
chute  conveyed  merchandise  from  the  upper  floors  to  the  first 
floor.  A  pneumatic  tube  system  was  used  to  transport  orders 
from  the  billing  department  to  the  warehouse  departments. 

The  company  employed  five  traveling  salesmen,  whom  it  paid 
commissions  averaging  2%  of  their  net  sales.  These  salesmen 
usually  called  on  customers  located  outside  the  city  at  least  once 
a  week  and  on  city  customers  twice  a  week.  The  company  also 
had  two  salesmen  who  remained  at  the  office,  telephoning  to 
many  of  the  city  customers  each  morning,  and,  in  addition, 
serving  customers  who  came  to  the  warehouse  for  merchandise. 
One  buyer  did  most  of  the  company's  purchasing. 

For  each  item  that  it  carried  in  stock  the  company  kept  a 
card  record,  upon  which  were  recorded  quantities  purchased, 
dates  of  purchases,  costs,  and  the  names  of  the  vendors.  The 
buyer  used  these  records  in  determining  the  rapidity  of  sale  of 
the  merchandise. 

Each  day  the  chief  stock  clerk  examined  a  specific  portion  of 
the  stock  in  the  warehouse  and  noted  those  items  which,  from 
his  past  experience,  he  believed  it  was  necessary  to  reorder.  The 
buyer,  on  the  basis  of  the  information  given  him  by  the  chief 
stock  clerk  and  the  card  records  which  were  maintained,  placed 
his  orders. 

This  method  of  merchandise  control  was  unsatisfactory  to 
the  executives  of  the  Drascau  Wholesale  Drug  Company.  It  was 
difficult  for  the  chief  stock  clerk  to  keep  an  accurate  check  on 
all  items.  The  executives  concluded  that  if  this  method  were 
continued,  it  would  be  necessary  to  employ  an  assistant  chief 
stock  clerk  at  a  salary  of  about  $1,600.   The  time  at  which  the 
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buyer  was  notified  to  repurchase  depended  upon  the  judgment 
of  the  chief  stock  clerk.  Even  with  long  experience,  it  was  diffi- 
cult for  one  man  to  judge  accurately  the  time  at  which  reorders 
should  be  placed  for  so  many  items.  It  had  been  the  experience 
of  the  company  that  the  chief  stock  clerk  tended  to  permit  the 
stock  on  hand  of  some  items  to  become  too  low  before  informing 
the  buyer. 

When  the  company  received  an  order  for  merchandise  which 
it  did  not  have  in  stock,  or  an  order  which  was  larger  than  the 
quantity  in  stock,  it  adopted  one  of  three  courses.  One  course 
was  to  purchase  the  merchandise  from  one  of  its  competitors. 
The  wholesale  druggists  in  the  city  in  which  the  Drascau  Whole- 
sale Drug  Company  was  located  had  an  agreement  whereby  they 
sold  merchandise  to  each  other  at  the  prices  at  which  they  cus- 
tomarily sold  to  retailers.  Hence,  the  Drascau  Wholesale  Drug 
Company  made  no  profit  on  merchandise  which  it  purchased 
from  its  competitors.  The  second  course  was  to  deliver  a  portion 
of  the  merchandise  which  the  customer  had  ordered  and  to 
promise  that  the  remainder  would  be  delivered  as  soon  as  it  was 
received  in  stock.  The  third  course  was  for  the  company  to 
order  the  merchandise  from  its  customary  supplier  and  to  notify 
the  customer  that  the  merchandise  would  be  delivered  as  soon  as 
it  was  received  by  the  company.  It  had  been  the  experience  of 
the  Drascau  Wholesale  Drug  Company  that,  when  it  adopted 
either  of  the  last  two  courses,  the  customer  usually  purchased  from 
another  source  the  merchandise  which  the  company  was  unable 
to  deliver  promptly.  The  executives  estimated  that  the  company's 
total  purchases  from  competitors  or  on  back  orders  amounted  to 
5%  of  sales. 

Under  the  method  of  stock  control  used  by  the  company,  the 
buyer  had  no  guide  to  the  sizes  of  orders  to  place.  It  had  been 
the  experience  of  the  vice-president,  who  formerly  had  been 
buyer  for  the  company,  that  much  of  the  buyer's  time  was  spent 
determining  the  quantities  to  order.  In  the  opinion  of  the  vice- 
president,  the  company  needed  a  method  of  stock  control  which 
would  lessen  the  time  spent  by  the  buyer  upon  individual  pur- 
chases. 

The  company  decided  to  make  a  study  of  each  item  of  mer- 
chandise  in   order  to   determine   the   minimum   and  maximum 
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quantities  which  it  was  most  economical  to  carry  in  stock.  The 
minimum  quantity  of  any  item  which  it  was  economical  for  the 
company  to  have  in  stock  on  a  specific  date  was  taken  to  be 
that  quantity  which  would  supply  customers'  demands  until 
additional  merchandise  ordered  on  that  date  arrived.  It  was 
necessary,  therefore,  in  deciding  upon  a  minimum  limit  for  an 
item,  to  take  into  consideration  the  rapidity  of  sale  of  the  item 
and  the  time  required  for  delivery.  Rate  of  stock-turn  and 
quantity  discounts  were  factors  considered  in  the  determination 
of  the  maximum  quantities  of  merchandise  to  carry.  The  com- 
pany attempted,  as  a  standard  maximum,  to  limit  the  quantity  on 
hand  of  any  item  of  merchandise  to  one  month's  supply. 

The  first  study  which  was  made  included  only  those  items  of 
merchandise  which  moved  quickly,  but  the  company  intended 
to  set  maximum  and  minimum  limits  for  each  item  eventually. 
The  maximum  and  minimum  quantities  which  were  determined 
for  the  items  studied  were  entered  on  small  cards  and  those  cards 
were  posted  near  the  bins  in  which  the  merchandise  to  which 
they  applied  was  stored.  Each  stock  clerk  who  took  merchandise 
from  the  bins  to  fill  orders  was  instructed  to  notify  the  chief 
stock  clerk  whenever  the  quantity  of  merchandise  remaining 
was  equal  to  or  below  the  minimum  quantity  recorded  on  the 
card  for  that  item.  At  the  same  time,  the  stock  clerk  also  was  to 
notify  the  chief  stock  clerk  of  the  maximum  quantity  recorded  on 
the  card.  The  chief  stock  clerk  in  turn  was  to  report  this  in- 
formation to  the  buyer.  The  buyer,  when  informed  that  the 
stock  of  any  item  of  merchandise  was  equal  to  or  below  the 
minimum  quantity,  was  to  order  a  sufficient  quantity  of  the 
merchandise  to  make  the  total  of  the  merchandise  on  hand  and 
ordered  equal  to  the  maximum  quantity. 

In  June,  1925,  the  new  method  of  control  had  not  been  in  force 
long  enough  for  the  executives  to  determine  its  advantages  accu- 
rately, but  they  estimated  that  under  the  new  method  the  quan- 
tity of  merchandise  which  would  have  to  be  back-ordered  would 
be  reduced  to  no  more  than  1  %  of  sales.  After  this  system  had 
been  in  operation  for  two  weeks,  the  chief  stock  clerk  had 
reported  that  it  was  of  material  value  to  him  and  that  he  wished 
to  extend  the  system  to  include  all  items  of  merchandise  in  stock. 
The  executives  of  the  company  believed  that  after  the  system 
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had  been  in  operation  longer  it  would  become  even  more  effective 
than  it  was  at  first.  The  buyer  intended  to  continue  to  study  the 
accuracy  of  the  maximum  and  minimum  figures;  if  he  found, 
when  making  a  purchase,  that  the  last  purchase  had  been  made 
more  than  a  month  previously,  he  would  consider  whether  or 
not  the  maximum  quantity  had  been  placed  at  too  high  a  figure. 
The  executives  believed  that  the  new  system  could  not  be  used 
so  effectively  for  those  items  for  which  there  was  a  seasonal 
demand  as  for  other  items.  The  executives  intended,  however,  to 
undertake  to  establish,  for  items  with  seasonal  fluctuations  in 
sales,  maximum  and  minimum  stock  limits  for  each  of  the  periods 
of  varying  demand. 


4.  Warrion  Company 
merchandise  control 

The  buyer  who,  for  nearly  25  years,  had  made  all  the  pur- 
chases for  the  Warrion  Company,  a  wholesale  grocery  firm, 
retired  from  the  company  late  in  1923,  and  the  treasurer  under- 
took the  duties  of  buyer.  The  former  buyer  had  had  no  records 
upon  which  he  based  the  size  or  frequency  of  purchases.  The 
treasurer  endeavored  to  devise  a  system  of  records  suitable  for 
use  in  controlling  the  size  and  frequency  of  orders. 

The  Warrion  Company  sold  medium-priced  and  high-priced 
merchandise.  From  50%  to  60%  of  total  sales  were  of  goods 
which  the  company  sold  under  its  private  brand,  Capitol.  The 
company  sold  no  perishable  merchandise  and  did  no  manufactur- 
ing or  coffee  roasting.  Annual  sales  for  several  years  had  averaged 
nearly  $1,500,000. 

The  company  did  not  purchase  large  quantities  of  merchandise 
on  the  possibility  of  realizing  speculative  profits  from  rising 
prices.  In  order  that  the  canned  goods  sold  under  its  brand  should 
be  of  high  and  uniform  quality,  however,  the  company  ordinarily 
purchased  a  year's  supply  of  those  items  each  season  from  can- 
ners  with  reputations  for  high-grade  products.  The  company 
contracted  for  futures  in  all  the  canned  goods  which  it  sold. 

The  Warrion  Company  employed  12  salesmen.  These  it  paid 
salaries  and  not  commissions.  The  duties  of  sales  manager  were 
included  with  those  of  the  buyer.  The  company  had  about  1 ,000 
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customers,  all  located  within  65  miles  of  its  office.  The  company 
trained  its  salesmen  to  instruct  retailers  in  sound  methods  of 
accounting,  advertising,  and  merchandising.  The  salesmen  called 
on  each  customer  once  a  week.  To  those  towns  in  which  the 
customers  were  so  numerous  that  one  salesman  could  not  call  on 
them  all  in  one  day,  the  company  sent  more  than  one  salesman. 
The  company  made  the  deliveries  in  its  own  trucks  on  the  day 
following  the  salesmen's  solicitation.  About  15%  of  sales  were  of 
broken  cases,  most  of  which  the  company  sold  to  small  grocery 
stores  in  the  city  in  which  it  was  located. 

The  treasurer  of  the  Warrion  Company  supervised  all  records 
which  the  company  maintained.  He  devised  new  records  as  sales 
increased  and  additional  information  became  necessary.  In  19 14, 
he  had  commenced  to  divide  into  departments  records  of  mer- 
chandise inventories  and  purchases,  which  were  kept  in  dollars. 
There  had  been  only  a  few  departments  at  first,  but  as  the  com- 
pany had  introduced  new  products,  the  number  had  increased 
until  in  January,  1924,  there  were  31.  Since  records  of  inven- 
tories and  purchases  were  departmentized,  it  was  possible  to  com- 
pute the  rate  of  stock-turn  in  each  department  and  so  to  ascertain 
the  commodities  which  moved  slowly.  The  company  had  made 
no  attempt  to  departmentize  sales  or  expenses.  It  computed  the 
annual  stock-turn  of  each  department  by  dividing  the  total  annual 
purchases  at  cost,  minus  cash  discounts  received,  by  the  average 
of  the  inventories  at  the  beginning  and  the  end  of  the  year.1 

Prior  to  1924,  the  only  record  which  the  company  had  main- 
tained of  the  quantity  of  merchandise  purchased  or  of  the  quan- 
tity on  hand,  was  that  of  the  physical  inventory  taken  on  January 
1  of  each  year.  It  had  been  difficult,  therefore,  for  the  company 
to  ascertain  whether  merchandise  had  been  stolen  and  to  trace 
mistakes  made  in  filling  orders  and  in  billing  merchandise. 

The  Warrion  Company  occupied  a  four-story  building.  The 
only  heated  floor  was  the  first,  where  were  stored  ketchup, 
vinegar,  and  other  goods  which  could  be  injured  by  freezing.  On 

1  The  treasurer  of  the  company  recognized  that  he  could  obtain  a  more  nearly  cor- 
rect figure  for  stock-turn  by  adding  the  purchases  at  cost,  minus  the  total  of  cash 
discounts  and  returns  and  allowances  received  on  purchases,  to  the  inventory  at 
the  beginning  of  the  year,  subtracting  from  the  sum  thus  obtained  the  inventory 
at  the  end  of  the  year  and  dividing  this  result,  the  net  cost  of  merchandise  sold 
during  the  year,  by  the  average  of  the  inventories  at  the  beginning  and  the  end  of 
the  year.  The  treasurer  believed,  however,  that  the  method  which  he  used  was 
sufficiently  accurate  for  purposes  of  comparison. 
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the  second  floor  were  beans,  flour,  and  other  heavy,  dry,  bulk 
merchandise.  On  the  third  floor  were  cereals,  and  on  the  fourth 
floor,  canned  goods. 

Merchandise  was  assembled  for  delivery  as  follows:  Each 
morning  a  clerk  familiar  with  the  location  of  the  various  items 
of  merchandise  was  given  all  the  orders  taken  by  the  salesmen 
on  the  previous  day.  This  clerk  sorted  the  salesmen's  order 
blanks  according  to  towns.  He  then  listed  upon  a  separate  sheet 
for  each  town  the  quantities  of  merchandise  to  be  shipped  to  that 
town.  The  sheets  were  made  in  duplicate  and  each  sheet  was  given 
an  identification  number.  A  sheet  had  four  sections,  in  each  of 
which  the  clerk  entered  the  orders  to  be  filled  from  one  floor. 
The  duplicate  sheet  was  perforated  so  that  the  four  sections  could 
be  separated.  Each  section  was  sent  to  the  floor  man  on  the  floor 
on  which  were  stocked  the  items  entered  on  the  section.  The 
floor  man  selected  the  merchandise  ordered  and  placed  it  upon 
a  conveyor  which  carried  it  to  the  loading  platform.  The  con- 
veyor system  was  so  constructed  that  the  merchandise  for  each 
town  was  kept  separate  from  that  for  other  towns.  A  special 
stock  requisition  blank  was  filled  out  for  orders  sold  to  retail  mer- 
chants who  called  at  the  company's  offices  for  the  merchandise. 
Another  form  was  filled  out  for  each  article  returned  by  a  cus- 
tomer. 

The  company  had  had  in  its  employ  for  more  than  25  years  a 
clerk  who  each  day  inspected  the  stock  and  reported  to  the  buyer 
merchandise  which,  in  the  clerk's  opinion,  needed  to  be  replen- 
ished. The  buyer  had  determined  the  time  to  order  entirely  on 
the  basis  of  these  reports  and  had  fixed  the  size  of  the  orders  on 
the  basis  of  his  own  experience.  The  clerk  seldom  had  advised 
the  buyer  to  purchase  too  soon,  and  excess  stocks  rarely  were 
accumulated.  On  the  contrary,  the  clerk  frequently  had  mis- 
judged the  time  required  for  the  delivery  of  orders,  with  the 
result  that  the  company's  stocks  of  some  items  often  were  ex- 
hausted. Each  morning  the  floor  men  had  crossed  off  from 
15  to  25  items  on  the  order  sheets  which  were  sent  to  them, 
signifying  that  those  items  were  not  in  stock. 

When  the  treasurer  assumed  the  duties  of  buyer,  he  decided 
that  a  more  accurate  basis  for  determining  the  size  of  orders  and 
the  time  for  purchasing  was  essential.  Representatives  of  com- 
panies which  installed  systems  of  perpetual  inventories  often 
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Warrion  Company 

■     '    1 

Article 

Dept. . 

Monthly  Sales 

Daily  Sales* 

(i) 

(2) 

(3) 

(4) 

(0 

(6) 

(7) 

(12) 

(13) 

(14) 

(is) 

Received 

C/S 

Date& 

Date& 

1925 

1926 

1927 

1928 

Sheet 

C/S 

Sheet 

C/S 

No. 

of 

Jan. 

13 

Cases 

Feb. 

Date 

Mar. 
Apr. 
May 

Stock — Jan.  i 

So 

June 

Ord.  i/io  30  Rec.  1/20 

30 

July 

Total 

80 
13 

Aug. 
Sept. 
Oct. 

Bal. 

67 

Nov. 

Ord.  3/9  r5  Rec.  3/24 

15 

Dec. 

Orders 

Date& 
Sheet 

C/S 

(8)         (9) 

(10) 

(n) 

Date 

No.  of 

Cases 

3/R0 

F9 

13 

•Actual  form  had  three  more  of  these  double  columns — Columns  1,  2,  and  8  to  21,  inclusive,  were 
repeated  on  the  reverse  of  the  sheet.  Note:  Numbers  in  parentheses  did  not  appear  on  form  used  by 
company. 

Exhibit  1:    Perpetual  inventory  record  sheet. 

had  asked  to  be  allowed  to  install  their  systems  for  the  Warrion 
Company.  The  Warrion  Company  had  not  accepted  the  offer 
of  any  of  these  companies,  because  of  the  amount  of  clerical 
work  which  the  systems  required,  and  because  the  companies 
quoted  a  charge  of  from  $12,000  to  $16,000  for  an  installation. 
The  treasurer  undertook  to  devise  an  inventory  system  which 
could  be  operated  with  a  minimum  of  clerical  work. 

The  system  which  the  treasurer  adopted  and  operated  during 
1924  involved  the  use  of  sheets  similar  to  Exhibit  1,  above. 
Such  a  sheet  was  to  be  filled  out  for  each  item  which  the  com- 
pany stocked. 

In  Column  1  were  placed  the  dates  upon  which  merchandise 
was  ordered  and  the  quantities  ordered.  When  the  merchandise 
was  received,  the  date  of  receipt  was  entered  on  the  line  im- 
mediately following  the  notation  of  the  order;  the  quantity 
received  was  placed  in  Column  2.   The  clerk  who  kept  the  per- 
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petual  inventory  records  thus  had  a  record  of  the  orders  which 
had  been  placed,  the  time  elapsing  between  the  placing  of  the 
order  and  the  receipt  of  the  merchandise,  and  the  quantity  of 
merchandise  received.  The  information  concerning  orders  placed 
was  compiled  by  the  perpetual  inventory  clerk  from  carbon  copies 
of  requisitions  of  the  orders  sent  to  manufacturers;  the  record 
of  merchandise  received  was  copied  from  the  loose-leaf  receiving 
book,  in  which  receipts  were  entered  by  the  receiving  clerk  after 
they  had  been  checked  against  shipments  received. 

On  the  first  line  in  Column  2  was  placed  the  number  of  cases 
of  the  item  which  the  company  had  in  stock  when  the  sheet  first 
was  filled  out.  On  the  following  lines  were  entered  the  numbers 
of  cases  received  in  succeeding  shipments.  At  the  end  of  each 
month,  the  total  number  of  cases  sold  was  subtracted  from  the 
sum  of  the  cases  received  and  those  in  stock  at  the  beginning  of 
the  month  to  obtain  the  balance  on  hand.  Columns  3  to  7  con- 
tained sufficient  space  for  the  notation  of  monthly  sales  by  quan- 
tities for  five  years  and  provided  a  comparative  monthly  recap- 
itulation of  sales  for  that  period.  In  Column  8  and  the  succeeding 
even-numbered  columns  were  placed  the  identification  numbers  of 
the  sheets  compiled  each  day  from  the  salesmen's  order  blanks  for 
the  previous  day,  notations  which  showed  for  each  sale  whether 
it  was  made  upon  a  special  requisition  or  upon  a  salesman's  order 
blank,  and  the  date  of  each  sale.  In  Column  9  and  the  succeeding 
odd-numbered  columns  were  placed  tallies  representing  the  num- 
ber of  cases,  crates,  sacks,  or  barrels  shipped  and  the  date  of 
shipment.  At  the  end  of  each  month,  the  tallies  representing  cases 
shipped  were  counted  and  the  total  was  entered  in  red  ink  im- 
mediately after  the  last  entry  for  the  month.  The  total  also  was 
placed  in  Column  4,  5,  6,  or  7  opposite  the  month  to  which  it 
applied.  The  information  needed  for  the  daily  sales  columns  was 
obtained  from  the  floor  sheets  which  had  been  used  by  the  floor 
men  in  filling  the  orders  and  from  the  special  stock  requisition 
blanks  and  the  forms  used  for  returned  goods. 

In  compiling  the  perpetual  inventory  records  from  day  to  day, 
the  clerk  observed  from  Column  2  on  each  sheet  the  latest  balance 
of  merchandise  on  hand,  from  Column  1,  the  quantity  ordered 
to  date,  and  from  the  daily  sales  columns,  the  number  of  cases 
sold  to  date;  on  the  basis  of  this  information  he  notified  the 
treasurer  when  to  reorder. 
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The  clerk's  notification  to  the  treasurer  was  made  upon  a  form, 
known  as  an  "order  sheet,"  which  also  gave  the  quantity  of  goods 
on  hand;  the  sales  by  quantities  in  each  of  the  two  months  follow- 
ing that  month  in  the  previous  year  which  corresponded  to  the 
current  month;  the  sales  of  the  preceding  month  in  the  current 
year;  the  sales  to  date  in  the  current  month;  and  the  quantity  of 
the  latest  order  and  the  date  of  its  receipt.  A  sample  order  sheet 
is  shown  as  Exhibit  2. 

Exhibit  2 

Order  Sheet — April  30,  1925 


Article 

Stock 

on 
Hand 

Sale 
May, 
1924 

Sale 
June, 
1924 

Sale 

March, 

1925 

Sale 
Current 
Month 

Last 
Order 

Strawberry  Gelatine 

15* 

30 

13 

30 

24 

3/31/25-20 

'Figures  represent  quantities. 

Effective  January  1,  1925,  the  treasurer  had  had  added  to  the 
order  sheet  sent  him  by  the  clerk  who  kept  the  perpetual  inven- 
tory record  the  monthly  sales  of  each  item  in  that  year  and  the 
previous  year's  sales  for  the  months  corresponding  to  the  current 
month  and  to  the  two  months  preceding  the  current  month.  Since 
this  information  furnished  a  basis  for  judging  the  trend  of  sales 
over  a  long  period,  the  treasurer  believed  that  he  would  be  able 
to  control  purchases  even  more  effectively  in  1925  than  in  1924. 

Exhibit  3 

Annual  Rates  of  Warrion  Company's  Stock-Turn  Compared  with 
Selected  Common  Figures  for  Rates  in  Wholesale 
Grocery  Trade,    1922  and  1923* 

Stock-Turn  (Times  a  Year) 


Year 

Warrion  Company 

(Sales,  $1,000,000- 

$1,999,000) 

Common  Figures 
for  Firms  with 
Volume  of  Sales 

between 

$1,000,000  and 

$1,999,000 

Common  Figures 

for  All  Firms 

Reporting 

1922 

5  9 
5-7 
5  3 

5-4 
5-8 

5-7 

s:9t 

192? 

1924 

•Trade  figures  taken  from  Bulletin  No.  34,  pp.  26  and  28,  and  Bulletin  No.  40,  pp.  xi  and 
a  a.  Bureau  of  Business  Research,  Harvard  University. 

11924  figures  for  trade  not  available. 
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The  rates  of  stock-turn  obtained  by  the  Warrion  Company  in 
1922,  1923,  and  1924,  together  with  comparative  figures  for  the 
wholesale  grocery  trade,  are  shown  in  Exhibit  3. 

The  rate  of  stock-turn  and  the  cost  of  sales  of  the  Warrion 
Company  by  departments  for  the  years  1922,  1923,  and  1924 
are  given  in  Exhibit  4. 

Exhibit  4 

Departmental  Rates  of  Stock-Turn  and  Cost  of  Sales, 
1922-1924,  Inclusive* 


Department 


Stock-Turn 
(Times  a  Year) 


IQ22 


1923 


1924 


Cost  of  Sales 


1922 


1923 


1924 


Package  Cereals 

Bulk  Cereals 

Soap  and  Cleansers 

Spices 

Starch 

Dried  Fruits 

Canned  Meat 

"       Fish 

Fruits 

"       Vegetables 

"       Milk 

Extracts 

Beverages 

Flour 

Sugar 

Salt 

Gelatines  and  Pie  Fillings. . 

Jams  and  Jellies 

Pickles  and  Relishes 

Salad    Dressings,   Oils   and 

Peanut  Butter 

Bluing  and  Polishes 

Dried  Beans  and  Peas 

Matches 

Molasses  and  Syrups 

Macaroni 

Rice 

Cocoa,  Chocolate,  Coffee  and 

Tea 

Soup 

Paper  and  Twine 

Vinegar 

Medicine 

Miscellaneous 

Nuts 

Chimneys 


7 
4 
9 
9 
9 
3 

10 
2 
1 
2 

11 
7 
9 
9 
152 
7 
7 
7 
7 

7 
4 
8 

4 
9 
9 


14 
4 
5 
5 

7 
6 

5 
4 


7.2 
5-4 
9  4 
8.1 

10. 1 
3  3 

11  3 
23 
1.8 
2. 1 

n-3 
7-6 

8-5 

10.8 
109.8 
6.2 
7.2 
5-8 
5-i 

13- 1 
4.8 
9.2 

5-i 
7.2 
9.2 
1.9 


45 

2.7 

3  9 

6.7 

10.6 

3-3 


8.6 

55 
6.6 

75 
7.6 
2.7 
8.2 

23 

14 

2.0 

12.  2 

7-6 

7-3 

13  4 

1058 

5-7 
9.2 
6.9 
2.9 

9  3 
4-9 
96 
3  6 

6-5 

8.8 

••t 

10.7 
4.0 
4.4 

•  •t 
5  6 
6.0 
6.4 

•  •t 


>  49»709 

5,773 

49,619 

22,201 

5,404 

41,035 
24,526 

56,559 
38,448 

87,877 
60,529 

16,154 

34,495 

157,426 

H9,935 

15,297 

10,917 

9,034 

15,945 

25,636 

7,139 
29,670 
15,420 

i6,735 
7,926 

5,52i 

30,598 
21,838 
n,340 
8,546 
19,552 
24,980 

9,917 
1,203 


>  5i,545 
5,87i 
52,852 
21,011 
5,4i6 
29,636 
27,406 
68,895 
48,082 

105,548 
62,940 
14,866 
36,311 

H5,965 

192,017 
12,899 

9,234 

8,346 

30,044 

26,291 

7,486 

30,234 

i8,347 

17,953 

9,449 

3,528 


25,328 

8,149 

7,472 

16,258 

30,210 

8,592 


$  54,506 

15,536 

52,733 
21,203 

4,927 
22,677 
28,444 
72,493 
47,503 
118,326 
59,676 

14,927 

31,689 

150,506 

208,464 

12,747 
12,060 

",475 
37,765 

27,570 
6,866 

33,io7 
13,223 
19,952 
11,567 
....f 

40,693 
26,556 
12,802 

16,051 
12,095 
15,091 


*Stock-turn  in  this  table  was  computed  by  adding  net  purchases  to  the  inventory  at  the  begin- 
ning of  the  year,  subtracting  from  that  total  the  inventory  at  the  end  of  the  year,  and  dividing 
the  remainder  by  the  average  of  the  beginning  and  ending  inventories. 

tCombined  withv  other  departments  in  1924. 
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The  stock-turn  of  the  company  had  decreased  from  5.7  times  in 
1923  to  5.3  times  in  1924.  The  treasurer  attributed  this  decrease 
partly  to  the  fact  that  each  year  the  company  was  placing  more 
sales  effort  upon  merchandise  sold  under  its  private  brand,  and 
consequently  purchased  in  large  quantities,  and  less  upon  mer- 
chandise sold  under  manufacturers'  brands.  In  1924,  for  ex- 
ample, the  company  had  purchased  seven  commodities  in  car- 
load lots  for  the  first  time.  These  commodities  were  canned 
meat,  pickles,  canned  milk,  matches,  prunes,  soap,  and  soup. 
The  company's  rate  of  stock-turn  on  all  those  commodities  except 
canned  milk  was  less  in  1924  than  in  1923.  Sales  of  canned  milk 
had  been  unusually  large.  The  treasurer  attributed  the  decrease 
in  stock-turn  also  to  the  fact  that  the  added  control  provided 
by  the  inventory  system  had  resulted  in  more  timely  ordering 
and  consequently  in  fewer  instances  of  exhausted  stocks.  While 
each  day  during  1923  from  15  to  25  items  had  not  been  in  stock, 
each  day  during  1924  only  2  or  3  items  had  not  been  in  stock. 
The  treasurer  was  convinced  that  without  the  information  which 
the  perpetual  inventory  records  supplied  as  to  the  correct  size 
of  orders  to  place,  the  company,  because  of  the  increased  sales 
effort  which  it  had  placed  on  the  private  brand  merchandise, 
would  not  have  obtained  a  stock-turn  so  high  as  5.3  times  in 
1924. 

During  the  first  week  of  March,  1925,  the  treasurer  carefully 
examined  the  perpetual  inventory  records.  By  studying  the 
monthly  recapitulation  of  sales  and  the  amounts  of  stock  on 
hand,  he  determined  which  items  had  moved  slowly.  Upon  the 
basis  of  this  information  he  discontinued  seven  articles.  He 
planned  to  discontinue  other  items  as  information  for  a  longer 
period  became  available. 

A  further  advantage  which  the  Warrion  Company  had  expe- 
rienced from  the  use  of  the  perpetual  inventory  records  was  the 
increased  care  which  the  employees  in  the  warehouse  had  taken 
to  avoid  inaccuracies  in  billing  and  filling  orders.  Prior  to 
January,  1924,  the  company  had  given  little  attention  to  such 
inaccuracies.  Truckmen  frequently  obtained  from  the  stock- 
rooms merchandise  needed  to  fill  orders  and  which,  through 
(jrror,  had  not  been  placed  on  the  loading  platform.  Following 
January,  1924,  however,  since  records  of  the  physical  quantity 
of  merchandise  on  hand  were  being  maintained  in  the  office,  the 
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stock  clerks  were  careful  to  place  on  the  conveyor  the  exact 
quantity  of  merchandise  which  was  designated  on  the  sheets 
sent  to  them.  The  stock  clerks,  furthermore,  objected  if  men 
loading  the  trucks  took  merchandise  from  stock.  The  stock 
clerks'  feeling  on  this  matter  had  become  so  intense  that  the 
company  had  painted  a  white  line  across  the  loading  platform 
to  separate  merchandise  ready  to  be  shipped  from  merchandise 
in  stock.  The  men  loading  the  trucks  were  not  allowed  to  cross 
the  line  to  obtain  merchandise.  If,  after  every  truck  had  been 
loaded  and  the  merchandise  checked  with  the  salesmen's  order 
blanks,  any  article  remained  on  the  platform,  it  was  necessary 
to  determine  whether  too  much  merchandise  had  been  sent  down 
on  the  conveyor  or  if  some  order  had  not  been  filled  correctly. 

It  had  been  the  company's  experience  during  1924  that  the 
time  of  one  clerk  was  required  to  keep  the  records  of  the  per- 
petual inventory  up  to  date.  This  clerk  also  frequently  visited 
the  warehouse  to  compare  the  book  inventory  with  the  actual 
inventory.  The  company  found,  upon  taking  the  physical  in- 
ventory on  January  1,  1925,  that  the  error  between  the  per- 
petual inventory  record  and  the  physical  inventory  was  seldom 
more  than  one  case  for  any  item.  Frequently  in  the  record  one 
error  offset  another.  For  example,  the  physical  inventory  con- 
tained one  case  more  of  one  kind  of  soup  than  was  shown  in  the 
inventory  record  and  one  case  less  of  another  kind,  indicating 
that  an  error  had  been  made  during  the  year  in  listing  the  sales 
on  the  inventory  records. 


5.     Harbord-Hutchinson  &  Company 
broken  packages 

In  192 1  the  operating  expenses  of  Harbord-Hutchinson  & 
Company,  a  wholesale  drug  firm  in  St.  Louis  with  annual  sales  of 
several  million  dollars,  were  appreciably  in  excess  of  the  common 
figure  of  16%  of  net  sales  reported  by  the  committee  on  uniform 
accounting  of  the  National  Wholesale  Druggists'  Association.  In 
addition  to  calling  on  customers  in  St.  Louis,  this  firm's  salesmen 
covered  a  region  within  a  radius  of  300  miles  of  that  city.  In 
St.  Louis  and  in  several  other  cities  in  its  territory,  Harbord- 
Hutchinson  &  Company  had  to  meet  severe  price  competition 
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from  wholesale  drug  firms  which  specialized  on  rapidly  moving 
proprietary  articles  and  from  mutual  and  cooperative  buying 
associations. 

With  the  growing  tendency  toward  hand-to-mouth  buying  in 
192 1  and  1922,  especially  on  the  part  of  city  retailers,  Harbord- 
Hutchinson  &  Company  found  that  its  handling  expenses  were 
increasing  because  of  its  large  volume  of  sales  in  broken  pack- 
ages. For  the  purpose  of  encouraging  purchases  in  original  pack- 
ages, as  well  as  to  meet  competition,  the  company  had  under 
consideration  in  1922  a  plan  of  granting  a  discount  of  8%  on  all 
cash  purchases  in  original  packages.  The  plan  also  included  a 
quantity  discount  of  5  %  on  all  cash  purchases  of  more  than  one- 
fourth  dozen  when  that  quantity  was  less  than  the  original  pack- 
age. Although  the  company  had  not  made  an  elaborate  study 
of  the  comparative  costs  of  handling  broken  packages  and  original 
packages,  it  generally  was  conceded  that  the  proposed  new  quan- 
tity discounts  were  larger  than  the  probable  savings  which  would 
be  effected  in  operating  expenses.1 

Harbord-Hutchinson  &  Company  sold  cigars,  candy,  phono- 
graphs, soda  fountains  and  supplies,  as  well  as  a  full  line  of  drugs 
and  sundries.  The  total  number  of  items  carried  in  stock  was 
over  45,000.  Retail  druggists  in  the  city  of  St.  Louis  who  were 
regular  customers  of  Harbord-Hutchinson  &  Company  normally 
placed  small  but  frequent  orders.  Sixty  per  cent  of  the  orders 
from  the  city  trade  were  for  less  than  $7  each,  and  half  of  these 
were  for  less  than  $3.  The  city  trade,  therefore,  was  almost 
entirely  a  broken-package  business,  the  average  order  consisting 
of  from  four  to  six  items.  Many  articles  were  called  for  in  lots 
of  three  or  even  one. 

Of  the  company's  40  salesmen,  15  called  on  the  city  trade. 
Each  city  salesman  had  from  60  to  75  customers  in  his  district, 
and  he  normally  called  on  10  or  12  of  them  each  day.    Salesmen's 

1  The  Burnthol  Company,  another  wholesale  drug  firm,  undertook  to  reduce  the 
expense  of  delivering  merchandise  to  its  suburban  customers,  who,  in  many  instances, 
placed  frequent  orders  for  small  quantities.  By  means  of  a  detailed  analysis  of 
deliveries  made  to  each  customer  during  a  five  months'  period,  the  company 
ascertained  those  customers  for  whom  its  delivery  expense  was  excessive,  and 
learned  that  the  ratio  of  delivery  expense  to  sales  varied  directly  with  the  average 
size  of  order  delivered.  To  increase  the  average  size  of  order,  the  company  asked 
some  of  those  customers  to  increase  the  volume  of  their  purchases;  in  the  case  of 
others,  it  solicited  orders  less  frequently.  See  Burnthol  Company,  Harvard 
business  Reports,  Vol.  3,  p.  256. 
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districts  outside  the  city  were  larger  and  calls  less  frequent;  in 
the  more  remote  parts  of  the  company's  territory  salesmen  called 
only  twice  a  month.  Harbord-Hutchinson  &  Company  had  the 
accounts  of  over  5,000  retailers  on  its  books,  but  not  all  those 
accounts  were  active.  City  salesmen  were  paid  a  commission 
of  3%  on  sales,  out  of  which  they  paid  their  own  traveling 
expenses.  Salesmen  in  districts  outside  the  city  also  were  paid 
a  commission  of  3%  on  sales,  but  their  traveling  expenses  were 
paid  by  the  company.  Country  salesmen  received  full  commis- 
sions on  orders  received  by  mail  from  their  territories.  All  sales- 
men were  given  drawing  accounts,  and  settlements  were  made 
monthly. 

The  competition  felt  most  severely  by  the  company  was  that 
of  the  so-called  mutual  drug  companies.  A  typical  organization 
of  this  kind  charged  a  membership  fee  to  retailers  of  $25,  required 
cash  in  advance  on  all  purchases,  made  a  6%  charge  for  oper- 
ation, purchased  directly  from  manufacturers  wherever  possible, 
and  gave  to  its  members  the  discounts  which  manufacturers 
offered  wholesalers.  These  mutual  organizations  were  more  than 
cooperative  buying  associations,  inasmuch  as  they  endeavored 
to  show  a  profit  for  their  managements.  In  addition  to  this  com- 
petition Harbord-Hutchinson  &  Company  found  genuine  cooper- 
ative buying  associations  making  headway  among  drug  retailers 
in  its  territory.  Also,  in  St.  Louis  several  wholesale  drug  firms, 
specializing  on  proprietary  medicines  and  other  rapidly  moving 
merchandise,  sold  for  cash,  transacted  a  large  part  of  their  busi- 
ness by  telephone,  and  quoted  from  8%  to  10%  off  manufac- 
turers' list  prices  to  retailers.  There  also  were  several  chains  of 
retail  drug  stores  in  Harbord-Hutchinson  &  Company's  territory. 
Although  these  chain-store  companies  endeavored  to  make  the 
bulk  of  their  purchases  directly  from  manufacturers,  they  some- 
times bought  from  wholesalers  and  usually  demanded  5%  dis- 
count from  the  customary  price  to  retailers.  As  an  aid  in  meet- 
ing competition,  Harbord-Hutchinson  &  Company  made  free 
deliveries  in  St.  Louis  by  means  of  rented  trucks;  terms  were 
f.o.b.  carrier,  however,  for  all  orders  to  be  delivered  outside  of 
the  city. 

At  its  offices  and  warehouse  in  St.  Louis,  Harbord-Hutchinson 
&  Company  employed  225  persons,  most  of  whom  were  engaged 
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in  handling  orders  in  the  warehouse.  The  merchandise  carried 
in  stock  by  the  company  was  physically  departmentized  in  the 
warehouse  in  such  a  way  as  to  facilitate  the  prompt  filling  of 
orders;  the  arrangement  of  departments  was  changed  frequently, 
whenever  demand  for  various  classes  of  goods  slackened  or  in- 
creased. When  orders  were  received,  copies  were  sent  to  the 
departments  indicated,  and  the  various  articles  specified  on  the 
orders  were  assembled  on  the  shipping  floor  by  means  of  chutes 
and  conveyors.  Each  shipment  was  checked  twice — once  as  the 
component  parts  left  their  respective  departments,  and  again  as 
a  whole  before  it  finally  was  packed.  Harbord-Hutchinson  & 
Company  prided  itself  on  the  promptness  with  which  it  filled 
orders;  normally  by  four  o'clock  each  day  all  orders  received 
up  to  one  o'clock  on  that  day  had  been  shipped  from  the  ware- 
house. 

The  buying  organization  of  Harbord-Hutchinson  &  Company 
consisted  of  a  buyer,  and  in  some  cases  an  assistant,  for  each  of 
the  following  divisions:  drugs  and  chemicals;  proprietaries  and 
pharmaceuticals;  sundries;  candy  and  cigars;  phonographs; 
fountains  and  fixtures. 

Each  buyer  kept  purchase  records  on  cards  by  articles  and 
sources,  showing  both  wholesale  and  retail  prices.  In  addition 
to  these  records,  stock  records  were  kept  in  the  warehouse  show- 
ing for  each  stock  number  the  amount  purchased  and  the  amount 
on  hand  at  the  regular  monthly  inventory.  Four  departments — 
namely,  those  for  candy,  phonographs,  soda  fountains  and  fix- 
tures, and  cigars,  cigarettes,  and  tobacco — were  completely  de- 
partmentized; that  is,  separate  records  were  kept  not  only  of  pur- 
chases, but  also  of  sales,  stocks,  and  expenses.  Harbord-Hutchin- 
son &  Company  had  taken  this  step  in  order  to  be  sure  at  all  times 
that  it  was  worth  while  to  continue  these  departments.  Because 
of  the  large  number  of  items  carried  in  stock  and  the  high  pro- 
portionate cost  of  checking  many  orders,  no  effort  was  made  to 
keep  separate  departmental  sales  records  for  the  remainder  of 
the  business. 

Harbord-Hutchinson  &  Company  customarily  issued  a  new  cat- 
alog once  every  three  or  four  years.  New  price-lists,  however, 
were  issued  weekly  or  monthly  in  several  lines  of  merchandise. 
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Harbord-Hutchinson  &  Company's  terms  were  1  %  for  cash  in 
10  days,  net  30  days.  On  about  70%  of  its  sales,  cash  discounts 
were  taken.  The  company  ordinarily  secured  cash  discounts 
of  1%  or  2%  from  manufacturers;  in  the  case  of  proprietaries 
the  cash  discount  sometimes  was  as  high  as  5%.  The  rate  of 
stock-turn  was  from  5  to  7  times  a  year. 

The  firm  did  not  engage  in  any  manufacturing  operations  and 
had  no  private  brands.  For  stationery,  rubber  goods,  and  hair 
nets,  it  had  exclusive  agency  agreements  with  manufacturers. 
These  arrangements  were  exclusive  only  in  the  city  of  St.  Louis 
and  the  immediately  surrounding  territory;  there  was  competition 
with  other  wholesalers  handling  these  lines  in  the  more  remote 
districts. 

In  addition  to  trade-paper  advertising  and  direct  circularizing, 
Harbord-Hutchinson  &  Company  during  the  years  after  the 
World  War  undertook  a  program  of  institutional  advertising, 
principally  in  St.  Louis  daily  newspapers.  The  advertisements 
in  this  series  were  for  the  purpose  of  acquainting  the  public  with 
the  nature  of  the  service  rendered  to  retail  druggists  by  the  whole- 
saler. Although  no  reference  was  made  to  wholesalers  who  spe- 
cialized on  the  sale  of  rapidly  moving  goods  at  lower  prices  for 
cash  only,  or  to  mutual  and  cooperative  buying  associations,  it 
was  hoped  that  indirectly  this  advertising  would  help  Harbord- 
Hutchinson  &  Company  to  meet  competition  from  those  institu- 
tions. During  192 1  the  firm  also  undertook  to  advertise  the  retail 
druggist  to  the  public,  both  in  St.  Louis  papers  and  in  local 
mediums  in  other  towns.  The  advertisements  in  this  series 
featured  the  service  that  the  local  druggist  was  prepared  to  render 
his  customers  in  general  and  on  special  occasions,  such  as  during 
epidemics.  Harbord-Hutchinson  &  Company  also  made  arrange- 
ments to  assume  the  cost  of  printing  for  its  retail  customers  when 
they  wished  to  conduct  special  sales,  and  its  representatives  fre- 
quently were  sent  out  to  arrange  window  and  counter  displays. 
At  inventory  time  retail  druggists  frequently  requested  assistance, 
and  Harbord-Hutchinson  &  Company  encouraged  competent 
employees  of  its  own  to  help  retailers  for  a  small  fee. 

Should  the  proposed  discounts  have  been  offered  by  Harbord- 
Hutchinson  &  Company? 
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6.  M.  Farnsworth  &  Company 

SPFXIALTY  WHOLESALER 

After  a  year  under  the  control  of  a  creditor's  committee  as  a 
result  of  overexpansion  during  the  war  period,  M.  Farnsworth 
&  Company  was  reorganized  in  September,  1922.  As  a  general 
dry-goods  wholesaler,  the  company  had  prospered  for  a  century, 
but  during  the  20  years  preceding  its  embarrassment,  the  in- 
creasing competition  of  small  wholesalers  scattered  through  its 
territory,  and  the  encroachments  of  specialty  wholesalers  and  of 
manufacturers  who  were  selling  directly  to  retailers  had  pre- 
vented a  growth  in  sales  proportionate  to  the  development  of 
general  business.1  The  new  management,  therefore,  was  unde- 
cided whether  to  continue  as  a  general  wholesaler  or  to  specialize 
in  a  few  of  its  best  lines  to  the  exclusion  of  others. 

The  greater  part  of  the  company's  sales  previously  had  been 
made  to  dry-goods  stores  and  general  merchandise  stores  located 
in  towns  of  200  to  25,000  population,  which  were  accustomed  to 
placing  a  large  portion  of  their  dry-goods  orders  with  one  whole- 
saler and  to  purchasing  in  small  quantities.  About  25%  of  its 
total  sales  were  in  the  immediate  vicinity  of  Philadelphia, 
another  35%  in  Pennsylvania,  and  the  remainder  distributed 
through  New  York,  New  Jersey,  Delaware,  Maryland,  Virginia, 
North  and  South  Carolina,  Georgia,  Florida,  Ohio,  Indiana,  and 
Illinois.    Sixty  salesmen  covered  the  local  territory  once  a  week, 

1  For  an  account  of  some  of  the  changes  which  had  taken  place  in  the  wholesale 
dry-goods  trade  prior  to  1916,  see  Paul  T.  Cherington,  The  Wool  Industry,  pp.  140- 
152. 

The  wholesalers'  share  in  the  trade  in  dry-goods  in  1924  is  indicated  by  data  in 
Bulletin  No.  56,  The  Distribution  of  Textiles,  published  by  the  Bureau  of  Business 
Research,  Harvard  University. 

In  1926  several  large  dry-goods  wholesale  firms  were  merged  with  competing 
firms;  John  V.  Farwell  Company,  of  Chicago,  for  example,  sold  its  business  to 
Carson,  Pirie,  Scott  and  Company,  of  Chicago. 

On  October  2,  1926,  Claflins,  Inc.,  New  York  City,  announced  that  it  would 
liquidate  its  business  in  the  immediate  future.  According  to  the  newspaper  an- 
nouncement, the  firm  was  rated  as  the  second  largest  wholesale  dry-goods  estab- 
lishment in  the  United  States.  The  company  was  formed  in  1843.  It  experienced 
financial  difficulties  during  the  Civil  War  when  southern  debtors  did  not  meet 
their  indebtedness,  again  during  the  crises  of  1873  and  1907,  and  underwent  reor- 
ganization in  1914  as  a  result  primarily  of  the  maturity  of  notes  of  subsidiary  com- 
panies endorsed  by  the  Claflin  firm.  After  that  reorganization,  the  company  was 
successful  financially,  and  its  decision  to  liquidate  was  attributed,  not  to  financial 
embarrassment,  but  to  a  decline  in  sales  and  the  prevalence  of  hand-to-mouth 
buying  by  retailers  which  increased  shipping  expenses.  The  company  dealt  chiefly 
in  piece  goods  and,  it  was  stated,  found  that  it  could  not  carry  on  competition  with 
the  specialists  which  had  sprung  up  in  the  dry-goods  and  department  store  fields. 
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the  outlying  territories  once  or  twice  a  month,  and  the  distant 
territories  once  or  twice  each  season.  Many  customers  made 
periodical  buying  trips  to  Philadelphia,  where  each  one  pur- 
chased a  large  variety  of  merchandise  to  be  shipped  in  a  single 
lot. 

For  several  years  prior  to  1922,  small  wholesale  dry-goods 
firms  had  been  established  in  numerous  cities  in  its  territory  and 
had  encroached  upon  the  business  of  M.  Farnsworth  &  Com- 
pany. Some  retailers  in  the  large  cities,  moreover,  were  purchas- 
ing directly  from  manufacturers  or  from  wholesalers  specializing 
in  selected  types  of  merchandise.  In  the  period  of  depression 
following  the  crisis  of  1920,  however,  M.  Farnsworth  &  Com- 
pany sold  more  units  of  merchandise  than  ever  before  because 
of  the  hand-to-mouth  buying  policy  adopted  by  many  retailers. 

If  it  were  to  become  a  specialty  wholesaler,  the  company 
would  have  to  increase  its  sales  in  the  selected  lines  to  offset  the 
loss  of  sales  in  the  lines  of  merchandise  dropped.  In  1922  its 
stock  consisted  of  cotton  dress  goods,  hosiery,  underwear,  gloves, 
furnishings,  notions,  sweaters  and  knit  goods,  ribbons,  laces  and 
embroideries,  bedding,  and  numerous  other  miscellaneous  items. 
It  featured  especially  its  cotton  dress  goods,  underwear,  knit 
goods,  and  glove  departments.  Its  gloves  predominated  in  the 
Philadelphia  glove  market  because  of  their  quality  and  variety 
of  styles. 

The  question  of  advertising  also  entered  into  the  decision  as 
to  the  type  of  merchandise  to  be  carried.  As  a  specialty  whole- 
saler the  company  probably  would  be  obliged  to  build  up  its  own 
brands  through  expensive  advertising  and  would  encounter  the 
opposition  of  department  stores  in  the  large  cities  which  were 
emphasizing  their  own  brands  almost  entirely.  The  company 
would  be  assisted,  however,  by  its  well-established  reputation. 

Although  a  change  could  not  be  made  abruptly,  the  logical 
time  for  adopting  a  new  policy  seemed  to  be  during  this  period 
of  reorganization.  It  was  believed  that  the  general  wholesaler, 
especially  in  the  large  centers,  was  at  a  serious  disadvantage  in 
that  he  could  not  perform  the  service  of  parceling  out  merchan- 
dise to  the  small  retailers  as  well  as  it  could  be  performed  by  the 
small  local  wholesalers  who  could  make  prompt  deliveries  at  a 
saving  in  freight  charges.  It  seemed  probable  that,  as  the  old 
customers    of    M.    Farnsworth    &    Company    disappeared,    the 
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patronage  of  their  successors  would  revert  to  the  small  local 
wholesalers,  or  in  the  case  of  the  large  stores  to  the  specialty 
wholesalers. 

Should  M.  Farns worth  &  Company  have  decided  to  develop 
a  specialty  wholesale  business? 


7.  Cleland  Company 
selling  wide-margin  merchandise 

Prior  to  September,  1924,  the  executives  of  the  Cleland  Com- 
pany, a  wholesale  grocery  firm,  had  endeavored  to  increase  the 
company's  percentage  of  net  profit  chiefly  by  effecting  economies 
and  increasing  the  efficiency  of  operations.  The  gross  margin  had 
averaged  about  10%  of  sales,  and  total  operating  expense,  not 
including  interest  on  owned  capital,  about  8^4%  of  sales.  The 
executives  decided  that  this  expense  percentage  represented  maxi- 
mum effectiveness  of  operation  and  that  future  increases  in 
percentage  of  net  profit  would  have  to  be  the  result  of  an 
increased  percentage  of  gross  margin. 

The  Cleland  Company  was  located  in  a  middle-western  city 
with  a  population  of  110,000.  The  company's  annual  sales 
usually  were  about  $750,000;  its  average  inventory,  valued  at 
cost,  about  $75,000;  and  its  annual  rate  of  stock-turn  approxi- 
mately 9  times.  The  company  sold  medium-priced  merchandise. 
Sales  under  the  company's  private  brand  were  negligible  as  com- 
pared with  total  sales.  The  company  employed  five  salesmen,  two 
of  whom  it  paid  commissions  only  and  three  of  whom  it  paid  both 
salaries  and  commissions.  Commissions  were  determined  as 
percentages  of  gross  margins  on  sales.  The  stock  records  which 
the  company  maintained  showed  the  quantity  of  merchandise  in 
stock  at  the  first  of  each  week  and,  also,  the  quantity  of  merchan- 
dise ordered. 

The  company  made  no  attempt  to  allocate  expenses  to  lines  of 
merchandise  and  did  not  departmentize  its  merchandise  pur- 
chases, inventories,  or  sales.  The  president  of  the  company 
believed  that  the  departmentization  of  purchases  and  sales  would 
have  little  value  unless  expenses  were  allocated  accurately  and 
that  the  accurate  allocation  of  expenses  to  departments  or  lines  of 
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merchandise  was  impossible  in  a  wholesale  grocery  company  with 
annual  sales  as  large  as  $750,000.  The  transfer  of  employee:, 
from  one  operation  to  another,  for  instance,  made  difficult  the 
proper  allocation  of  labor  charges. 

Since  the  company  did  not  take  monthly  inventories  by  items 
and  did  not  allocate  expenses  to  items,  the  net  profit  obtained 
from  the  sale  of  any  particular  item  could  not  be  determined. 
The  president,  therefore,  believed  that  the  company,  as  a  means 
of  increasing  its  percentage  of  net  profit,  should  increase  its 
average  percentage  of  gross  margin  by  concentrating  sales  efforts 
on  lines  which  yielded  high  percentages  of  gross  margin.  Most 
of  the  items  with  high  gross  margins  had  low  rates  of  stock-turn 
as  compared  with  the  stock-turns  of  items  which  had  low  gross 
margins,  such  as  sugar  and  nationally  advertised  staples. 

The  company  decided  to  emphasize  the  sale  of  items  which 
yielded  high  gross  margins.  In  order  to  accomplish  this,  the  com- 
pany classified  all  items  of  merchandise  into  groups  according 
to  the  percentages  of  gross  margin  obtained.  Because  of  compe- 
tition, the  company  sold  merchandise  in  some  portions  of  its 
territory  on  a  lower  gross  margin  than  it  did  in  others.  In  classi- 
fying the  merchandise  on  the  basis  of  gross  margins,  the  company 
used  for  each  item  the  lowest  gross  margin  obtained  on  that  item 
in  any  part  of  the  territory.  Each  group  of  merchandise  was  num- 
bered to  correspond  with  the  percentage  of  gross  margin  yielded 
by  the  items  in  the  group.  There  were  the  following  groups: 
3,  6,  7^,  9,  10,  12^,  15,  17^,  20,  25,  30,  and  35.  Sugar  was 
the  only  item  in  group  3,  that  is,  the  only  item  which  yielded  the 
company  a  gross  margin  of  3%.  Group  6  included  a  nationally 
advertised  brand  of  baked  beans  and  all  brands  of  evaporated 
milk  which  the  company  sold.  Group  7*^  included  a  nationally 
advertised  brand  of  coffee,  corn  cereals,  bulk  oats,  package  oats, 
condensed  milk,  Mason  jars,  cleansers,  and  soap.  Group  9  in- 
cluded butter,  cheese,  wheat  cereals,  buckwheat  flour,  pancake 
flour,  puffed  rice,  puffed  wheat,  butter-beans,  and  mayonnaise. 
Group  10  included  soda,  a  nationally  advertised  brand  of  baking 
powder,  apple  butter,  butterine,  bouillon  cubes,  eight  well-known 
brands  of  coffee,  chocolate,  crackers,  hominy  grits,  sugar  corn, 
food  in  powder  and  tablet  form,  molasses,  syrups,  two  well- 
known  cleansing  compounds,  matches,  starch,  and  snuff. 
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All  other  items  yielded  the  company  gross  margins  of  12^2% 
or  more.  Group  15,  for  example,  included  51  lines  of  merchan- 
dise, among  which  were  bulk  coffee,  all  kinds  of  fish,  olives, 
peaches,  prunes,  pickles,  peas,  mustard,  rice,  raisins,  and  sar- 
dines. Group  25  included  such  items  as  fig  bars,  figs,  packaged 
fruits,  citron  peel,  mincemeat,  spices,  nuts,  bulk  spaghetti,  pop- 
corn, shoe  nails,  paper,  electric  light  bulbs,  rope,  bluing,  clothes- 
pins, and  tacks. 

The  company  desired  to  obtain  an  average  gross  margin  of 
12  %  of  sales  for  1925.  The  salesmen,  consequently,  were  to  place 
the  greatest  sales  emphasis  on  items  which  yielded  gross  margins 
of  12%  or  more.  The  company  provided  each  salesman  with  a 
small  loose-leaf  notebook  in  which  items  of  merchandise  sold 
by  the  company  were  listed  in  groups  according  to  the  gross 
margins  which  they  yielded.  By  referring  to  this  book,  the  sales- 
men could  determine  the  percentage  of  gross  margin  which  the 
company  was  obtaining  from  their  sales. 

In  order  to  encourage  the  salesmen  to  sell  the  items  which  had 
high  gross  margins,  the  company  established  a  success  rating. 
Each  week,  from  four  to  six  high-profit  items  were  designated  as 
those  upon  which  special  emphasis  was  to  be  placed  during  that 
week.  During  the  week,  all  orders  sent  in  by  the  salesmen  were 
analyzed  to  ascertain  what  portion  of  each  salesman's  orders 
included  sales  of  the  items  selected  for  special  emphasis.  Sales- 
men were  rated  according  to  their  success  in  this  undertaking; 
for  example,  a  salesman  who  had  sold  one  or  more  of  the  selected 
items  to  75%  of  his  customers  received  a  rating  of  75%.  That 
week,  he  was  designated  as  a  75%  salesman;  a  salesman  who 
sold  one  or  more  such  items  to  only  50%  of  his  customers  was 
designated  as  a  50%  salesman. 

The  company  introduced  this  plan  of  emphasizing  the  sale  of 
items  with  high  gross  margins  in  the  beginning  of  October,  1924, 
and  calculated  the  percentage  of  gross  margin  yielded  by  the  sales 
of  each  salesman  for  that  month.  These  percentages  were  used 
as  a  basis  for  judging  the  percentages  obtained  in  the  following 
months.  Exhibit  1  shows  the  percentages  of  gross  margin  obtained 
from  the  sales  of  each  of  the  five  salesmen  from  September,  1924, 
to  March,  1925,  inclusive.  The  company  also  calculated  the  per- 
centages of  gross  margin  obtained  from  sales  made  at  the  office. 
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These  sales  included  merchandise  sold  to  competitors  whose 
stocks  were  depleted. 

During  the  four-month  period  September  to  December,  1924, 
each  salesman  increased  the  percentage  of  gross  margin  which 
the  company  was  obtaining  on  his  sales;  the  increases  varied  from 
1.6%  to  4.3%.  Over  the  entire  period  September,  1924,  to 
March,  1925,  the  salesmen  also  increased  their  percentages  of 
gross  margin,  but  the  increases  were  not  so  large  as  for  the  shorter 
period,  varying  from  .4%  to  1.4%.  The  president  of  the  com- 
pany believed  that  the  increases  in  percentages  of  gross  margin 
obtained  by  the  salesmen  were  the  result  of  the  sales  emphasis 
which  had  been  placed  upon  the  more  profitable  items.  He  was 
of  the  opinion  that  the  small  decreases  during  the  first  part  of 
1925  as  compared  with  December,  1924,  were  the  result  of  gen- 
eral business  conditions,  total  sales  having  decreased  perceptibly. 
The  president  said  that  it  was  difficult  for  the  salesmen  to  sell 
high-profit  merchandise  at  a  time,  such  as  early  1925,  when 
retailers  were  restricting  purchases  to  that  merchandise  which 
was  absolutely  necessary  for  retail  stock. 

The  president's  opinion  as  to  a  general  decline  in  sales  of  gro- 
ceries during  the  first  part  of  1925  was  borne  out  by  statements 
issued  by  the  Federal  Reserve  Bank  in  the  district  in  which  the 
company  was  located.  On  February  2,  1925,  the  bank  reported 
that  groceries  were  selling  in  fair  volume  but  that,  as  normally 

Exhibit  i 

Changes  in  Percentages  of  Gross  Margtn  Obtained  by  Salesmen 
of  Cleland  Company,  September,  1924-MARCH,  1925,  Inclusive 


1924 

192s 

Salesman 

Increase 

Sept. 

Oct. 

Nov. 

Dec. 

Increase 

Sept. 
to  Dec. 

Jan. 

Feb. 

Mar. 

Sept.,  1924, 

to  Mar., 

192s 

I 

9.0 

IO.  I 

IO.4 

13-3 

4-3 

IO.7 

IO.7 

IO.O 

1.0 

2 

9.8 

IO.7 

II.O 

II.8 

2.0 

II.7 

II.4 

II. 2 

I.4 

3 

10. 0 

IO.7 

II.7 

II.7 

1.7 

II. 2 

I0.6 

IO.4 

•4 

4 

9.2 

97 

10.3 

II. 2 

2.0 

IO.O 

9-9 

9-8 

.6 

5 

9-5 

97 

IO.7 

II. I 

1.6 

94 

9.2 

9-9 

•4 

6* 

10.4 

10.0 

10.8 

IO.7 

•3 

9-9 

10.4 

10.5 

.1 

Average 

9.6 

11.6 

2.0 

10.3 

•7 

*This  item  was  based  on  sales  made  in  the  office,  without  specific  selling  effort,  and  was  not 
credited  to  salesmen. 
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was  to  be  expected,  the  demand  had  been  lighter  in  January  than 
in  December.  In  a  statement  issued  March  2,  1925,  the  bank 
reported  that  in  January  sales  of  groceries  had  been  11.3% 
smaller  than  in  December,  1924,  and  0.1%  smaller  than  in  Jan- 
uary, 1924.  On  April  1,  1925,  the  bank  reported  that  sales  in 
February  had  been  4.1%  smaller  than  sales  in  January  and  3.2% 
smaller  than  sales  in  February,  1924.  The  company's  sales  for 
January,  1925,  showed  an  increase  of  $283,  or  approximately 
0.7%,  over  the  sales  for  December,  1924,  in  spite  of  the  11.3% 
decline  in  grocery  sales  in  the  general  market,  as  reported  by  the 
bank.  In  February,  however,  the  company's  sales  decreased 
$6,853,  or  J6.3%,  while  the  general  decrease  in  the  grocery  mar- 
ket for  the  month  was  only  4.1%. 

Exhibit  2  gives  by  months  for  the  period  September,  1924,  to 
March,  1925,  inclusive,  the  total  sales  of  the  company,  the  com- 
pany's total  amount  of  gross  margin,  and  the  sales  of  what  was 
assumed  to  be  a  typical  salesman  by  groups  of  merchandise, 
together  with  the  amount  of  gross  margin  obtained  on  sales  in  each 
group.  During  the  period  the  company's  total  monthly  sales 
decreased  23%  and  the  monthly  gross  margin  decreased  19%. 
The  typical  salesman's  sales  of  merchandise  yielding  a  gross 
margin  of  12^2%  or  more  increased  from  $4,136  in  September, 
1924,  to  $5,139  in  December,  1924,  although  his  total  sales  were 
$3,475  less  in  December  than  in  September. 

Was  it  good  policy  for  the  company  to  stress  the  sale  of  wide- 
margin  merchandise  in  this  manner? 

8.  Crescent  Grocery  Company 
retailers'  cooperative  buying  association 

The  Crescent  Grocery  Company,  a  buying  association  of  re- 
tail grocers,  was  established  in  191 2. 1  In  191 7  the  company  had 
9,000  members,  with  warehouses  in  Newark,  Boston,  Pittsburgh, 
Savannah,  and  New  York.  It  was  stated  at  the  latter  date  that 
the  company  intended  to  open  warehouses  in  the  near  future  at 
seven  or  eight  additional  points  and  later  in  an  even  larger  num- 
ber of  cities.  These  warehouses  were  featured  as  an  induce- 
ment to  membership. 

1  See  also  Harbord-Hutchinson  &  Company,  page  145. 
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In  the  charter  it  was  stipulated  that  the  company  always 
should  be  owned  and  controlled  by  retail  grocers. 

The  Crescent  Grocery  Company  handled  about  1,500  staple 
articles.  It  also  sold  a  line  of  150  items  under  its  own  brand, 
which  yielded  a  larger  profit.  These  goods  bearing  the  com- 
pany's special  brand  were  of  high  quality.  The  directors  of  the 
company  stated  that  they  did  not  intend  to  put  out  "cheap" 
merchandise.  It  was  planned  that  the  company  eventually 
should  engage  in  manufacturing. 

A  member  of  this  buying  association  was  not  compelled  to 
carry  the  Crescent  brand  of  goods  in  stock.  When  a  member 
did  put  in  the  Crescent  brand,  however,  it  was  with  the  under- 
standing that  the  minimum  price  stated  in  the  price  list  was  to 
be  observed.  Hence  there  was  to  be  no  price-cutting  on  this 
brand. 

A  member  was  allowed  credit  up  to  50%  of  the  amount  that 
he  had  invested  in  his  subscription  to  the  capital  stock  of  the 
company.  If  a  grocer  had  paid  $200  for  10  shares  of  stock,  for 
example,  he  was  permitted  to  order  merchandise  to  the  amount 
of  $100  without  sending  a  check  with  his  order.  He  paid  in  full 
within  10  days  from  date  of  invoice.  If  he  ordered  an  amount 
exceeding  50%  of  his  investment  in  the  stock  of  the  association, 
he  was  compelled  to  send  a  check  for  the  balance  of  his  order 
before  delivery.  The  members  paid  freight  on  their  purchases 
when  shipments  were  made  from  the  association's  warehouse. 

A  price  list  was  issued  every  60  days  and  supplemented  by 
change  sheets  and  bulletins  at  frequent  intervals.  Members 
sent  in  orders  by  mail  from  these  price  lists. 

A  member  ordinarily  subscribed  to  10  shares  of  stock  at  $20 
per  share.  He  could  buy  fewer  shares,  but  then  he  received  less 
credit.  The  first  stock  was  taken  out  at  $15  per  share,  then  when 
a  greater  variety  of  merchandise  was  offered  under  the  Crescent 
brand,  at  $17.50  per  share,  and  later  at  $20  per  share.  It  was 
expected  that  this  price  would  be  further  increased.  Many  early 
members  took  out  additional  shares  at  $20  each,  as  an  invest- 
ment. Voting  rights  were  one  vote  for  each  share  of  stock  held. 
The  stock  was  negotiable  and  transferable.  The  company  could 
not  buy  back  its  own  stock;  hence  it  was  formulating  a  plan  to 
establish  a  fund  to  buy  up  all  floating  stock  and  redistribute  it 
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among  members.    The  dividends  during  the  first  six  years  were 
8%  to  10%  on  the  stock. 

Wherein  could  such  an  organization  be  operated  more  econom- 
ically than  a  regular  wholesale  grocery  business?  What  were 
the  weaknesses  of  the  plan? 


9.  Century  Hardware  Company 
retailers'  cooperative  buying  association 

The  Century  Hardware  Company  was  formed  in  1910  as  a 
wholesale  cooperative  institution  with  a  membership  of  26  hard- 
ware retailers  in  and  about  the  city  where  it  was  located.  Com- 
petition with  independent  wholesale  firms  for  the  orders  of  the 
retail  members  brought  up  continual  problems  in  respect  of  price 
policies  and  sales  methods. 

Under  the  terms  of  its  organization,  each  member  was  to  pay 
a  service  charge  of  $600  annually.  An  additional  expense  fee 
of  1  %  of  the  cost  price  was  charged  on  each  order  placed  by  the 
Century  Hardware  Company  with  a  manufacturer  for  shipment 
directly  to  a  member  retailer,  and  a  charge  of  5%  of  the  manu- 
facturer's cost  price  was  added  for  each  order  filled  by  the  Cen- 
tury Hardware  Company  from  its  warehouses.  No  salesmen 
were  employed  by  the  company;  hence  the  responsibility  lay 
upon  the  individual  members  to  order  merchandise  from  the 
company. 

This  original  plan  proved  to  be  unsatisfactory,  because  its 
financial  success  was  dependent  upon  the  estimate  made  at  the 
beginning  of  each  year  as  to  the  sales  and  expenses  for  that 
year.  The  basis  for  each  estimate  was  the  actual  operating  cost 
for  the  year  preceding,  but  since  business  conditions  and  ex- 
penses fluctuated,  the  estimates  never  were  accurate.  Rising- 
costs  made  necessary  an  annual  assessment  on  the  members  to 
offset  the  amount  by  which  the  company's  expenses  exceeded  the 
estimated  revenues. 

In  spite  of  this  difficulty,  however,  by  19 13  the  company  had 
increased  its  membership  to  102  firms  within  a  radius  of  250 
miles.  A  change  in  the  system  of  charges  was  made  at  that 
time.     The  members  were  divided  into  three  classes,  according 
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to  volume  of  purchases.  Each  Class  A  member  contributed  an 
original  investment  of  $2,000  upon  becoming  a  member,  or  was 
assessed  that  amount  if  he  already  belonged  to  the  association. 
In  addition,  this  class  paid,  as  before,  a  charge  of  1%  on  all 
direct  shipments  from  the  manufacturer  and  a  charge  of  5%  on 
all  merchandise  handled  through  the  Century  Hardware  Com- 
pany's warehouse.  An  original  investment  of  $500  was  required 
of  each  Class  B  member.  For  this  class  the  charges  on  direct 
shipments  were  raised  to  2  yi  %  and  on  all  orders  filled  from  the 
warehouse  to  7j4%.  If  at  any  time  the  yearly  purchases  of  a 
Class  B  member  exceeded  $10,000,  the  firm  entered  Class  A 
and  had  to  increase  the  amount  of  its  investment  to  $2,000,  but 
received  the  benefit  of  the  lower  charges  on  its  purchases.  Each 
Class  C  member  made  an  investment  of  $100.  There  were  no 
predetermined  rates  on  which  goods  should  be  resold  to  firms  in 
this  class.  The  amount  of  the  charge  was  left  to  the  manager's 
discretion. 

For  several  years  after  the  installation  of  this  plan,  the  hard- 
ware industry  enjoyed  a  period  of  prosperity  which  enabled  the 
Century  Hardware  Company  through  rising  inventory  values  to 
offset  what  should  have  appeared  on  the  books  as  an  actual 
operating  deficit.1    When  prices  declined,  however,  the  company 

1  In  1926,  the  Girard  Grocery  Company,  located  in  Philadelphia,  went  into  bank- 
ruptcy. The  following  statement  regarding  the  company's  affairs  by  the  attorney 
for  the  receivers  appeared  in  the  Journal  of  Commerce,  New  York,  on  July  14, 
1926: 

The  Girard  Grocery  Company  is  a  corporation,  members  of  which  are 
retail  grocers,  and  which  sells  merchandise  only  to  such  members  by  buying  in 
bulk  and  selling  large  quantities  of  goods.  It  has,  up  to  the  present  time, 
conducted  a  substantial  and  rather  successful  business. 

During  the  sugar  shortage  the  corporation  made  a  large  number  of  con- 
tracts at  a  high  price.  When  the  shrinkage  in  values  occurred,  the  corporation 
sustained  very  heavy  losses.  It  therefore  has  become  embarrassed  by  lack  of 
ready  cash  and  credit.  The  receivers  will  conduct  the  business  for  two  weeks 
to  determine  if,  in  their  judgment,  it  can  be  reorganized  and  continued. 

If  so,  it  is  probable  that  the  receivership  will  be  made  permanent.  If  not, 
the  business  will  be  liquidated.  A  meeting  of  creditors  and  others  interested 
will  be  held  before  Judge  Finletter  on  July  27. 

Equity  proceedings  were  started  to  protect  the  interests  of  all  creditors  and 
to  prevent  attachments  which  would  give  some  creditors  preference  over  others. 
There  are  quite  a  number  of  large  and  small  claims  against  the  corporation. 

The  following  statements  appeared  in  the  Journal  of  Commerce,  New  York, 
July  17,  1926: 

The  Girard  had  1,223  members,  whose  purchases  averaged  $75  a  week,  and 
its  1925  sales  are  reported  to  have  been  $3,700,000,  on  which  it  made  a  profit 
of  $70,000  after  operating  at  cost  of  3.008%.  Its  financial  stringency  led  to 
its  neglect  of  the  discount  privilege  to  the  extent  of  about  $40,000,  and  its 
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soon  found  that  the  payments  made  by  members  were  inadequate 
to  cover  the  expenses  incurred.  In  addition,  no  reserve  or  sur- 
plus had  been  built  up  to  allow  for  declining  inventory  values. 
A  further  change  evidently  was  necessary. 

In  the  fall  of  1920  a  new  manager  was  appointed,  and  the 
company  determined  to  appeal  to  its  members  for  orders  on  the 

losses  on  sugar  have  been  reported  to  be  $800,000,  very  largely  on  Java  pur- 
chases. 

The  company  is  reported  to  have  borrowed  large  sums  from  its  own  mem- 
bers, rather  than  from  banks.  Banks  are  said  to  hold  none  of  the  company's 
paper,  but  the  "Thrift  Deposits"  are  suspected  of  being  impaired.  Rumor  has 
it  that  ....  president  of  the  concern,  is  the  largest  creditor  to  the  tune  of 
about  $35,000,  with  Procter  &  Gamble  in  for  about  $27,000,  or  $28,000,  and 
the  Campbell  Company  over  $11,000;  the  latter  said  to  favor  bankruptcy. 

The  last  financial  statement  available  as  yet  was  that  of  the  1925  business 

(to  June  30).     Of  course,  that  is  a  year  ago,  but  if  the  present  trouble  is 

chargeable  to  accumulated  loads  of  hard  luck,  it  may  be  worth  studying,  and 

is  therefore  printed  herewith: 

Assets  Liabilities 

Cash    $      17,326.74  Capital  stock   $  441,800.00 

Fixtures    17,521.46  Capital  stock  instalment 120,522.80 

Securities    72,054.49  Thrift  and  collateral   707,108.44 

Accounts  receivable    121,442.96  Accounts  payable    111,179.09 

Merchandise  1,227,246.10  Profits  74,981.42 

Total   .$1,455,591-75  Total   $1,455,591-75 

Dividend,  8%    35,344-00 

Surplus    39,63742 

Receipts  Payments 

Cash  balance   $        7,965.25  Merchandise    $3,575,905.29 

Merchandise    3,846,699.83  Capital  instalment,  collateral 

Capital   instalment    23,386.29             and  thrift  258,020.96 

Thrift  and  deposits 222,382.78  Bank  loans 667,500.00 

Bank  loans 667,500.00  Taxes 10,673.24 

Interest  and  dividends 3,165.98  Bank  discount   1,614.09 

Sales  service 7,784.07  Interest  51,880.88 

Association   35,875.17  Dividends  35, 344.00 

Refunds 4,819.88  Salaries   116,785.40 

Other  services 6,300.87  Operations 27,199.85 

Total $4,817,914.87  Sales  service 5,080.00 

Grand  Total    .' 4,825,880.12  Rentals   28,440.00 

Association   30,109.67 

Total  .$4,808,553.38 

Cash  balance   17,326.74 

Grand  Total .$4,825,880.12 

The  following  statements  relating  to  the  Girard  Grocery  Company  appeared  in 
the  Grocers'  Magazine  in  September,  1926: 

.  .  .  The  real  condition  of  the  company  has  for  years  been  concealed 
by  the  systematic  insertion  of  false  entries  in  the  inventories.  One  year  the 
company  paid  an  income  tax  of  $6,800,  although  it  had  done  business  at  a 
loss,  the  purpose  of  paying  it  being  to  hide  the  true  condition  of  affairs.    In 

the   bankruptcy    proceedings   the    secretary,    ,   testified    he   had    falsified 

the  books  first  in  1921,  after  sugar  and  other  foods  had  dropped  in  price, 
and  the  concern  had  lost  $550,000.  He  continued  doing  so,  he  said,  absorbing 
losses  that  grew  smaller,  but  in  the  end  amounted  to  $800,000.  Falsifying  the 
books,  he  said,  was  done  with  the  knowledge  of  ,  the  head  of  the  con- 
cern, and   ,  assistant  treasurer. 

In  spite  of  the  bad  condition  of  the  company,  8%  dividends  were  paid  to 
stockholders  and  6%  interest  was  paid  on  deposits  with  the  company.  .  .  . 
Falsifying  the  books  year  after  year  was  carried  on  with  the  knowledge  of  the 
three  men  only.     .     .     .    They  do  not  appear  to  have  profited  by  it. 
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ground  of  a  combination  of  service  and  price  rather  than  on  that 
of  price  alone.  Accordingly,  the  prices  charged  to  all  members 
on  goods  bought  from  the  company  were,  as  nearly  as  possible, 
the  same  as  those  charged  by  competitors.  Each  member  was 
required  to  invest  $500  in  the  common  stock  of  the  company. 
An  additional  amount  might  be  invested  by  any  member,  but 
such  an  additional  investment  was  in  6%  preferred  stock,  hav- 
ing no  voting  rights. 

Under  this  system,  the  returns  to  the  members  were  deter- 
mined in  the  following  manner:  As  before,  a  charge  of  1%  was 
levied  to  cover  expenses  of  direct  shipments.  A  record  was  kept 
of  each  customer's  account.  At  the  end  of  each  year  the  com- 
pany ascertained  the  total  operating  expenses  and  determined 
the  operating  expense  ratio.  On  each  customer's  account  was 
listed  the  gross  margin  to  the  company  on  each  individual  sale, 
and  from  these  entries  the  gross  margin  on  the  entire  sales  to 
each  member  during  the  year  was  determined.  The  member 
received  from  the  company  the  difference  between  the  gross  mar- 
gin on  his  business  and  the  amount  of  expense  which  was  allocated 
to  him  for  handling  his  purchases. 

If  the  total  sales  of  the  company  were  $1,000,000,  for  example, 
$500,000  in  direct  shipments  and  $500,000  in  goods  delivered 
from  the  company's  warehouse,  and  the  total  expenses  of  the 
company  for  the  year  $100,000,  the  total  charges  to  all  members 
for  direct  sales  were  1%  of  $500,000,  or  $5,000.  This  amount 
was  charged  directly  to  the  customers'  accounts.  The  remainder 
of  the  total  expense,  $95,000,  was  19%  of  the  warehouse  sales. 
Hence,  if  a  customer's  warehouse  purchases  for  the  year 
amounted  to  $10,000,  the  charge  for  operating  that  account  was 
$1,900  plus  the  charges  for  direct  shipments.  If  the  books  of 
the  company  showed  that  the  charges  on  direct  shipments  were 
$50  and  that  the  gross  margin  on  that  customer's  account  had 
amounted  to  $2,300,  the  customer  received  $250  as  his  share  of 
the  profits  of  the  company.  Under  this  plan  the  membership 
grew  to  160. 

Soon  after  the  installation  of  the  new  system,  it  was  brought  to 
the  attention  of  the  manager  that  there  had  been  a  decrease  in  the 
purchases  by  members  located  in  the  large  cities  where  there  was 
easy  access  to  the  services  of  wholesale  merchants.  These  mem- 
bers constituted  in  numbers  onlv  about  one-fifth  of  the  members 
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of  the  company,  but  the  annual  amount  of  their  purchases  pre- 
viously had  been  approximately  50%  of  the  total. 

The  manager  learned  that  members  had  been  willing  to  pur- 
chase from  the  company,  despite  the  inconvenience  of  ordering 
by  mail  or  telephone,  when  the  actually  lower  prices  obtainable 
had  been  the  incentive.  When  the  appeal,  however,  was  the 
dividend  to  be  paid  to  a  customer  at  the  end  of  the  year  accord- 
ing to  the  size  of  his  total  purchases,  the  amount  of  the  saving 
was  not  sufficiently  apparent  to  numerous  members  to  induce 
them  to  send  their  orders  to  the  Century  Hardware  Company, 
rather  than  to  give  them  to  the  salesmen  representing  the  near-by 
wholesalers.  Those  firms  could  make  immediate  delivery  and 
occasionally  offered  substantial  discounts  on  individual  articles. 
An  immediate  discount  was  more  effective  than  the  expectation 
of  future  dividends. 

The  manager  made  a  tour  of  the  district  and  attempted  to 
show  the  members  that  if  reductions  in  price  were  to  be  effected, 
the  member  retailers  themselves  would  have  to  assume  some  of 
the  functions  of  a  wholesaler,  particularly  the  tasks  otherwise 
performed  by  wholesaler's  salesmen.  He  stated  that  if  each 
member  would  realize  the  company's  ability  to  supply  him  with 
goods  fully  as  economically  as  any  wholesaler  and  would  buy 
accordingly  as  great  a  portion  of  his  merchandise  as  possible 
through  the  Century  Hardware  Company,  the  company  would 
be  able  to  return  to  each  member  a  substantial  amount  in  divi- 
dends. If  the  members,  however,  were  unwilling  to  perform  this 
service  for  themselves,  by  utilizing  the  price  lists  sent  out  by  the 
Century  Hardware  Company  and  sending  in  their  orders  by  mail 
or  telephone,  the  organization  could  not  continue  long  to  operate 
in  its  existing  form. 

The  manager  asked  for  the  opinion  of  various  members  as  to 
the  best  method  of  carrying  on  the  operations  of  the  company. 
The  suggestions  received  were  divided  into  three  main  groups: 
first,  those  which  favored  a  return  to  the  basis  of  selling  at  manu- 
facturer's cost  plus  a  service  charge  for  handling,  the  system 
in' use  before  the  last  change;  second,  those  which  favored  a 
retention  of  the  existing  system  but  with  a  campaign  for  edu- 
cating the  members  to  realize  the  importance  of  their  full  coop- 
eration; third,  those  which  recommended  an  assumption  by  the 
company  of  still  more  wholesale  functions  through  maintaining 
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a  sales  force  which  should  visit  the  members  continually  and  give 
the  personal  service  previously  lacking.  The  manager  himself 
decided  that  it  was  this  absence  of  personal  contact  which  kept 
the  company  from  being  wholly  successful,  and  that  the  whole- 
salers whose  salesmen  were  in  constant  touch  with  the  retailers 
had  a  selling  advantage  that  could  not  be  met  except  by  the  use 
of  similar  methods. 

To  meet  the  competition,  the  Century  Hardware  Company 
decided  that  it  must  use  the  sales  practices  of  wholesale  mer- 
chants while  retaining  the  policy  of  annual  dividends  to  mem- 
bers. Consequently,  three  salesmen  were  employed  to  call  upon 
the  members  of  the  organization  frequently. 

What  were  the  significant  points  in  the  experience  of  the  Cen- 
tury Hardware  Company? 

10.    LOMBARDY   COMPANY 
EXCLUSIVE  WHOLESALE  AGENCY 

A  new  baking  powder  was  put  on  the  market  in  191 5  by  the 
Lombardy  Company,  which  had  long  been  engaged  in  the  manu- 
facture of  products  other  than  foodstuffs.  During  the  first  two 
years  the  sale  of  the  product  was  confined  to  territory  immedi- 
ately contiguous  to  New  York.  The  object  was  to  make  an  ex- 
haustive test  of  the  sales  plans  and  to  become  acquainted  with 
the  sales  problems  before  entering  a  broader  market. 

When  the  company  reached  the  point  where  it  was  ready  to 
expand  its  sales,  it  had  no  sales  organization  for  wide  distribu- 
tion. Up  to  that  time  it  had  sold  to  wholesalers.  One  of  the 
questions  was  whether  the  company  should  continue  to  distribute 
through  wholesalers,  and  if  so,  how  it  could  secure  its  initial 
distribution. 

Many  wholesalers,  particularly  the  large,  strong  firms,  had 
private  brands  of  baking  powder.  It  was  expected  that  they 
would  be  reluctant  to  push  Lombardy  baking  powder.  The 
retail  and  wholesale  prices  of  the  Lombardy  product  were  fixed 
so  as  to  yield  ample  margins  of  profit. 

The  Lombardy  Company  desired  to  expand  its  market  into  the 
Middle  West  and  to  the  Pacific  Coast.  At  the  same  time  it 
wished  to  avoid  the  expense  of  a  heavy  introductory  advertising 
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and  selling  campaign.  It  had  used  local  advertising  for  stimulat- 
ing sales  in  the  New  York  market,  and  it  planned  gradually  to 
develop  a  national  campaign. 

The  Lombardy  Company  proposed  to  the  Mendota  Company, 
one  of  the  largest  firms  of  wholesale  grocers  in  Chicago,  that  the 
Mendota  Company  should  be  given  the  privilege  of  acting  as  the 
sole  distributor  for  Lombardy  baking  powder  in  the  Chicago  ter- 
ritory. The  Lombardy  Company's  manufacturing  capacity  was 
limited  at  the  time,  and  it  offered  to  give  the  Mendota  Company 
the  right  to  act  as  sole  distributor  as  long  as  both  the  manufac- 
turer and  the  wholesaler  were  satisfied.  The  Mendota  Com- 
pany was  advised,  however,  that  as  soon  as  the  Lombardy  Com- 
pany could  manufacture  more  baking  powder  than  the  wholesaler 
could  sell,  other  distributors  would  be  sought  in  St.  Paul,  Omaha, 
St.  Louis,  and  other  cities,  and  that  eventually  the  product 
probably  would  be  sold  to  all  wholesale  grocers.  No  other  con- 
ditions were  stipulated  by  the  Lombardy  Company. 

The  Mendota  Company  employed  124  traveling  salesmen.  It 
carried  practically  all  the  staple  brands  of  food  products.  It 
also  had  developed  its  private  brand  in  numerous  lines,  including 
canned  goods,  tea,  and  coffee;  but  it  did  not  sell  baking  powder 
under  its  private  brand.  Its  salesmen  covered  intensively  the 
local  territory  and  territories  up  to  points  300  miles  distant  from 
Chicago.  Its  specialties  under  private  brands  were  sold  in  more 
distant  regions. 

Should  the  Mendota  Company  have  requested  a  permanent 
exclusive  wholesale  agency  in  its  territory  for  Lombardy  baking 
powder? 

If  the  request  had  been  refused  by  the  Lombardy  Company, 
should  the  Mendota  Company  have  accepted  the  opportunity  to 
become  the  exclusive  distributor  on  the  terms  stated? 


11.  Devon  Phonograph  Company 
exclusive  wholesale  agency1 

The  Devon  Phonograph  Company,  which  entered  the  phono- 
graph field  after  several  other  manufacturers  had  become  well 

1  See  also  Mersey  Appliance  Company,  page  168. 
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established  in  it,  decided  not  to  manufacture  records  but  to 
restrict  its  activities  to  the  production  and  sale  of  phonographs  of 
fine  quality. 

An  important  competitor,  who  by  means  of  long  contracts  with 
well-known  musicians  and  opera  singers  had  secured  a  large 
share  of  the  total  sale  of  records  of  so-called  classical  music,  had 
followed  the  practice  of  selling  to  numerous  wholesalers  without 
restrictions  as  to  territory.  Another  manufacturer,  who  had 
specialized  in  records  of  popular  music,  had  established  a  system 
of  wholesale  branches  to  handle  records  and  machines  in  order 
to  obtain  sufficiently  rapid  distribution.  Since  its  manufactur- 
ing policy  differed  from  those  of  other  producers,  the  Devon 
Phonograph  Company  determined  to  adopt  a  different  plan  for 
wholesale  distribution  and  studied  the  advantages  of  exclusive 
wholesale  contracts. 

The  Devon  Phonograph  Company  planned  to  manufacture 
phonographs  to  sell  at  retail  prices  ranging  from  $125  to  $3,000. 
Thirty-two  models  were  to  be  manufactured;  twenty  of  them 
were  to  be  in  period  designs  with  hand-carved  cabinets. 

High-grade  music  shops  and  department  stores  were  selected 
as  desirable  retail  outlets  for  the  Devon  Phonograph  Company's 
phonographs,  and  it  was  thought  advisable  to  have  the  machines 
sold  in  competition  with  other  phonographs  in  the  same  retail 
stores.  Hence,  no  exclusive  retail  agencies  were  to  be  granted. 
The  company  intended  to  advertise  in  newspapers  and  magazines, 
and  by  billboards  and  electric  signs,  but  it  did  not  expect  to 
undertake  advertising  on  an  extensive  scale  except  in  districts 
where  it  had  secured  satisfactory  distribution. 

If  the  company  had  planned  to  make  records,  it  would  have 
desired  to  have  wide  wholesale  distribution,  but  because  of  its 
plan  to  make  only  machines  of  fine  quality,  it  was  in  position 
to  grant  exclusive  wholesale  agencies.  Its  situation  seemed 
analogous  to  that  of  an  automobile  manufacturer,  with  a  single 
product  of  high  unit  value.  The  company  was  of  the  opinion, 
furthermore,  that  it  had  a  distinctive  product  which  required  a 
distinctive  type  of  selling,  and  that  the  establishment  of  exclusive 
wholesale  agencies  was  especially  desirable  for  introducing  the 
line  of  phonographs  and  for  creating  a  reputation  for  them. 
Exclusive  distributors  would  be  assured  of  the  entire  benefits 
of  their  efforts  and  therefore  would  attempt  more  actively  to 
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secure  sales  than  did  those  wholesale  firms  which  encountered 
local  competition  when  territories  were  not  restricted.  The  plan 
also  seemed  to  provide  an  effective  means  by  which  the  com- 
pany could  control  the  selection  of  suitable  retailers  and  secure 
the  advantages  of  intensive  sales  efforts. 

There  were  weaknesses,  on  the  other  hand,  in  the  policy  of 
granting  exclusive  wholesale  privileges.  The  company  risked 
temporary  losses  of  sales  in  any  territory  where  the  distributing 
firm  canceled  the  agreement.  Since  it  was  difficult  to  define  the 
districts  accurately,  claims  of  encroachment  were  likely  to  be 
received  from  aggressive  representatives. 

Because  its  products  were  new,  however,  and  required  special 
introductory  sales  efforts,  the  company  decided  to  grant  exclusive 
wholesale  agencies  with  specifically  defined  territories  to  whole- 
sale distributors  in  various  parts  of  the  United  States.  It 
planned  gradual  development  of  the  national  market  and  the 
eventual  appointment  of  not  more  than  40  wholesale  distributors. 
Where  possible,  agreements  were  to  be  made  with  wholesalers  of 
musical  instruments,  but  other  types  of  wholesalers  were  to  be 
employed,  if  necessary.  An  exclusive  agency  was  not  to  be 
granted  to  any  wholesaler  who  carried  another  line  of  phono- 
graphs. 

Prices  of  the  phonographs  were  to  be  quoted  at  list  figures 
subject  to  trade  discounts;  the  list  figures  represented  the  ex- 
pected retail  selling  prices.  The  gross  margin  allowed  to  whole- 
salers was  to  be  from  16%  to  18%  of  the  list  price,  the  exact 
rate  to  be  varied  for  the  purpose  of  equalizing  freight  charges 
to  different  sections  of  the  country.  The  discount  to  retailers 
was  to  be  40%  of  the  list  price  on  all  phonographs  selling  under 
$150,  and  40%  plus  10%  on  all  selling  above  that  price.  Whole- 
sale distributors  were  expected  to  carry  stocks  equal  to  at  least 
25%  of  their  annual  sales,  and  to  order  in  approximately  even 
quantities  monthly,  to  eliminate  seasonal  fluctuations  in  produc- 
tion. As  a  tentative  quota,  each  wholesale  distributor  was  ex- 
pected to  equal  in  his  district  the  average  per  capita  sales  of 
Devon  phonographs  throughout  the  country.  Signed  contracts 
on  an  annual  basis  were  to  be  entered  into  with  these  exclusive 
distributors,  and  through  them  contracts  were  to  be  made  with 
retailers.  Each  wholesaler  must  agree  to  seek  the  patronage  of 
all  satisfactorily  rated  music  shops  and  department  stores  in  his 
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territory.  In  the  event  of  a  reduction  in  price,  the  contemplated 
contract  provided  that  the  Devon  Phonograph  Company  should 
allow  its  exclusive  distributors  a  rebate  on  all  machines  in  stock 
and  through  them  extend  a  similar  rebate  to  retailers  on  ma- 
chines in  their  stores. 

Was  the  company  warranted  in  granting  exclusive  agencies 
to  wholesalers? 


12.  Mersey  Appliance  Company 
method  of  marketing 

Because  its  sales  were  not  increasing  so  rapidly  as  were  those 
of  its  competitors,  the  Mersey  Appliance  Company  in  1923  con- 
templated changing  the  distribution  policies  that  it  was  following 
in  selling  electrical  household  appliances  throughout  the  United 
States.  The  general  question  at  issue  was  whether  the  company 
should  continue  to  sell  its  products  through  all  available  distrib- 
utors or  through  a  series  of  selected  distributors. 

The  company  manufactured,  for  household  use,  flatirons, 
radiator  heaters,  heating  pads,  breakfast  stoves,  ranges,  toasters, 
and  soldering  irons.  The  soldering  irons  were  used  also  in  ma- 
chine shops.  In  addition,  the  company  manufactured  electric 
heating  elements  for  a  firm  manufacturing  electric  irons. 

The  company  maintained  offices  and  warehouses  in  Boston, 
New  York,  and  Chicago.  Salesmen  from  the  Boston  office  solic- 
ited orders  in  New  England.  The  other  Atlantic  Coast  and  Gulf 
states  constituted  the  territory  of  the  New  York  office.  The 
remainder  of  the  United  States  was  the  territory  of  the  Chicago 
office.  Four  or  five  salesmen  commonly  traveled  from  each  of 
the  three  offices.  The  company  occasionally  received  orders 
through  the  mails.  Most  of  the  sales  of  Mersey  appliances  were 
made  in  the  New  England  states  and  in  the  metropolitan  dis- 
tricts of  New  York,  Philadelphia,  and  Chicago.  The  orders 
secured  from  other  districts  of  the  United  States  were  widely  scat- 
tered; comparatively  few  sales  were  made  in  the  Rocky  Mountain 
district. 

The  company  sold  approximately  80%  of  its  output  to  whole- 
salers, 15%  to  retailers,  4%  to  manufacturers,  and  1%  directly 
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to  consumers.  The  customers  included  wholesalers  of  electrical 
goods,  hardware  wholesalers,  electric  light  and  power  companies 
selling  appliances  at  retail,  contractor-dealers  who  sold  electrical 
appliances  and  supplies,  a  few  specialized  retailers  of  electrical 
goods,  department  stores,  drug  stores,  house-furnishing  stores, 
hardware  stores,  and  a  few  general  merchandise  stores.  In  sev- 
eral territories,  in  order  to  assist  wholesalers,  the  company's  sales- 
men obtained  orders  from  retailers  and  turned  the  orders  over 
to  the  wholesalers  to  be  filled.  The  company  occasionally  sold 
directly  to  retailers  in  territories  where  it  did  not  receive  adequate 
patronage  from  wholesalers. 

Among  the  retail  distributors,  the  central  stations  of  electric 
light  and  power  companies,  in  theory  at  least,  offered  special 
advantages.  Those  stations  were  directly  in  contact  with  the 
potential  retail  market  for  electrical  merchandise;  each  family 
that  used  electricity  was  a  potential  purchaser  of  electrical  appli- 
ances. Hov/ever,  although  the  use  of  those  appliances  helped 
to  increase  the  sales  of  electricity,  many  central  stations  did  not 
operate  stores  in  central  locations  or  use  aggressive  methods  in 
advertising  and  selling  appliances. 

Contractor-dealers,  like  the  electric  light  and  power  companies, 
were  engaged  exclusively  in  the  electrical  industry.  An  electrical 
contractor  executed  contracts  for  the  wiring  of  buildings  and 
performed  repair  work  on  motors  and  electrical  appliances;  he 
became  a  contractor-dealer  when  he  opened  a  store  for  the  sale 
of  wiring  supplies  and  other  electrical  goods.  In  the  United  States 
there  was  a  large  number  of  contractor-dealers,  and  their  credit 
ratings  and  merchandising  efficiency  varied  widely.  A  large 
majority  had  small  sales  and  were  interested  in  their  stores  chiefly 
because  of  the  discounts  allowed  dealers.  Some  contractor-deal- 
ers, however,  had  well-kept  stores  and  used  aggressive  merchan- 
dising methods. 

The  Mersey  Appliance  Company  offered  trade  discounts  grad- 
uated on  a  quantity  basis.  For  wholesalers  that  made  particular 
efforts  to  sell  Mersey  appliances  the  maximum  discount  was  48% 
from  the  retail  list  prices]"  the  usual  maximum  discount  for  other 
wholesalers  was  47%.  A  few  light  and  power  companies  that 
purchased  large  quantities  of  appliances  for  sale  at  retail  secured 
a  48%  discount,  but  the  Mersey  Appliance  Company  ordinarily 
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offered  a  discount  of  only  38%  to  central  stations  buying  directly. 
The  maximum  discount  for  all  other  types  of  retail  distributors 
was  35%  from  the  retail  list  prices. 

The  trade  discounts  allowed  on  individual  orders  were  grad- 
uated according  to  whether  the  order  was  for  a  broken  package 
of  less  than  6  appliances,  for  a  standard  package  of  more  than  6 
and  less  than  24,  or  for  a  standard  shipment  of  24  appliances. 
For  example,  a  central  station  received  discounts  of  30%,  35%, 
and  38%,  respectively,  on  the  three  types  of  orders  mentioned. 
This  policy  of  graduated  discounts  had  been  adopted  because  of 
the  higher  proportionate  expense  incurred  in  filling  small  orders. 
No  other  quantity  discounts  were  offered.  The  company  urged 
its  wholesale  distributors  to  offer  retailers  discounts  similarly 
graduated.  The  wholesalers,  however,  did  not  adhere  strictly  to 
this  plan. 

In  many  instances,  the  company  allowed  a  wholesaler  part  of 
the  profit  obtained  on  sales  made  directly  to  retailers  in  that 
wholesaler's  territory.  Such  concessions,  however,  were  not  made 
in  accordance  with  any  definite  policy.  The  company  was  ex- 
periencing difficulty  in  obtaining  satisfactory  wholesale  distribu- 
tion. Consumer  demand  apparently  was  not  sufficiently  strong 
in  all  sections  of  the  United  States  to  make  wholesalers  willing 
to  stock  Mersey  appliances. 

The  company's  discount  policy  had  resulted  in  frequent  dis- 
putes. Central  stations  which  were  entitled  to  only  a  38%  dis- 
count from  the  retail  list  prices  often  tried  to  secure  a  48% 
discount;  and  contractor-dealers  who  were  allowed  only  a  35% 
discount  occasionally  demanded  the  discount  received  by  whole- 
salers. The  company,  moreover,  had  been  unable  to  maintain 
standard  resale  prices.  Central  stations  frequently  sold  appli- 
ances at  reduced  prices  in  order  to  encourage  use  of  electric 
current. 

It  had  been  suggested  at  one  time  that  the  Mersey  Appliance 
Company,  in  order  to  avoid  trade  disputes  and  to  secure  closer 
supervision  of  sales,  should  undertake  to  sell  its  products  directly 
to  selected  retailers  of  electrical  goods  throughout  the  United 
States.  The  company  had  not  given  this  plan  favorable  consid- 
eration, however,  because  it  had  been  the  policy  of  competing 
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manufacturers  to  sell  through  practically  all  available  retail 
outlets. 

Selling  costs  for  the  Mersey  Appliance  Company  ordinarily 
were  from  22%  to  23%  of  net  sales.  The  net  sales  amounted 
to  slightly  more  than  $1,000,000  in  1922.  Normally  the  company 
spent  a  sum  amounting  to  approximately  7^%  of  net  sales  for 
advertising,  principally  in  newspapers  in  the  large  cities.  The 
company  also  sent  circulars  directly  to  potential  customers  whose 
names  were  submitted  by  retailers  and  distributed  material  to 
retailers  for  use  in  local  circularizing  campaigns.  The  sales  man- 
ager estimated  that  the  company's  strongest  competitors  expended 
on  advertising  about  10%  of  their  annual  net  sales. 

The  general  manager  of  the  company  was  convinced  that  the 
appropriation  for  advertising  should  be  increased  sufficiently  to 
create  consumer  preference  for  the  company's  products,  and  that 
the  company  should  continue  to  sell  through  all  available  dis- 
tributive outlets.  Increased  consumer  demand,  he  stated,  could 
be  expected  to  cause  distributors  to  support  actively  the  sale  of 
the  company's  appliances,  and  wide  distribution  could  thus  be 
effected. 

Other  officers,  however,  held  that  it  would  be  a  sounder  policy 
to  distribute  the  appliances  through  selected  wholesalers  of  elec- 
trical goods  with  exclusive  territorial  rights.  Supporters  of  this 
plan  maintained  that  wholesalers  had  not  sought  actively  to  build 
a  market  for  Mersey  appliances,  because  they  had  not  been  pro- 
tected from  the  competition  of  other  distributors.  Exclusive 
territorial  rights,  then,  in  conjunction  with  the  expenditure  of  a 
nominal  amount  for  national  advertising,  were  expected  to  attract 
the  cooperation  of  suitable  wholesalers. 

The  general  manager  was  of  the  opinion,  however,  that  if  exclu- 
sive representation  were  given  to  selected  wholesalers  the  distri- 
bution of  the  products  would  be  restricted;  if  electrical  appliances 
were  not  available  for  purchase  at  as  many  places  as  possible, 
sales  would  be  reduced.  If  a  widespread  consumer  demand  for 
Mersey  products  could  be  created  by  publicity,  it  appeared  inad- 
visable to  the  general  manager  to  limit  the  distribution  to  selected 
wholesalers. 

What  type  of  retail  distribution  was  best  suited  to  this  com- 
pany's products? 
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13.  Eberle-Finch,  Inc. 
in-stock  department1 

Eberle-Finch,  Inc.,  was  a  long-established  maker  of  men's 
shoes,  with  two  factories,  located  in  New  England,  which  pro- 
duced about  400  dozen  pairs  of  shoes  daily.  It  had  acquired  a 
reputation  for  shoes  of  good  quality  and  up-to-date  style,  and 
sold  90%  of  its  output  under  its  own  trade-mark.  Like  many 
manufacturers  of  medium-  and  high-grade  shoes,  Eberle-Finch, 
Inc.,  sold  its  product  directly  to  retailers  even  though  this  policy 
necessitated  the  maintenance  of  a  sales  force  to  call  on  several 
hundred  retailers,  the  handling  of  small  orders  in  the  factory, 
the  assumption  of  credit  risks,  and  an  investment  of  capital  in 
accounts  receivable;  it  was  a  more  expensive  method  of  distribu- 
tion than  sales  to  wholesalers. 

The  salesmen  of  Eberle-Finch,  Inc.,  normally  went  out  twice 
a  year  with  samples,  from  which  retailers  gave  their  orders  for 
the  coming  seasons.  For  the  purpose  of  inducing  retailers  to 
place  their  orders  in  advance  of  their  requirements,  the  company 
normally  granted  post  datings.  Except  in  the  case  of  goods  for 
the  in-stock  department  which  the  company  maintained  at  the 
factory,  shoes  were  not  manufactured  until  after  orders  had 
been  received  from  retailers. 

In  1 913  the  sales  force  of  Eberle-Finch,  Inc.,  urged  the  com- 
pany to  enlarge  its  factory  in-stock  department  and  to  establish 
warehouses  at  New  York  and  Chicago.  The  request  was  not 
granted,  for  the  management  was  reluctant  to  assume  the  risk 
of  maintaining  three  in-stock  departments. 

From  1915  to  1919  few  requests  for  an  enlarged  in-stock  de- 
partment were  made  by  the  New  York  and  Chicago  salesmen; 
orders  were  obtained  easily  during  that  period.  In  1920,  when 
retailers  began  to  buy  from  hand  to  mouth,  the  question  of  an 
in-stock  department  again  came  to  the  front;  then  it  was  stated 
that  a  sales  advantage  could  be  gained  by  having  shoes — espe- 
cially new  models — in  stock  for  immediate  shipment. 

Eberle-Finch,  Inc.,  always  had  maintained  an  in-stock  depart- 
ment at  the  Brockton  factory,  but  adhered  to  no  fixed  in-stock 
policy.  The  department  was  considered  a  "necessary  evil,"  and 
the  company  never  had  figured  its  costs.    The  management  did 

1  See  also  Drury  Hosiery  Company,  page  175;  Winchester  Company,  page  103. 
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not  desire  to  increase  the  in-stock  business;  in  normal  times  the 
factories  were  fully  occupied  with  the  orders  for  direct  shipment, 
and  it  was  believed  unwise  to  build  additions  to  the  factory  in 
order  to  expand  the  in-stock  department.  The  factory  in-stock 
department,  however,  facilitated  the  opening  of  new  accounts 
and  permitted  small  customers  to  "size  in." 

The  average  inventory  of  the  in-stock  department  was  18,000 
pairs,  with  1,500  pairs  to  a  style.  This  quantity  of  shoes  was 
carried  in  order  to  meet  shipping  requirements  of  1,000  pairs 
daily  during  the  height  of  each  season.  The  annual  shipments 
from  stock  ordinarily  amounted  to  approximately  137,000  pairs, 
which  was  12^%  to  15%  of  the  annual  production  of  the  two 
factories.  Styles  for  the  in-stock  department  were  chosen  by  a 
committee  of  salesmen.  Making  up  shoes  for  the  in-stock  de- 
partment involved  some  uncertainty,  since  styles  for  the  depart- 
ment could  not  be  gaged  exactly  by  sales  during  the  preceding 
season.  It  had  been  deemed  unprofitable  to  make  up  a  lot  of 
shoes  for  the  in-stock  department  which  did  not  result  in  the 
sale  of  at  least  2,000  pairs. 

The  cost  of  manufacturing  shoes  for  the  in-stock  department 
was  less  than  for  shoes  on  order,  even  though  the  style  was  the 
same,  because  a  majority  of  the  orders  sent  in  by  the  salesmen 
were  for  less  than  one-case  lots.  The  clerical  labor  involved  in 
writing  tags  and  requisitions  for  an  order  of  one  or  two  pairs  of 
shoes  was  as  much  as  for  a  full  case  of  24  pairs  of  shoes.  In 
addition,  each  order  of  shoes  went  through  the  factory  by 
"racks,"  each  of  which  had  a  capacity  of  24  pairs.  The  com- 
pany always  had  charged  10  to  20  cents  more  per  pair  for 
in-stock  shoes,  to  offset  the  additional  carrying  costs  and  obso- 
lescence. In-stock  shoes  were  billed  net,  while  the  terms  for 
shoes  made  to  order  were  2%  10  days,  1%  30  days,  net  60  days. 
There  was  also  a  differential  of  1%  in  the  salesmen's  commis- 
sions on  in-stock  shipments,  the  commission  for  on-order  shoes 
being  5%  and  for  in-stock  shoes  4%. 

The  requests  for  Chicago  and  New  York  warehouses  were 
more  insistent  in  1922,  until  even  members  of  the  production 
department  were  converted  to  the  plan.  The  salesmen  believed 
that  the  sales  of  Eberle-Finch,  Inc.,  could  be  increased  in  these 
two  districts  at  least  15%  by  the  establishment  of  the  ware- 
houses.   The  production  manager  estimated  that  the  larger  vol- 
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ume  of  business  secured  by  means  of  three  in-stock  departments 
would  permit  full  racks  of  24  pairs  through  the  factory  instead 
of  those  containing  only  1,  2,  or  6  pairs,  and  thus  increase  pro- 
duction at  the  Brockton  factory  from  275  to  300  dozen  pairs 
per  day.  In  spite  of  the  fact  that  the  number  of  styles  had  been 
reduced  from  250  to  120,  the  average  size  of  an  order  was  not 
quite  12  pairs. 

In  order  to  compete  with  the  New  York  in-stock  departments 
of  other  shoe  manufacturers,  Eberle-Finch.,  Inc.,  had  found  it 
necessary  to  prepay  express  charges  on  in-stock  shipments  from 
the  factory  to  customers  in  that  territory.  In  the  Chicago  dis- 
trict, two  western  manufacturers  with  competing  lines  were 
making  inroads  on  the  company's  patronage.  Letters  were  com- 
ing to  the  factories  daily  from  middle-western  retailers  request- 
ing quicker  deliveries,  and  the  statement  was  made  more  and 
more  frequently  by  those  retailers  that  they  could  get  24-hour 
service  from  Chicago  in-stock  departments. 

The  New  York  and  Chicago  salesmen  were  willing  to  have 
the  new  warehouses  started  with  $50,000  stock  consisting  of 
8,000  pairs  in  6  styles  in  each  city.  Each  warehouse  would  re- 
quire a  manager,  two  or  three  salesmen,  two  stock  clerks,  and  a 
packer.  The  shoes  could  be  stored  in  a  small  loft  room  at  an 
annual  rental  expense  not  to  exceed  $2,000.  The  salesmen 
pointed  out  that  a  successful  in-stock  system  would  reduce  ex- 
penses by  releasing  several  of  the  30  traveling  salesmen,  for  with 
the  additional  delivery  facilities  more  orders  would  come  un- 
solicited. 

In  1 9 10  Eberle-Finch,  Inc.,  had  experimented  with  a  small 
in-stock  warehouse  in  New  York  City  with  questionable  success. 
Although  the  sales  in  that  territory  had  increased,  the  manager 
had  taken  "rush  orders"  for  best  sellers,  to  be  shipped  from  the 
factory  in-stock  department,  instead  of  selling  the  shoes  which 
he  had  on  hand.  The  result  was  that  the  shelves  became  filled 
with  the  more  slowly  moving  styles,  and  the  company  decided  to 
discontinue  the  New  York  warehouse. 

Numerous  shoe  manufacturers  in  1922  were  convinced  that  an 
in-stock  department  was  of  value  in  leveling  out  production 
peaks  and  providing  the  factories  with  work  during  slack  sea- 
sons. This  had  not  been  the  experience  of  Eberle-Finch,  Inc., 
for  not  only  had  its  factories  been  working  at  capacity  in  normal 
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years,  but  it  had  found  that  factory  orders  came  in  most  heavily 
during  the  periods  when  it  was  necessary  to  produce  goods  for 
the  in-stock  department.  Contrary  to  the  general  opinion  that 
staple  styles  could  be  made  up  for  in-stock  departments,  the 
experience  of  Eberle-Finch,  Inc.,  had  been  that  in-stock  depart- 
ments were  valuable  only  in  so  far  as  they  maintained  adequate 
supplies  of  new,  popular  styles  for  immediate  delivery.  Small 
retailers  kept  pace  with  style  trend  by  this  means. 


14.  Drury  Hosiery  Mills 
method  of  marketing 

In  1923  the  Drury  Hosiery  Mills,  located  near  Philadelphia, 
had  been  selling  durable,  low-priced  hosiery  for  men,  women,  and 
children  for  more  than  a  generation.  Sixty-five  per  cent  of  the 
domestic  sales  were  made  to  wholesalers;  29%  to  chain  stores, 
mail  order  distributors,  and  buying  syndicates;  and  6c/o  to  re- 
tailers. At  that  time,  the  executives  of  the  company  were  dis- 
satisfied with  this  policy  of  distribution  and  contemplated 
attempting  to  increase  substantially  sales  made  directly  to  de- 
partment stores  in  important  buying  centers,  in  addition  to  the 
company's  established  distributors. 

When  the  mills  were  producing  at  their  full  capacity,  60% 
of  the  hosiery  manufactured  was  for  women,  25%  for  men,  and 
15%  for  children.  All  the  company's  hosiery  was  seamless, 
being  knitted  on  a  circular  machine  and  made  in  one  piece  from 
the  top  to  the  toe,  as  contrasted  with  full-fashioned  hosiery, 
which  was  knitted  on  a  flat  machine,  fashioned  to  the  proper 
shape,  and  then  sewed  together.  The  full-fashioned  stocking 
popularly  was  believed  to  be  superior  to  the  seamless  stocking 
in  that  it  fitted  the  ankle  better  and  held  its  shape  permanently. 
Although  during  the  period  from  1918  to  1923  improvements  in 
seamless  hosiery  machinery  had  been  effected  that  made  seamless 
hosiery  more  satisfactory  than  formerly,  it  was  recognized  that 
many  consumers  still  were  convinced  strongly  that  full-fashioned 
hosiery  had  a  more  correct  fit.  Full-fashioned  stockings  were 
more  expensive  to  produce  than  seamless  stockings  and  con- 
sequently sold  at  higher  prices.  The  Drury  Hosiery  Mills  had 
no  full-fashioned  hosiery  machinery. 
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In  1923  the  company  produced  about  30  styles  of  hosiery  in 
approximately  25  colors;  for  women  there  were  several  grades 
of  soft  combed  cotton  stockings,  hard-twisted  cotton  lisle,  mer- 
cerized cotton,  pure  fiber  silk,  pure  silk  and  fiber  mixed,  fiber 
silk  and  wool,  and  silk  and  wool.  There  were  styles  made  of 
similar  materials  for  men,  and  four  styles  of  standard  durable 
hosiery  for  children.  The  company  did  not  produce  hosiery  in 
fancy  patterns.  Changing  styles,  however,  had  a  marked  effect 
on  colors.  Retail  prices  of  women's  hosiery  ranged  from  25 
cents  to  $1.50,  of  men's  from  25  cents  to  $1.35,  and  of  children's 
from  25  cents  to  50  cents  per  pair.  Two  important  southern 
competitors,  with  lower  costs,  had  been  underselling  the  Drury 
Hosiery  Mills  on  staple,  low-priced  goods  during  1922.  Com- 
petition from  southern  mills,  however,  was  not  so  severe  on 
higher  grades  of  hosiery. 

From  1916  to  1919  an  advertising  campaign  had  been  carried 
on  by  the  Drury  Hosiery  Mills  in  national  magazines;  the  dura- 
bility and  low  price  of  the  hosiery  had  been  stressed  in  the 
advertising  copy.  In  1920  the  profits  of  the  Drury  Hosiery 
Mills  had  declined,  and  as  a  result  the  national  advertising  had 
been  discontinued  and  newspaper  advertising  substituted  on  a 
smaller  scale  in  the  territories  where  most  sales  had  been  secured. 

A  flat  price  per  dozen  with  no  quantity  discounts  was  quoted 
to  all  customers.  It  had  been  deemed  necessary,  however,  to 
make  special  concessions  to  important  customers  at  times  when 
business  was  inactive.  In  1923,  65%  of  the  sales  were  under 
the  Drury  brand  and  35%  under  private  brands.  Eighty-two 
per  cent  of  the  sales  under  the  Drury  brand  were  made  in  New 
York,  Pennsylvania,  New  Jersey,  Maryland,  and  Ohio;  and 
18%  in  all  the  other  states.  Wholesalers  with  large  annual 
sales  preferred  to  sell  hosiery  under  their  own  private  brands, 
but  the  executives  of  the  Drury  Hosiery  Mills  desired  to  reduce 
sales  under  private  brands  and  to  increase  sales  under  the 
Drury  brand.  Most  of  the  Drury  Hosiery  Mills'  wholesale  cus- 
tomers were  medium-  and  small-sized  firms  whose  average  yearly 
purchases  amounted  to  about  $10,000  each.  Wholesalers  with 
small-  and  medium-sized  sales  volume  distributed  hosiery  mainly 
to  general  merchandise  stores  and  retail  dry-goods  stores  in 
small  cities  and  towns.  They  were  not  a  dominant  factor  in  the 
distribution  of  hosiery  to  department  stores  in  large  cities.    Al- 
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though  the  policy  of  the  Drury  Hosiery  Mills  had  been  to  dis- 
tribute entirely  through  wholesalers,  departures  from  this  policy 
occasionally  had  been  made  for  reasons  of  expediency.  During 
the  period  of  depression  early  in  192 1,  when  the  company  needed 
all  the  orders  it  could  secure,  it  had  begun  selling  low-priced 
staple  hosiery  to  two  variety  chain-store  companies  which  sold 
stockings  at  prices  as  low  as  20  cents  per  pair.  The  Drury 
Hosiery  Mills  also  sold  directly  to  several  department  stores  in 
the  two  cities  in  which  its  sales  offices  were  located.  In  addition, 
sales  were  made  to  a  few  mail  order  distributors  and  one  or  two 
retail  buying  syndicates. 

During  the  decade  from  1912  to  1922,  a  change  appeared  to 
have  taken  place  in  the  hosiery  trade.  Prior  to  that  time,  dura- 
bility and  economy  in  price  were  said  to  have  been  the  principal 
motives  in  the  purchase  of  most  of  the  hosiery  manufactured  by 
the  Drury  Hosiery  Mills.  By  1922,  however,  there  apparently 
was  a  much  greater  demand  than  formerly  for  stylish  silk  and 
woolen  hosiery,  and  this  demand  also  influenced  the  market  for 
cotton  hosiery.  In  1922  and  1923,  hosiery  colors  were  subject 
to  rapid  changes  in  popularity,  such  style  preferences  appearing 
in  the  purchase  of  low-  and  medium-priced  stockings  as  well  as 
in  the  purchase  of  high-grade  hosiery. 

In  order  to  cope  with  the  existing  situation,  the  sales  manager 
of  the  company  proposed  that  it  undertake  to  make  as  many 
sales  as  possible  directly  to  department  stores.  There  were 
several  objections  to  this  method  of  distribution.  Retailers  cus- 
tomarily purchased  more  frequently  and  in  smaller  quantities 
than  did  wholesalers;  the  number  of  customers  also  would  be 
greater;  and  hence  important  changes  in  the  sales  organization 
would  be  necessary.  In  selling  to  wholesalers,  furthermore,  the 
company  had  not  carried  finished  hosiery  in  stock.  Hosiery  was 
knitted  and  carried  in  the  grey,  but  was  not  dyed  until  after 
orders  had  been  received.  Sales  to  department  stores  would 
entail  the  carrying  of  dyed  stock  ready  for  shipment.  The  esti- 
mate of  the  average  stock  that  would  be  required  eventually 
was  200,000  dozen  pairs  of  stockings  per  year.  The  establish- 
ment of  warehouses  at  several  central  points  also  would  be  es- 
sential to  national  distribution;  but  this  step  was  unnecessary 
for  several  years.  A  serious  risk  was  involved,  also,  in  carrying 
finished  stocks,  since  the  color  preferences  of  consumers  appar- 
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ently  changed  with  rapidity.  The  company  filled  wholesalers' 
orders  with  cases  each  of  which  contained  hosiery  of  only  one 
style  and  color.  A  case  ordered  by  a  department  store  had  to 
be  made  up  of  hosiery  in  assorted  styles  and  colors.  If  a  policy 
of  selling  to  department  stores  were  to  be  adopted,  the  executives 
of  the  Drury  Hosiery  Mills  did  not  expect  to  accept  orders  for 
less  than  case  lots.  Hence,  the  volume  of  sales  to  wholesalers 
was  likely  to  remain  fairly  substantial. 

In  the  period  following  the  depression  of  192 1,  department 
stores  had  increased  the  proportion  of  their  purchases  from 
wholesalers  in  order  to  secure  a  rapid  rate  of  stock-turn.  In 
1923  it  was  not  entirely  clear  whether  or  not  this  was  a  perma- 
nent change  in  the  buying  methods  of  department  stores,  but 
caution  in  the  estimating  of  future  requirements  was  expected 
as  long  as  the  experiences  in  1920  and  192 1  remained  fresh  in  the 
memories  of  business  men. 

What  sort  of  retail  distribution  was  best  suited  to  this  com- 
pany's product? 


15.  Keane  Motor  Car  Company 
wholesale  distribution 

In  1922  the  Keane  Motor  Car  Company  was  convinced  that  in 
order  to  increase  its  sales  it  should  change  its  method  of  market- 
ing. Two  plans  were  suggested:  (1)  selling  directly  to  retailers 
from  the  factory;  and  (2)  establishing  wholesale  distributing 
branches.1 

3The  marketing  methods  employed  by  the  foremost  manufacturers  of  farm 
implements  in  the  United  States  are  illustrated  in  the  following  statement  of  the 
policies  of  a  typical  company. 

This  company  originally  was  established  to  manufacture  grain  binders,  reapers, 
rakes,  mowers,  and  other  harvesting  implements;  in  order  tg  smooth  out  the 
seasonal  peak  of  production,  however,  the  line  was  rounded  out  by  the  addition 
of  tillage  implements  of  all  kinds,  including  plows,  harrows,  rollers,  cultivators, 
corn  planters,  drills,  and  other  similar  machines.  Later  the  company  added  to  its 
list  of  products  until  it  included  grist  mills,  corn  huskers,  farm  wagons,  ensilage 
cutters,  cream  separators,  stationary  engines,  tractors,  and  motor  trucks;  the 
manufacture  of  garden  implements  and  small  tools,  however,  was  not  undertaken. 

The  company  had  93  wholesale  branches  in  the  United  States  from  which  sales 
were  made  directly  to  retailers.  The  country  was  divided  into  5  districts:  the 
central,  eastern,  southern,  southwestern,  and  northwestern  districts,  with  a  sales 
manager  in  charge  of  each  district.  The  general  sales  manager  was  located  at  the 
home    office,    while    each    of    the    district    sales    managers    continually    trave1 
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The  firm  manufactured  a  high-grade  eight-cylinder  car,  in  both 
open  and  closed  models,  which  sold  at  retail  for  $2,500  to  $4,250. 
The  annual  output  of  the  company  was  3,000  automobiles.  These 
automobiles  were  sold  through  40  distributors.  Besides  selling 
Keane  cars  at  retail  in  the  city  where  the  distributor  was  located, 
each  distributor  served  as  wholesaler  for  an  allotted  territory 
which  in  individual  cases  ranged  in  size  from  12  counties  to  3 
states.  Each  distributor  selected  the  retailers  to  whom  to  grant 
Keane  agencies  in  his  territory.  In  1922  Keane  cars  were  sold 
by  350  retailers  in  addition  to  the  distributors.  Of  the  total 
number  of  dealers  and  distributors,  all  but  20  also  sold  cars 
which  were  lower  in  price  than  Keane  cars.  The  discount  to 
distributors  was  30%  or  35%  off  the  retail  list  prices;  the  higher 
discount  had  been  granted  to  only  a  few  distributors. 

In  order  to  obtain  intensive  solicitation  and  to  standardize  the 
service  given  to  owners,  a  few  other  automobile  manufacturers 
were  changing  their  methods  of  wholesale  distribution.  The 
Rose  Motor  Company,  which  manufactured  a  line  of  six-cylinder 
cars  ranging  in  price  from  $1,500  to  $2,300,  had  established 
wholesale  branches.    The  Frink  Motor  Company,  with  a  car 

through  his  district  and  only  periodically  visited  the  home  office.  In  each  sales 
district  were  several  branches  with  exclusive  territories;  there  were  no  open 
competitive  districts  between  branch  territories.  Branch  managers  and  their 
employees  were  directly  responsible  to  the  district  manager  and  through  hirn  to 
the  general  sales  manager. 

Each  branch  manager  divided  his  territory  into  blocks,  with  a  salesman,  known 
as  a  block  man,  in  charge  of  each  block.  The  block  man  was  responsible  for  the 
sales  of  the  company's  whole  line  of  implements  in  his  block,  which  usually  included 
several  counties.  The  block  man  made  annual  contracts  with  retailers  in  his 
territory,  only  one  retailer  in  each  locality  being  given  a  contract.  Each  branch  also 
had  an  advertising  man,  a  credit  man,  clerical  and  warehouse  employees,  and  service 
men.  In  addition  to  the  block  man  in  each  branch  territory,  a  missionary  salesman 
usually  concentrated  his  efforts  on  motor  trucks,  and  in  dairying  states  another 
concentrated  his  efforts  on  cream  separators.  Each  branch  carried  stocks  of  repair 
parts  and  was  equipped  to  send  out  experts  to  render  service  on  the  company's 
implements.  So  far  as  possible,  retailers  were  trained  to  render  service  of  this  sort, 
but  whenever  a  piece  of  farm  machinery  broke  down  and  the  retailer  could  not 
remedy  the  difficulty,  the  branch  endeavored  to  have  one  of  its  experts  on  the 
job  within  a  few  hours,  or  a  day  at  the  longest. 

The  company  had  found  it  essential  to  extend  long-term  credits  to  farmers;  in 
some  cases  credits  ran  as  long  as  two  years.  It  was  customary  for  the  company 
to  accept  farmers'  notes  which  had  been  endorsed  by  retailers.  The  credit  man  in 
each  branch  territory  kept  closely  in  touch  with  local  retailers  and  reported 
directly  to  the  credit  and  collection  department  at  the  main  office. 

In  1922  the  United  States  and  Canada  were  fully  covered  by  the  company's 
branches,  and  none  of  its  products  were  sold  to  wholesalers.  Although  the  branches 
carried  stocks,  shipments  frequently  were  made  from  factories  directly  to  retailers. 
All  goods  were  billed  through  the  branches  even  when  they  were  shipped  directly 
to  retailers. 
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in  the  price  class  of  the  Keane  car,  in  1920  had  recalled  all  dis- 
tributors' contracts  and  established  its  own  wholesale  branches. 
In  1922  it  was  reported  that  this  company  was  attempting  to 
reestablish  a  system  of  distributors.  The  failure  of  the  experi- 
ment of  the  Frink  Motor  Company  was  attributed  to  the  inferior 
performance  of  its  car  rather  than  to  the  distributing  method. 
In  fact,  it  had  been  rumored  that  the  company  had  been  forced 
to  establish  its  own  branches  because  of  the  difficulties  experi- 
enced by  distributors  in  inducing  retailers  to  handle  its  car. 
Toward  the  close  of  1922  one  of  the  largest  manufacturers  of 
popular-priced  cars  was  stated  to  have  begun  establishing  whole- 
sale branches;  this  company  produced  six-cylinder  cars  in  light 
and  heavy  models. 

The  experience  of  the  Keane  Motor  Car  Company  had  been 
that  often  a  distributor  did  not  spend  enough  time  on  the  selec- 
tion and  education  of  retailers  in  his  allotted  territory;  his  efforts 
were  directed  principally  at  increasing  his  own  retail  sales.  The 
company,  furthermore,  had  little  control  over  the  standards  of 
service  rendered  by  retailers  and  could  not  insure  uniform  treat- 
ment to  Keane  owners.  One  of  the  advantages  in  selling  through 
distributors  originally  had  been  the  financial  assistance  obtained 
from  the  advance  payments,  or  at  least  payments  on  delivery, 
made  by  the  distributors  for  the  cars  ordered.  During  1920,  how- 
ever, this  method  of  payment  had  been  changed  because  of  the 
stringency  of  credit  among  distributors  and  retailers,  and  begin- 
ning in  that  year  the  company  had  shipped  all  cars  on  consign- 
ment. 

If  the  company  were  to  establish  wholesale  branches,  a  large 
financial  outlay  would  be  required  in  order  to  obtain  suitable 
locations  and  to  stock  each  branch  with  a  full  line  of  cars  and 
parts.  The  company  had  one  wholesale  branch  which  had  been 
established  in  order  to  maintain  continuous  representation  in  a 
large  city  after  the  financial  failure  of  the  authorized  distributor. 
Operating  costs  of  this  branch  had  been  higher  than  those  of 
distributors,  but  the  company's  good-will  had  been  augmented, 
it  was  stated,  through  the  excellence  of  service  rendered. 

The  company  would  experience  more  difficulty  in  controlling 
and  standardizing  the  service  given  consumers  by  dealers  if  it 
sold  directly  from  the  factory  than  if  it  sold  through  wholesale 
branches.    The  direct-to-retailer  plan,  however,  could  be  expected 


WHOLESALE  DISTRIBUTION  181 

to  encourage  intensive  solicitation  by  the  retailers,  since  the  dis- 
count allowed  to  them  by  the  company  would  be  higher  than 
under  a  system  of  wholesale  branches.  If  no  branches  were 
established,  furthermore,  it  was  probable  that  many  of  the  40 
distributors  could  be  induced  to  continue  to  sell  Keane  cars  at 
retail  in  their  respective  localities. 

Neither  plan,  in  its  entirety,  could  be  put  into  effect  imme- 
diately. If  factory  branches  were  decided  upon,  the  transition 
necessarily  would  be  gradual  and  might  be  deemed  a  menace  by 
the  distributors  not  affected  at  first,  thereby  causing  them  to  give 
up  their  Keane  contracts  prematurely.  The  company  accordingly 
decided  to  sell  directly  to  retailers  from  the  factory,  putting  the 
policy  into  effect  gradually;  so  long  as  a  distributor  was  securing 
satisfactory  results  from  the  dealers  in  his  territory,  he  would 
be  permitted  to  continue  to  act  as  a  distributor. 

Although  the  direct-to-retailer  plan  made  possible  more  inten- 
sive cultivation  of  several  territories,  it  was  difficult  to  persuade 
small  retailers  to  stock  adequate  supplies  of  parts  for  repairs. 
It  appeared,  furthermore,  that  the  distributors  whose  contracts 
were  not  taken  away  began  to  pay  more  attention  to  the  develop- 
ment of  their  wholesale  business. 


16.  Kishequa  Plow  Company 
general  sales  policy 

In  undertaking  to  work  out  its  sales  policy  at  the  beginning  of 
1922,  the  Kishequa  Plow  Company  of  Dodgeville,  Wisconsin, 
had  to  face  the  conditions  arising  out  of  the  severe  depression  of 
1920-1921,  the  apparent  trend  away  from  horse-drawn  imple- 
ments toward  tractor-drawn  farm  machinery,  and  also  the  com- 
petition of  large  implement  manufacturing  companies,  which 
previously  had  been  particularly  severe  because  of  their  facilities 
for  granting  credit  and  for  furnishing  service  to  farmers. 

The  following  questions  had  to  be  decided.  Should  the  Kishe- 
qua Plow  Company  plan  to  change  its  output  wholly  from  horse- 
drawn  to  tractor-drawn  tools,  or  should  it  seek  to  continue  to  sell 
horse-drawn  farm  machinery?  If  the  sale  of  horse-drawn  tools 
were  to  be  continued,  should  the  bulk  of  these  be  sold,  as  pre- 
viously, through  farm  implement  wholesalers,  or  should  the  com- 
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pany  seek  to  make  more  sales  directly  to  retailers?  Should  the 
company  undertake  to  dispose  of  all  its  tractor-drawn  implements 
through  wholesalers;  should  it  establish  its  own  wholesale 
branches;  or  should  it  endeavor  to  contract  with  tractor  manu- 
facturers to  take  its  entire  output  of  implements?  What  pro- 
visions should  be  made  to  render  better  accommodation  to  pur- 
chasers in  the  way  of  service?  What  steps  should  be  taken,  if 
any,  in  order  to  facilitate  the  extension  of  credit  to  ultimate  pur- 
chasers without  putting  too  severe  a  strain  on  the  company's 
financial  resources?  Should  the  company  plan  to  extend  the  scope 
of  its  business,  or  should  it  shape  its  policy  with  a  view  to  selling 
out  eventually  to  a  manufacturer  of  tractors  or  other  farm  ma- 
chinery? 

The  Kishequa  Plow  Company  was  engaged  in  the  manufac- 
ture of  tillage  tools  such  as  plows,  harrows,  drills,  cultivators,  and 
seeders.  It  made  no  harvesting  machinery  or  garden  tools. 
About  40%  of  its  output  consisted  of  horse-drawn  implements; 
the  other  60%  was  tractor-drawn.  The  increase  in  the  output 
of  tractor-drawn  machinery  was  especially  noticeable  after  191 5, 
and  for  1922  the  company  offered  a  complete  line  of  tractor- 
drawn  tools.  Since  its  factory  buildings  all  were  three  or  four 
stories  in  height  and  tractor-drawn  implements  were  heavier 
than  horse-drawn  tools,  the  company  was  not  able  to  manufac- 
ture the  former  as  economically  as  companies  with  factories  only 
one  story  in  height.  Nevertheless,  the  falling  off  in  demand  for 
horse-drawn  implements  compelled  the  company  to  develop  its 
business  in  tractor-drawn  tools.  At  the  same  time  it  was  forced 
to  meet  competitors'  prices. 

During  the  seven  years  preceding  1922,  net  sales  of  the  Kishe- 
qua Plow  Company  ranged  from  about  $800,000  to  as  high  as 
$1,300,000,  net  sales  in  192 1  being  near  the  lower  figure.  The 
authorized  capitalization  of  the  Kishequa  Plow  Company  was 
$900,000 — $500,000  common,  $200,000  first  preferred,  and 
$200,000  second  preferred  stock.  All  the  common  stock  was 
held  by  men  active  in  the  administration  of  the  business;  the 
preferred  was  held  largely  by  outsiders.  A  portion  of  the  first 
preferred  stock  had  been  bought  up,  so  that  the  total  stock  out- 
standing amounted  to  $736,000.  Early  in  192 1  an  issue  of 
$500,000  ten-year  8%  serial  bonds  was  floated  to  take  care  of 
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accounts  payable  and  provide  working  capital.  These  bonds 
were  sold  to  a  Chicago  investment  banking  house  at  8 7 J/2. 

Until  about  19 19  a  large  part  of  the  Kishequa  Plow  Company's 
output  of  horse-drawn  implements  was  sold  in  Canada  to  a 
farmers'  cooperative  association  with  branches  in  the  north- 
western territory.  Unfavorable  agricultural  conditions,  together 
with  a  17^/2%  import  duty,  plus  5%  surtax  (which  increased  the 
exchange  differential,  since  it  was  levied  on  Canadian  dollars 
rather  than  on  the  United  States  invoice  price)  resulted  in  a 
marked  falling  off  in  demand  in  the  Canadian  territory  during 
the  period  from  1919  to  1922.  Although  competitors  of  the 
Kishequa  Plow  Company  also  had  experienced  a  decline  in  de- 
mand because  of  unfavorable  agricultural  conditions,  several 
large  firms  escaped  the  handicap  of  the  import  duty  by  operating 
Canadian  plants. 

The  territory  in  the  United  States  over  which  the  Kishequa 
Plow  Company's  products  were  distributed  extended  from  the 
Canadian  border  to  Texas  and  from  Ohio  west  to  the  Pacific 
Coast.  The  sales  east  of  Ohio  were  small,  because  eastern  soil 
was  of  a  stony  and  gravelly  formation  for  which  chilled  plows 
were  more  satisfactory;  replacements  necessitated  by  breakage 
were  cheaper  on  chilled  plows  than  on  high-grade  hardened  steel 
plows  of  the  type  manufactured  by  the  Kishequa  Plow  Company. 

About  one-eighth  of  the  Kishequa  Plow  Company's  output  was 
sold  directly  to  retailers  in  Wisconsin,  southern  Minnesota,  and 
western  Iowa.  These  sales  were  made  by  four  salesmen  who 
were  paid  on  a  combined  salary  and  commission  plan.  Of  the 
tools  sold  by  these  salesmen,  80%  to  90%  were  horse-drawn. 
The  remainder  of  the  Kishequa  Plow  Company's  horse-drawn 
implements  sold  in  the  United  States  were  handled  by  whole- 
salers, who  also  customarily  distributed  garden  tools,  harvesting 
machinery,  tractors,  buggies,  wagons,  manure  spreaders,  washing 
machines,  cream  separators,  and  similar  products.  Such  whole- 
salers commonly  were  distributors  of  the  products  of  other  small 
implement  and  tractor  companies;  ordinarily  they  did  not  handle 
competing  lines.  It  was  customary  for  each  wholesaler  to  sell  to 
only  one  retailer  in  a  town,  but  usually  no  written  agreement  was 
made.  Since  in  towns  of  4,500  to  5,000  inhabitants  there  gen- 
erally were  not  more  than  three  or  four  agricultural  implement 
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retailers  and  competition  was  keen  among  the  large  companies1 
to  secure  the  best  retailers,  wholesalers  frequently  found  it  diffi- 
cult to  obtain  desirable  customers.  This  difficulty  also  was 
faced  by  several  independent  tractor  manufacturers  who  under- 
took to  handle  their  own  wholesale  distribution;  implement  re- 
tailers carrying  the  International  Harvester  Company's  line,  for 
instance,  usually  were  committed  to  the  sale  of  tractors  built  by 
the  International  Harvester  Company.  Under  these  circum- 
stances several  tractor  companies  had  endeavored  to  persuade 
local  automobile  dealers  to  handle  tractors. 

The  wholesalers  carrying  horse-drawn  implements  manufac- 
tured by  the  Kishequa  Plow  Company  were  not  in  a  position  to 
offer  adequate  service  for  the  products  that  they  sold.  They 
carried  parts,  but  frequently  held  them  on  consignment,  thus 
avoiding  the  risk  of  obsolescence.  They  were  forced,  however, 
to  extend  long  credits  to  retailers  and  often  accepted  farmers' 
notes  that  had  been  endorsed  by  retailers. 

The  Kishequa  Plow  Company  sold  a  small  percentage  of  its 
output  of  tractor-drawn  tools  to  wholesalers  who  handled  the 
horse-drawn  implements.  The  volume  of  business  handled  in 
this  way  was  steadily  shrinking,  however,  and  for  the  most  part 

1  The  sort  of  competition  faced  by  the  Kishequa  Plow  Company  was  typified 
by  the  International  Harvester  Company,  formed  by  the  amalgamation  of  several 
manufacturers  of  harvesting  machinery;  from  time  to  time  tillage  tool  companies, 
wagon  manufacturers,  garden  implement  makers,  and  tractor  companies  had  been 
absorbed  by  this  large  company.  At  the  beginning  of  1922  only  a  few  independent 
plow  companies  remained  in  the  field,  but  since  the  tractor  was  a  comparatively 
recent  development  in  farming  machinery,  there  were  many  independent  tractor 
companies.  The  International  Harvester  Company  could  offer  the  local  dealer 
an  exceptionally  complete  line  of  farm  machinery,  and  competition  to  secure  the 
services  of  dealers  was  keen.  The  methods  of  the  International  Harvester  Com- 
pany were  to  a  large  extent  typical  of  those  employed  by  similar  corporations. 
Sales  were  made  through  branch  houses  or  territorial  distributing  points  to  retailers 
holding  exclusive  agencies.  The  company  assumed  the  credit  burden  by  accepting 
farmers'  notes  that  had  been  endorsed  by  the  local  dealers.  The  branch  houses 
carried  ample  stocks  of  parts  and  furnished  men  to  render  service  which  the  retailers 
could  not  provide.  The  retailers  carried  only  small  stocks  of  parts,  since  generally 
a  branch  house  was  located  not  more  than  200  miles  away.  When  a  grain  binder 
or  threshing  machine  broke  down  and  the  local  retailer  could  not  remedy  the  diffi- 
culty, an  expert  from  the  nearest  branch  house  appeared  the  next  day  to  make  the 
necessary  repairs. 

In  order  partially  to  relieve  the  credit  burden,  the  so-called  Janesville  plan  had 
been  tried  by  several  farm  machinery  manufacturers.  The  essential  feature  of 
this  plan  was  an  offer  to  sell  a  carload  of  implements  to  a  retailer  for  cash  at  the 
price  ordinarily  granted  to  wholesalers.  It  was  stated  that  this  plan  had  nro^ed 
unsatisfactory  to  many  retailers  during  the  period  of  business  depression,  since  it 
frequently  had  resulted  in  overstocking. 
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the  tractor-drawn  tillage  tools  were  sold  either  directly  to  tractor 
manufacturers  or  to  territorial  distributors  of  tractor  manufac- 
turers, chiefly  to  the  latter.  The  tractor  manufacturers  who 
bought  tractor-drawn  implements  from  the  Kishequa  Plow  Com- 
pany were  those  who  did  not  manufacture  a  full  line  of  imple- 
ments. It  was  stated  that  these  independent  tractor  manufac- 
turers found  some  advantages  in  being  able  to  offer  a  line  of 
tractor-drawn  tools  at  the  same  time.  Several  of  these  tractor 
manufacturers  were  large  enough  to  maintain  their  own  branch 
selling  houses;  others  employed  the  services  of  exclusive  whole- 
sale distributors. 

The  sales  policy  of  the  Kishequa  Plow  Company  resulted  in 
overlapping — that  is,  in  one  town  an  implement  retailer  might 
handle  the  company's  horse-drawn  tools  and  at  the  same  time 
another  implement  retailer,  or  possibly  an  automobile  distributor, 
handle  its  tractor-drawn  tools  in  combination  with  a  particular 
make  of  tractor.  Although  occasionally  a  retailer  carried  both 
the  horse-drawn  and  tractor-drawn  Kishequa  tools,  such  in- 
stances were  not  numerous.  No  objection  was  voiced  against 
this  overlapping,  since  retailers  understood  that  the  agency  for 
the  tractor-drawn  line  was  not  granted  exclusively. 

At  the  Kishequa  Plow  Company's  factory  the  peak  of  pro- 
duction usually  came  in  March.  The  business  was  seasonal,  with 
two  buying  seasons,  spring  and  fall;  spring  was  the  more  impor- 
tant. The  region  in  which  winter  wheat  was  grown  offered  the 
principal  market  for  the  fall  season.  Normally  a  large  stock  of 
finished  tools  was  not  carried  at  the  factory. 

The  Kishequa  Plow  Company  offered  a  net  price  to  retailers 
on  horse-drawn  tools  and  a  net  price  to  wholesalers  that  was 
about  20%  off  the  net  price  to  retailers.  On  tractor-drawn  tools 
a  list  price  to  consumers  was  issued.  From  this  list  price  the 
following  discounts  were  granted: 

20%,  plus  5%  for  cash  in  10  days,  to  retailers. 

40%,  plus  2%  for  cash  in  10  days,  to  wholesalers. 

45%,  plus  2%  for  cash  in  10  days,  to  tractor  manufacturers  for  dis- 
tribution through  their  retailers  and  wholesalers  when  the 
accounts  with  the  wholesalers  were  handled  by  the  Kishequa 
Plow  Company.  In  this  case  5%  went  to  the  manufacturer 
and  40%  to  the  wholesaler  or  branch  house. 

47//2%,  plus  2%,  to  tractor  manufacturers  who  bought  directly 
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from  the  Kishequa  Plow  Company  and  themselves  handled 
all  accounts  with  wholesalers.  In  this  case  the  manufac- 
turer received  7^2%  and  the  wholesaler  or  branch  house 
40%. 

The  officers  of  the  Kishequa  Plow  Company  frequently  as- 
serted that  sales  to  wholesalers  were  troublesome,  since  whole- 
salers were  merely  distributors  and  did  not  take  the  same  interest 
in  sales  or  sales  problems  that  the  manufacturer  would  have 
taken  when  selling  directly  to  retailers.  Thus,  the  minor  diffi- 
culties and  trade  disputes,  which  could  have  been  settled  quickly 
if  direct  contact  had  been  made,  usually  were  aggravated  by 
being  passed  on  to  the  wholesaler.  There  was  the  advantage, 
however,  of  smaller  capital  requirements,  since  sales  to  whole- 
salers were  on  short  terms.  During  1920  and  192 1  the  Kishequa 
Plow  Company  spent  approximately  $75,000  for  advertising  in 
trade  papers. 

At  the  beginning  of  1922  the  Kishequa  Plow  Company  con- 
ceivably might  have  planned  to  decrease  substantially  its  pro- 
duction of  horse-drawn  implements  and  to  seek  an  agreement 
with  an  independent  tractor  manufacturer  to  take  the  entire 
output  of  tractor-drawn  implements.  Through  his  branch  houses 
or  territorial  distributors  the  tractor  manufacturer  would  have 
been  in  a  position  to  render  service  on  tools  as  well  as  on  tractors 
and  to  extend  credit  to  retailers.  This  plan  would  have  "put  all 
the  eggs  in  one  basket"  and  did  not  adequately  take  care  of  the 
company's  production  of  horse-drawn  implements.  If  the  tractor 
manufacturer  failed  or  wished  to  discontinue  the  agreement,  the 
Kishequa  Plow  Company's  market  would  have  been  seriously 
curtailed,  and  it  might  have  been  difficult  to  re-establish  relations 
with  wholesalers.  A  possible  course  for  the  Kishequa  Plow  Com- 
pany might  have  been  to  separate  its  horse-drawn  and  tractor- 
drawn  implement  business,  and  to  continue  to  sell  horse-drawn 
tools  directly  to  retailers  or  to  wholesalers  and  at  the  same  time 
make  a  contract  with  a  tractor  manufacturer  to  handle  its  output 
of  tractor-drawn  tools.  At  this  time  the  company  also  was  con- 
sidering a  plan  whereby  arrangements  could  be  made  wTith  several 
tractor  manufacturers  to  render  service  on  the  Kishequa  imple- 
ments through  the  organizations  which  they  were  maintaining 
for  providing  service  on  their  own  tractors. 
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17.  The  Big  Packers 
wholesale  distribution 

The  following  statement  was  made  in  the  summary  of  findings 
in  the  Report  of  the  Federal  Trade  Commission  on  the  Meat 
Packing  Industry,  June  24,  19 19: 

Five  corporations — Armour  &  Company,  Swift  &  Company,  Morris 
&  Company,  Wilson  &  Company,  Inc.,  and  the  Cudahy  Packing  Com- 
pany— hereafter  referred  to  as  the  "Big  Five"  or  "The  Packers," 
together  with  their  subsidiaries  and  affiliated  companies,  not  only  have 
a  monopolistic  control  over  the  American  meat  industry,  but  have 
secured  control,  similar  in  purpose  if  not  yet  in  extent,  over  the  princi- 
pal substitutes  for  meat,  such  as  eggs,  cheese,  and  vegetable  oil  prod- 
ucts, and  are  rapidly  extending  their  power  to  cover  fish  and  nearly 
every  kind  of  foodstuff. 

In  Swift  &  Company's  reply  to  the  report  of  the  Federal  Trade 
Commission  the  following  statement  was  made:  "The  investiga- 
tion of  the  packing  industry  by  the  Federal  Trade  Commission 
was  one-sided.  The  charge  that  the  packers  have  a  monopoly 
is  not  founded  upon  fact." 

There  were  about  1,300  meat  packing  establishments  in  the 
United  States.  Swift  &  Company,  one  of  the  largest  packers, 
had  sales  of  $1,100,000,000  in  1920.  The  five  big  packers,  so- 
called,  according  to  the  Federal  Trade  Commission  report  in 
1919,1  normally  kill  70%  of  the  live  stock  slaughtered  by  all 
packers  and  butchers  engaged  in  interstate  commerce.  It  was 
stated  that  companies  doing  interstate  business  handled  about 
63.4%  of  the  meat  consumed  in  the  country,  excluding  home 
slaughter.  The  big  packers  asserted  that  they  did  not  handle 
over  40%  of  the  total  meat  production  of  the  United  States.  The 
remainder  was  said  to  be  in  the  hands  of  smaller  packers  and 
local  butchers,  with  the  exception  of  the  large  number  of  food 
animals  killed  on  farms.  Most  small  packers  did  a  strictly  local 
business,  but  since  three-quarters  of  the  beef  cattle  of  the  coun- 
try were  raised  west  of  the  Mississippi,  while  about  the  same 
proportion  of  the  nation's  meat  supply  was  consumed  east  of 
the  Mississippi,  the  large  packers  had  developed  their  business 
on  a  national  scale  and  had  built  up  elaborate  organizations  to 

1  Report    of  the   Federal   Trade   Commission    on    the   Meat    Packing   Industry, 
Summary  and  Part  I,  June  24,  1919. 
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connect  the  sources  of  supply  with  the  thickly  populated  centers 
of  demand. 

In  addition  to  fresh  meat,  which  was  a  perishable  product,  the 
packers  handled  large  quantities  of  semiperishable  goods,  such 
as  cured  pork  products;  a  large  amount  of  produce — butter, 
eggs,  cheese,  and  poultry;  and,  until  1920,  canned  fruits  and 
vegetables.  The  Federal  Trade  Commission  stated,  for  instance, 
that  Swift  &  Company  was  the  greatest  single  butter  distributor 
in  the  United  States,  handling  in  191 6  about  50,000,000  pounds. 
According  to  an  official  of  Swift  &  Company,  this  amount  did  not 
constitute  more  than  6%  of  the  total  butter  production  of  the 
United  States. 

In  the  plants  of  the  big  packers  the  by-products  and  waste 
were  thoroughly  utilized.  In  addition  to  selling  and  tanning 
hides,  the  packers  engaged  in  the  manufacture  of  a  large  variety 
of  other  nonedible  products,  such  as  glue,  fertilizer,  pharma- 
ceutical goods,  knife  handles,  pipe  stems,  crochet  needles,  but- 
tons, washers,  brushes,  tennis  racket  strings,  clock  cords,  drum 
snares,  and  a  long  list  of  other  articles.  These  by-products  were 
marketed  through  sales  organizations  separate  from  those  which 
sold  meat  and  grocery  products. 

In  the  Report  of  the  Commissioner  of  Corporations  on  the 
Beef  Industry,  1905,  it  was  stated  that  the  " value  of  the  beef 
from  a  typical  steer  is  only  about  three-quarters  of  the  total 
value  of  the  products  obtained  from  the  animal.  The  net  amount 
realized  from  the  sale  of  the  by-products  is  several  times  greater 
than  the  total  profit  on  the  beef  itself."  It  was  stated  that  the 
amount  received  by  the  big  packers  from  the  sale  of  beef  ordi- 
narily did  not  cover  the  amount  paid  for  the  beef  cattle. 

The  plants  operated  by  the  big  packers  were  located  chiefly 
at  Chicago,  Kansas  City,  St.  Louis,  Omaha,  St.  Joseph,  Fort 
Worth,  Sioux  City,  and  St.  Paul.  These  were  favorable  points 
for  receiving  shipments  of  live  stock.  Each  of  the  big  packers 
had  several  plants.  Swift  &  Company,  for  instance,  in  1922  had 
22  packing  plants  in  different  cities  and,  in  addition,  had  54 
produce  plants,  where  poultry,  eggs,  cheese,  and  cream  to  be 
made  into  butter  were  purchased  from  producers,  farmers,  coop- 
erative associations,  and  local  retailers. 

By  slaughtering  live  stock  at  points  in  the  Middle  West  a 
saving  in  transportation  was  effected.     About  55%  of  the  live 
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weight  of  the  steer  was  marketed  as  beef;  the  remainder  was 
waste  or  by-product.  There  was  also  some  shrinkage  in  weight 
and  deterioration  in  quality  of  live  stock  when  shipped  long 
distances.  Furthermore,  in  the  case  of  beef,  a  period  of  ripening 
was  desirable.  Beef  was  considered  better  by  consumers  ten 
days  after  killing  than  at  the  time  of  slaughter.  Fresh  beef  was 
chilled  at  the  packing  plant  for  two  or  three  days  before  ship- 
ment, and  then  the  ripening  process  was  continued  during  the 
period  of  transportation,  which  required  four  to  eight  days  from 
western  packing  plants  to  the  distant  markets.  From  one  point 
of  view,  then,  distance  from  the  markets  was  not  a  disadvantage 
in  locating  a  beef  slaughtering  plant.  On  the  other  hand,  the 
beef  was  perishable  and  must  be  disposed  of  immediately  after 
arrival  at  a  wholesale  branch,  at  whatever  price  it  would  bring. 
There  were  also  some  disadvantages  and  extra  expenses  incurred 
in  operating  a  long-distance  sales  organization. 

The  largest  market  for  the  fresh  meats  produced  by  the  large 
packers  was  in  the  eastern  part  of  the  United  States;  the  five 
big  packers  furnished  a  high  percentage  of  the  total  quantity  of 
the  fresh  beef  consumed  in  New  England  and  in  the  North 
Atlantic  district  generally.  In  the  Middle  West  and  the  South 
their  proportion  of  the  total  business  was  substantially  smaller 
because  of  the  competition  of  local  butchers. 

In  addition  to  packing  plants,  the  five  big  packers  owned  and 
operated  live  stock  cars,  refrigerator  cars,  and  branch  wholesale 
houses. 

Cattle  were  consigned  to  commission  men,  located  in  the  stock- 
yards at  the  primary  markets.  They  were  consigned  either  by 
the  stock  raisers  themselves,  by  local  buyers  who  had  bought  the 
cattle  from  the  stock  raisers,  or  by  cooperative  shipping  associa- 
tions. On  arrival  at  the  stockyards  the  cattle  were  unloaded  and 
driven  into  pens.  The  commission  men  attended  to  feeding  and 
watering  them;  when  the  cattle  were  ready  for  sale,  the  packers' 
buyers  came  through  the  pens  of  the  stockyards  on  horseback 
and  made  their  bids.  The  buyer  and  commission  man  usually 
haggled  over  the  price  until  a  sale  resulted  or  until  the  commis- 
sion man  took  on  another  prospective  buyer.  Commission  men 
did  not  hold  cattle  in  the  yards  over  night  when  they  could  avoid 
it.  After  cattle  were  sold  to  packers,  they  were  weighed  by  the 
stockyards  company  and  driven  into  the  pens  of  the  packing 
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house,  where  they  were  killed  either  the  same  day  or  the  next 
day.  After  the  cattle  were  killed  and  dressed,  the  carcasses  were 
placed  in  the  refrigerator  room  in  order  to  remove  the  animal 
heat.  The  carcasses  remained  in  this  cooler  from  one  to  four 
days;  then  they  were  loaded  into  refrigerator  cars  and  shipped 
to  branch  houses  or  sent  out  along  car  routes.  From  the  branch 
houses  and  refrigerator  cars  beef  was  sold  directly  to  retailers, 
a  large  part  as  whole  sides  or  quarters,  and  the  balance  in  the 
form  of  wholesale  cuts. 

The  foregoing  steps  were  characteristic  of  the  handling  of 
fresh  meat.  In  the  case  of  semiperishable  products,  such  as 
ham  or  bacon,  various  processes  of  curing  must  be  undergone. 
These  were  performed  partly  at  the  packing  plant  and  in  some 
cases  partly  at  the  wholesale  branches.  Poultry,  eggs,  cheese, 
and  butter  usually  were  shipped  directly  from  a  packer's  local 
produce  plant  to  branch  houses  or  to  packing  plants  for  delivery 
by  car  routes. 

About  two  weeks'  time  elapsed  between  the  time  when  cattle 
were  purchased  and  the  time  when  the  meat  was  sold  and  paid 
for  by  the  retailers.  Weekly  settlements  were  required  from 
retail  customers.  A  large  meat  packer  thus  had  a  stock-turn  in 
his  fresh  meat  business  of  at  least  24  times  a  year,  but  the  rate 
of  stock-turn  on  the  total  business  of  Swift  &  Company,  for 
instance,  averaged  only  6  or  8  times  a  year.  In  addition  to 
fresh  and  cured  meats  of  all  kinds,  and  poultry,  eggs,  butter,  and 
cheese,  the  large  packers  sold  oleomargarine,  lard,  vegetable 
shortening,  cooking  and  salad  oils,  and  soaps  through  their 
branch  houses. 

The  branch  house  staff  normally  consisted  of  a  manager  and 
small  office  force,  salesmen,  meat  handlers,  and  delivery  men. 
The  branch  house  manager  must  sell  in  competition  with  the 
branch  houses  of  other  packers  and  with  local  wholesale  meat 
establishments.  Prices  were  affected  strongly  by  local  condi- 
tions; hence  the  central  sales  organization  of  a  packer  did  not 
attempt,  it  was  stated,  to  prescribe  the  prices  at  which  each  lot 
of  meat  should  be  sold,  but  allowed  the  branch  manager  to  use 
discretion.  Meat,  being  a  highly  perishable  product,  required 
special  care  and  attention  all  the  way  from  the  packing  plant  to 
the  retailer;  it  had  to  be  constantly  under  refrigeration  and 
must  be  moved  to  the  retail  stores  with  as  much  speed  as  pos- 
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sible.  Since  it  usually  was  not  feasible  to  move  such  highly 
perishable  products  from  one  branch  house  to  another,  it  was 
necessary  for  the  sales  manager  of  a  large  packing  company 
to  keep  continually  in  touch  with  the  market  at  all  points  in 
order  to  know  what  kinds  of  meat,  how  much,  and  when  to  ship 
to  different  places.  It  was  not  common  to  divert  shipments  in 
transit.  Retailers  bought  from  branch  house  salesmen  who 
called  on  them,  or  by  telephone,  or  by  themselves  visiting  the 
branch  house. 

The  operating  expenses  of  packers'  branch  houses  were  stated 
by  the  representative  of  one  company  in  1922  to  be  less  than 
5%  of  sales.  This  figure,  however,  did  not  include  all  the  admin- 
istrative overhead  connected  with  the  central  sales  organization. 
The  Report  of  the  Commissioner  of  Corporations  on  the  Beef 
Industry,  1905,  stated  that  the  cost  of  operating  a  branch  house 
by  a  big  packer  was  about  the  same  as  the  total  operating  ex- 
pense of  an  independent  commission  merchant  or  wholesale  meat 
dealer. 

The  following  description  of  a  car  route  was  given  in  Swift  & 
Company's  Yearbook  for  1922: 

The  simplest  way  to  describe  a  car  route  is  to  say  that  a  salesman 
calls  on  the  retail  dealers  in  towns  tributary  to  one  of  our  plants.  He 
travels  along  a  certain  line  of  railroad  and  has  a  definite  schedule  of 
days  upon  which  he  makes  these  calls  and  sends  his  orders  to  the  plant. 
A  refrigerator  car  is  loaded  and  sent  out  over  the  line  of  railroad  cov- 
ered by  the  salesman,  and  the  orders  are  dropped  off  at  the  proper 
stations  for  the  various  buyers.  These  cars,  too,  go  out  on  a  schedule, 
on  the  same  hour  and  on  the  same  day  of  each  week,  so  that  the  retailer 
knows  just  when  his  supplies  will  reach  his  shop. 

The  work  of  filling  these  orders  at  the  plant  is  highly  organized  to 
secure  both  accuracy  and  rapid  handling.  To  illustrate,  suppose  a  car 
must  leave  the  loading  dock  at  12  o'clock  noon.  Orders  for  goods  to 
go  in  this  car  must  reach  the  office  not  later  than  9:15  that  morning — 
just  2^4  hours  before  the  car  pulls  out.  Fifteen  minutes  is  allowed 
for  typing  the  order,  checking  the  prices,  making  the  necessary  number 
of  copies  to  go  to  all  the  different  departments  from  which  a  given  cus- 
tomer's goods  are  to  come.  Another  15  minutes  is  allowed  to  dis- 
tribute these  copies  to  the  proper  departments.  New  accounts  must  be 
passed  upon  by  the  Credit  Department.  At  12  o'clock  these  depart- 
ments will  have  sent  their  goods  to  the  loading  dock  and  loaders  will 
have  loaded  them  into  the  car,  while  a  checker  checks  them  carefully 
off  the  list  to  make  sure  everything  is  correct.  The  goods  must  be 
loaded  in  "station  order" — that  is,  those  for  the  first  stations  must  be 
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nearest  the  door.  Within  an  hour  from  the  time  the  car  leaves  the 
loading  dock  the  bill  of  lading  and  invoice  must  be  ready. 

Of  course,  before  this  loading  takes  place  the  car  must  have  been 
iced  for  several  hours.  Each  car  requires  about  5,000  to  6,000  pounds 
of  ice  and  500  to  800  pounds  of  salt. 

In  order  to  satisfy  our  customers'  needs,  over  65%  of  these  cars  out 
of  our  Chicago  plants  must  leave  on  Wednesdays  and  Saturdays.  The 
same  thing  is  going  on  proportionately  from  17  of  our  plants  in  the 
United  States. 

Our  car  route  system  delivers  supplies  to  nearly  10,000  towns,  many 
of  which  could  not  get  as  good  a  supply  of  meats  regularly  in  any  other 
way.  To  take  the  orders,  get  them  to  the  plants,  copy,  and  distribute 
them  to  departments,  assemble  the  products,  load,  ship,  and  deliver 
them  is  no  mean  accomplishment. 

It  was  stated  that  Swift  &  Company  in  1922  had  more  than 
400  branch  houses  and  over  500  car  routes.  For  convenience  in 
the  administration  of  branch  houses,  the  country  was  split  into 
28  sales  districts,  each  with  a  resident  district  manager.  In  ad- 
dition to  owning  and  operating  refrigerator  cars  and  branch 
houses,  a  large  meat  packer  must  own  or  lease  thousands  of 
miles  of  telegraph  lines,  and  maintain  a  transportation  depart- 
ment to  keep  track  of  the  location  of  all  its  cars,  attend  to  their 
repairs,  and  handle  claims. 

The  sales  organization  of  a  typical  big  packer  had  numerous 
divisions  according  to  various  kinds  of  goods.  There  were  sep- 
arate departments,  for  instance,  for  dressed  beef;  fresh  meat 
and  sausage;  dry  sausage;  ham,  bacon,  and  provisions;  canned 
foods;  produce;  oleomargarine;  lard;  vegetable  shortenings;  and 
soap.  Each  department  specialized  on  the  sale  of  its  particular 
goods  through  the  branch  houses  and  car  routes.  The  costs  of 
each  department  were  kept  separately  as  far  as  possible.  In 
addition  to  the  departments  selling  through  the  branch  houses 
and  car  routes,  there  were  other  departments  handling  the  sale  of 
by-products,  such  as  hides,  fertilizer,  glue,  animal  oils,  curled 
hair,  and  musical  instrument  strings.  Each  of  these  by-product 
departments  ordinarily  had  its  own  sales  organization,  which 
must  be  adapted  to  the  channels  of  the  particular  trade. 

The  Federal  Trade  Commission  in  19 18  summarized  the  dis- 
tribution system  of  the  meat  packers  as  follows: 

The  packers'  distribution  of  their  products  is  effected  through  a 
system  of  branch  houses  located  in  the  large  towns  and  cities,  and  a 
system  of  refrigerator  "peddler  car"  routes  which  reach  the  smaller 
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communities.  Swift  &  Company  reach  a  larger  number  of  cities  and 
towns  by  peddler  car  than  all  other  packers,  while  Armour  &  Company 
have  developed  a  system  of  delivering  from  their  branch  houses  by 
trucks,  reaching  by  this  means  over  20,000  towns  and  making  their 
total  number  of  towns  greater  than  Swift  &  Company. 

Branch  Houses        Car  Routes         Towns  Reached 


Armour 

366 

197 

24,681 

Swift 

343 

484 

23,376 

Morris 

154 

229 

4,019 

Wilson 

117 

187 

1,903 

Cudahy 

113 

200 

4,198 

This  system  of  wholesale  distribution  through  branch  houses  and 
peddler  cars  is  the  bulwark  of  monopoly.  There  is  virtually  no  limit 
to  the  possible  expansion  of  their  wholesale  merchandising  short  of  the 
complete  monopolization  of  the  primary  distribution  of  the  nation's 
food. 

During  an  investigation  of  the  cost  of  living  in  the  District 
of  Columbia  by  a  subcommittee  of  the  Committe  on  the  District 
of  Columbia  of  the  United  States  Senate,  in  August,  19 19,  the 
following  statements  were  made  by  Dr.  L.  D.  H.  Weld,  manager, 
Commercial  Research  Department,  Swift  &  Company: 

Let  me  point  out  in  this  connection  that  the  packer  furnishes  an 
extremely  direct  marketing  system.  It  is  very  commonly  urged  that 
marketing  ought  to  be  as  direct  as  possible  and  that  there  should  be  as 
few  middlemen  as  possible.  If  you  stop  to  think  of  it,  you  will  realize 
that  the  packer  furnishes  the  most  direct  marketing  system  possible. 
He  buys  the  cattle  out  West  in  the  stockyards,  puts  the  cattle  through 
his  own  packing  plant,  ships  in  his  own  refrigerator  cars,  sells  through 
his  own  branch  house,  and  delivers  to  the  door  of  the  retailer  in  his  own 
trucks.    There  are  no  wholesalers;  no  brokers;  no  extra  handlers. 

I  might  also  call  attention  to  the  fact  that  such  a  direct  marketing 
system  is  possible  only  when  a  concern  does  a  very  large  volume  of 
business,  and  that  is  one  reason  why  the  people  of  the  country  should 
be  thankful  that  there  are  large  packers  who  can  have  such  organiza- 
tions to  take  goods  directly  from  the  stockyards  of  the  West  to  the 
retailers  in  the  East  at  the  lowest  possible  cost  and  at  a  margin  of  profit 
that  a  small  concern  could  not  possibly  do  business  on  and  live. 

On  February  27,  1920,  the  Supreme  Court  of  the  District  of 
Columbia  issued  a  decree,  commonly  known  as  the  "Consent 
Decree,"  the  terms  of  which  had  been  agreed  to  by  the  five  big 
packers.  This  decree  provided  that  the  big  packers  should  sell 
their  interests  in  stockyards,  terminal  railroads,  and  market 
newspapers;  that  they  should  cease  handling  canned  fruits  and 
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vegetables,  canned  fish,  grape  juice,  condiments,  and  some  other 
products  ordinarily  handled  by  wholesale  grocers;  that  they 
should  sell  their  interests  in  public  cold  storage  warehouses;  and 
that  they  should  refrain  from  operating  retail  stores. 

Up  to  this  time,  several  of  the  big  packers  had  used  their 
branch  houses,  their  car  routes,  and  their  sales  organizations 
to  distribute  canned  goods  and  other  products  sold  in  retail 
stores,  as  well  as  fresh  and  cured  meats  and  produce.  The  Fed- 
eral Trade  Commission  had  criticized  this  system  as  one  tending 
to  monopoly,  and  the  National  Wholesale  Grocers'  Association 
had  asserted  that  discrimination  was  being  shown  by  railroads  in 
favor  of  the  big  packers,  since  the  packers  were  able  to  fill  orders 
for  retailers  more  quickly  through  their  special  transportation 
facilities  than  wholesale  grocers  could  deliver  goods  with  or- 
dinary freight  shipments. 

The  reasons  why  the  big  packers  had  engaged  in  the  handling 
of  canned  goods  were  expressed  by  Dr.  Weld,  in  August,  191 9, 
at  the  hearing  previously  referred  to.  This  was  before  the 
consent  decree  had  been  issued. 

Besides  the  meat — beef,  pork,  sheep,  and  lambs — we  handle  butter, 
eggs,  poultry,  cheese,  canned  goods.  That  practically  covers  our  list. 
We  have  a  little  bit  of  dried  and  salted  fish,  and  in  connection  with  our 
lard  business  we  make  some  lard  compound.  That  is  a  cottonseed 
oil  product. 

We  handle  no  cereals,  no  tea,  and  no  coffee  or  rice.  Of  course,  when 
I  say  meat  I  mean  meat  by-products  as  well.  That  is,  the  regular  pack- 
ing house  by-products.     .     .     . 

I  may  say  that  we  handle  these  other  products  largely  because  we 
have  the  selling  organization  and  the  physical  equipment  with  which  to 
handle  them.  We  believe  that  it  would  be  more  or  less  of  a  social 
waste  if  we  used  our  very  elaborate  and  comprehensive  system  to  sell 
nothing  but  beef.  With  practically  the  same  overhead  expense  and  by 
using  the  same  facilities,  we  can  take  on  butter,  poultry,  cheese,  etc. 
We  use  the  same  refrigerator  cars  and  refrigerated  rooms;  we  use  the 
same  branch  houses;  we  use  the  same  salesmen;  we  use  the  same  trucks. 
We  have  added  a  greater  volume  to  put  through  our  branch  houses. 
We  thereby  reduce  unit  selling  costs  and  make  it  possible  to  keep  down 
the  cost  of  selling  not  only  these  products  we  take  on  but  the  beef  and 
pork  themselves. 

The  big  packers  proceeded  to  liquidate  their  business  in 
canned  goods  as  required  by  the  consent  decree.  They  also 
tried  to  dispose  of  their  stockyards,  but  owing  to  the  general 
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business  depression  of  1920-192 1  they  were  delayed  in  working 
out  a  satisfactory  plan  for  the  disposal  of  those  properties. 

In  May,  1925,  upon  motion  of  the  California  Cooperative  Can- 
neries, Inc.,  Justice  Bailey  of  the  Supreme  Court  of  the  District 
of  Columbia  temporarily  suspended  the  consent  decree,  pending 
decision  as  to  whether  it  permanently  should  be  set  aside.  The 
canneries  were  interested  in  the  matter  because  they  had  been 
able  to  depend  upon  the  big  packers  to  buy  whatever  surplus 
stocks  they  might  have. 

In  August,  192 1,  as  a  result  of  agitation  for  governmental 
supervision  of  the  packing  industry,  Congress  had  passed  a  law 
known  as  the  Packers  and  Stockyards  Act,  which  vested  in  the 
Secretary  of  Agriculture  certain  regulatory  authority  over  the 
packers,  stockyard  owners,  market  agencies,  and  dealers.  This 
regulatory  authority  extended  to  the  business  of  the  packers 
done  in  interstate  commerce.  Packers  subject  to  the  act  were 
prohibited  from  engaging  in  unfair,  unjustly  discriminatory,  or 
deceptive  practices;  or  from  doing  anything  to  restrain  compe- 
tition; or  from  establishing  a  monopoly.  The  law  also  provided 
that  the  regulations  and  practices  of  stockyard  owners,  market 
agencies,  and  dealers  must  be  just,  reasonable,  and  nondiscrim- 
inatory. Following  the  passage  of  the  act,  no  material  changes 
were  made  in  the  marketing  methods  or  practices  of  the  packers. 

After  a  period  of  negotiation,  Armour  &  Company,  on  March 
28,  1923,  purchased  Morris  &  Company,  paying  approximately 
$30,000,000,  partly  in  stock  and  partly  in  cash,  for  the  physical 
assets  of  that  firm.  Thus  the  second  largest  packer  acquired 
the  third  largest  packer,  and  the  "Big  Five"  became  the  "Big 
Four."  The  Secretary  of  Agriculture  stated  in  his  annual  report 
for  1924  that  Swift  &  Company  and  Armour  &  Company  to- 
gether did  nearly  48%  of  the  interstate  slaughtering  business, 
while  Wilson  &  Company  and  the  Cudahy  Packing  Company 
together  did  about  13%. 


18.  New  England  Vessel  Fisheries 
wholesale  distribution 

The  New  England  vessel  fisheries,  centering  at  Boston  and 
Gloucester,  Massachusetts,  and  Portland,  Maine,  were  the  most 
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important  in  the  United  States  in  respect  of  quantity  and  value 
of  product.  More  than  150,000,000  pounds  of  fresh  fish  were 
landed  annually  at  those  three  ports,  and  it  was  estimated  that 
the  usual  receipts  could  be  doubled  within  90  days.1  Neverthe- 
less, conditions  in  the  industry  were  far  from  satisfactory.  Prices 
received  for  their  catches  by  the  vessel  owners  and  operators 
fluctuated  widely,  and  frequently  were  insufficient  to  meet  the 
costs  of  operation.  The  market  for  New  England  fish  was  for 
the  most  part  limited  to  New  England,  and  consumers'  purchases 
of  fish  were  concentrated  in  one  or  two  days  of  each  week.  In 
the  latter  part  of  1923,  as  a  means  of  improving  the  situation, 
the  fishermen  contemplated  undertaking  cooperative  marketing. 
Fish  wholesalers  and  others  interested  in  the  industry  also  con- 
sidered taking  various  steps  in  an  effort  to  increase  the  per 
capita  consumption  of  fish  and  to  extend  the  market  area.  The 
question  raised  in  this  case,  therefore,  is:  How  could  the  meth- 
ods of  marketing  fish  best  have  been  improved?  * 

In  a  report  on  the  Boston  fish  trade  published  by  the  United 
States  Bureau  of  Fisheries  in  1923  the  following  statement 
regarding  the  attitude  of  fish  wholesalers  and  retailers  appears:2 

Emphasis  has  previously  been  laid  upon  the  fact  that  Boston's  catch 
can  quickly  be  increased  100%,  provided  the  product  can  be  sold. 
Therefore,  the  enlargement  of  the  present  marketing  area,  together  with 
increasing  consumption  in  districts  already  buying,  is  the  issue  wherein 
lies  the  future  of  Boston's  development  as  a  fishing  port.  For  this  rea- 
son a  personal  canvass  was  made  of  all  wholesale  fish  dealers,  and  their 
opinions  were  solicited  as  how  best  to  increase  the  sale  of  their  product 
in  markets  outside  of  Boston.  The  principal  recommendations  were  as 
follows:  (1)  Reduction  of  express  rates  and  improvement  of  service; 
(2)  granting  of  special  commodity  rates  on  fish  in  car  lots;  (3)  organ- 
|  ized  advertising;  and  (4)  better  handling  methods  and  Federal  inspec- 
tion. 

Agreement  is  prevalent  that  express  rates  are  unreasonably  excessive 
while  the  unreliable  service  rendered  is  the  cause  of  universal  com- 
plaint. Dealers  are  also  emphatic  in  their  denunciation  of  the  present 
lack  of  definite  delivery  schedules,  which  they  declare  must  be  estab- 
lished and  adhered  to  by  transportation  agencies.  They  assert,  in  addi- 
tion, that  special  commodity  rates  are  needed  on  car  lots,  such  ship- 
ments to  be  labeled  "Fish,"  and  rushed  as  a  perishable  food.     As  a 

1  U.  S.  Department  of  Commerce,  Bureau  of  Fisheries,  Document  No.  939,  Trade 
in  Fresh  and  Frozen  Fishery  Products  and  Related  Marketing  Considerations  in 
Boston,  Massachusetts,  1923. 

2  Ibid.,  pp.  20-21 
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means  of  procuring  cheaper  express  rates  and  commodity  tariffs  the 
wholesalers  suggest  united  action  by  all  local  fish  dealers  in  conjunc- 
tion with  trade  and  Federal  organizations,  that  these  issues  may  be 
forced  to  the  attention  of  the  Interstate  Commerce  Commission  and 
remedied.  Members  of  the  trade  express  hope  that  by  concerted  action 
at  points  of  destination  consignees  may  be  able  to  compel  some  conces- 
sions in  the  matter  of  definite  delivery  schedules. 

A  majority  opinion  exists  that  the  thorough  prosecution  of  a  well- 
devised  advertising  campaign  would  prove  very  profitable.  The  war- 
time propaganda  distributed  by  the  United  States  Bureau  of  Fisheries 
is  considered  by  many  as  having  brought  satisfactory  results  both  in 
increasing  the  sale  of  their  product  and  in  introducing  it  into  new  terri- 
tory. Some  wholesalers,  however,  consider  that  the  most  successful 
advertising  scheme  yet  devised  was  that  used  by  the  Boston  wholesale 
fish  dealers'  combine,  which  selected  prospective  marketing  areas,  sent 
representatives  into  these  territories,  and  then  supplied  them  with  car 
lots  of  fish  at  a  very  low  cost.  By  this  method  the  public  at  distant 
points  was  given  the  opportunity  of  trying  Boston  fish  at  a  fraction  of 
the  price  that  retailers  in  remote  markets  would  have  to  obtain  to  cover 
overhead  and  the  hazard  of  handling  fish  little  known  to  the  public. 
Certain  of  the  larger  dealers  suggest  that  the  numerous  small  com- 
panies now  operating  on  the  fish  pier  be  organized  into  a  few  large 
combinations  for  the  conduct  of  a  more  profitable  business  and  the 
carrying  out  of  an  extensive  advertising  campaign  through  coordinated 
efforts. 

Several  firms  urge  a  more  conscientious  adherence  to  principles  con- 
ducive to  better  quality  and  service  on  the  Boston  Fish  Pier  by  dealers 
themselves  and  advocate  Federal  supervision  of  landing  and  handling 
methods  similar  to  present-day  meat  inspection.  The  combined  recom- 
mendation of  the  trade  to  the  government,  they  believe,  would  doubt- 
less inaugurate  this  work. 

One  wholesaler  suggests  the  publication  by  the  government  of  direc- 
tions for  the  proper  dressing  and  cutting  of  fish,  saying  that  improper 
methods  of  performing  this  work  is  the  rule  among  retail  merchants. 

Individual  interviews  were  obtained  with  all  retail  merchants  han- 
dling fish  every  day  in  the  week  and  constructive  criticism  asked  as  to 
how  retail  sales  in  Boston  might  be  increased.  Out  of  163  firms  called 
upon,  92  had  no  suggestions  to  offer,  expressing  themselves  as  of  the 
opinion  that  poor  prospect  exists  for  increasing  sales  since  Boston's 
fish-consuming  population  is  largely  Catholic  and  rarely  purchases  fish 
on  any  day  other  than  Friday.  The  plans  proposed  by  the  remaining 
dealers  are  designed  in  general  to  work  toward  two  well-defined  im- 
provements, namely,  bettering  of  quality  and  extension  of  effort  in  fish 
advertising. 

Dealers  who  consider  that  the  business  can  best  be  benefited  by  an 
improvement  in  the  quality  of  fish  sold  are  of  united  opinion  that  at 
present  the  trade  suffers  greatly  from  a  bad  practice  among  one-day 
dealers.     Cart  peddlers,  grocers,  and  other  tradesmen  who  handle  fish 
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only  on  Friday  have  the  practice  of  holding  over  unsold  quantities  until 
Monday,  when,  because  these  venders  have  no  proper  cold-storage  facili- 
ties, purchasers  receive  a  decidedly  inferior  product,  causing  the  public 
to  form  the  opinion  that  Friday  is  the  only  day  in  the  week  when  good 
fish  can  be  had.  As  a  remedy,  dealers  urge  the  enforcement  of  legisla- 
tion requiring  cart  peddlers  and  other  lax  venders  to  observe  the  same 
rules  for  storage  and  cleanliness  now  required  of  keepers  of  fish  stores, 
that  the  public  may  not  be  prejudiced  against  marine  foods  by  the 
unsightly  spectacle  of  the  modern  peddler's  cart.  In  this  connection  it 
is  significant  that  the  dealers  handling  the  best  quality  obtainable  state 
that  they  sell  practically  as  much  fish  on  one  day  as  another  and  that 
fluctuations  in  price  produce  no  discernible  effect  on  sales. 

The  Industrial  Relations  Committee  of  the  Boston  Chamber 
of  Commerce  stated  that  any  successful  marketing  plan  would 
have  to  make  provision  for:  careful  handling  and  packing  of 
the  fish  to  assure  their  reaching  consumers  in  proper  condition; 
regulation  of  shipments  to  various  markets  in  correspondence 
with  demand;  use  of  refrigerator  cars  or  other  means  of  storage 
in  transit;  the  establishment  of  wholesale  sales  branches  to  pro- 
vide expeditious  handling  at  distribution  centers;  sales  assistance 
to  retailers;  and  consumer  advertising. 

The  principal  varieties  of  fish  landed  at  Boston,  Gloucester, 
and  Portland  were  cod,  haddock,  hake,  pollock,  cusk,  halibut, 
and  mackerel.  The  receipts  of  cod  and  haddock  together  usu- 
ally comprised  more  than  75%  of  the  total  receipts.  The  fish 
landed  by  fishing  vessels  at  the  three  New  England  ports  were 
taken  principally  from  fishing  grounds  off  the  coast  of  the  United 
States.  Some,  21%  in  1922,  for  instance,  were  taken  from 
fishing  grounds  off  the  coast  of  the  Canadian  Provinces  or  from 
fishing  banks  off  the  coast  of  Newfoundland.  During  the  year 
1923  the  fishing  fleet  at  Boston,  Gloucester,  and  Portland  num- 
bered 306  sail,  steam,  and  gasoline  vessels,  including  33  steam 
trawlers.    Those  vessels  made  a  total  of  6,535  tr*Ps  m  tnat  year. 

The  quantities  of  fish  landed  fluctuated  widely  from  month 
to  month.  During  1923  monthly  landings  at  Boston,  for  in- 
stance, ranged  from  6,629,000  pounds  in  January  to  12,633,000 
pounds  in  March.  At  Gloucester  in  that  year  total  receipts  in 
February  were  100,155  pounds  as  compared  with  5,343,0*92 
pounds  in  July.  Weather  conditions  affected  the  movements  of 
the  fishing  vessels;  the  run  of  fish  on  the  feeding  grounds  varied; 
and  certain  seasonal  varieties  of  fish  were  caught  only  during  a 
few  weeks  or  months  of  each  year. 
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The  value  of  the  product  landed  also  varied  widely.  Fluctua- 
tions in  the  prices  received  by  the  fishermen  were  especially 
severe.  Fresh  fish  were  highly  perishable,  and  it  was  necessary 
for  the  fishermen  to  sell  their  catch  almost  immediately  upon 
landing.  If  a  vessel  landed  its  catch  on  a  day  when  other  land- 
ings were  small,  it  might  receive  a  satisfactory  price  for  the  fish. 
If,  however,  the  vessel  landed  after  other  landings  already  had 
been  made,  the  price  received  might  be  insufficient  to  meet  the 
production  costs. 

In  1923,  for  instance,  according  to  figures  published  in  the 
Annual  Report  of  the  Boston  Fish  Bureau  for  1924,  the  max- 
imum and  minimum  prices  per  pound  paid  to  vessels  in  the  Bos- 
ton market  were  15  cents  and  ij^  cents  for  fresh  haddock, 
i7>4  cents  and  2  cents  for  large  fresh  cod,  and  14^2  cents  and 
1  cent  for  fresh  pollock.  Prices  of  other  varieties  fluctuated 
correspondingly.  Average  prices  per  pound  paid  to  vessels  in 
the  Boston  market  in  1923,  according  to  the  same  report,  were 
3  7/10  cents  for  haddock,  ^}/2  cents  for  large  cod,  and  32/5 
cents  for  pollock. 

In  general,  crews  of  fishing  schooners,  including  the  officers, 
the  cooks,  and  the  fishermen,  received  specified  percentages  of 
the  receipts  of  each  catch  in  payment  for  their  services.  Crews 
on  trawlers  usually  were  paid  on  a  wage  basis.  Most  of  the 
schooners  were  owned  by  their  captains  or  jointly  by  the  cap- 
tains and  corporations. 

Fish  brought  to  the  Boston  fish  pier  in  fishing  schooners  and 
steam  trawlers  were  sold  at  auction  to  wholesalers  who  were 
members  of  the  New  England  Fish  Exchange.  In  192 1  there 
were  in  Boston  87  wholesalers  handling  fresh  fish.  The  New 
England  Fish  Exchange  had  been  incorporated  in  1908,  and 
each  fish  wholesaler  who  was  a  member  of  the  exchange  owned 
one  share  of  its  stock.  Owners  of  fishing  vessels  paid  l/2 
of  1%  of  the  receipts  of  their  sales  to  the  exchange,  and  it 
was  upon  this  revenue  that  the  exchange  was  operated.  The 
exchange  opened  at  7:30  every  morning  for  the  sale  of  fish 
landed  at  the  Boston  pier  and  remained  open  until  5  in  the 
afternoon,  although  practically  all  transactions  were  closed  by 
10:30  in  the  morning.  From  7:15  to  7:30  every  morning  the 
exchange  was  open  for  the  sale  by  commission  merchants  of 
fish  which  had  been  landed  at  ports  other  than  Boston. 
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After  the  wholesalers  had  made  their  purchases,  the  fish  were 
removed  from  the  holds  of  the  vessels  and  taken  to  the  whole- 
salers' stores  on  the  pier  to  be  cleaned  and  packed.  In  general, 
fish  were  handled  roughly,  pitchforks  being  used  commonly  in 
moving  them. 

Fresh  non-filleted  fish  were  not  branded.  Barrels,  in  which 
the  greater  proportion  of  the  fish  were  packed,  usually  bore  no 
distinctive  marks  of  the  wholesale  companies.  When  boxes  were 
used,  the  names  of  the  companies  were  stamped  on  the  boards. 
After  the  fish  were  removed  from  the  boxes  by  the  retailers, 
however,  there  was  no  way  for  consumers  to  know  what  whole- 
salers had  shipped  the  fish. 

Fillets  of  fish  were  packed  in  tin  boxes  which  were  placed  in 
wooden  boxes  containing  ice.  The  boxes  were  stamped  with 
the  name  of  the  wholesale  company  and  also  with  a  brand  name. 
In  several  instances  fillets  were  sold  at  retail  directly  from  the 
containers  in  which  they  were  shipped  by  the  wholesalers. 

The  cost  of  filleting  was  stated  to  be  about  6  cents  a  pound. 
Since  the  weight  of  a  fish  when  filleted  was  reduced  about  one- 
half,  the  cost  of  one  pound  of  filleted  fish  equaled  the  cost  of 
two  pounds  of  non-filleted  fish  plus  the  cost  of  filleting. 

The  practice  of  filleting  haddock  was  introduced  in  New  Eng- 
land in  192 1  and  later  was  taken  up  in  New  York  and  other 
places.  In  1923,  wholesalers  began  to  fillet  cod  also.  Sales  of 
fish  fillets  had  increased  steadily.  The  process  of  filleting  was 
described  in  a  report  by  the  United  States  Bureau  of  Fisheries 
as   follows1 : 

The  haddock  are  split,  the  backbone  is  removed,  and  the  fillets  are 

brined  about   20   minutes  in  strong  brine After  having 

been  brined,  the  fillets  are  each  wrapped  in  a  vegetable  parchment 
paper  and  are  laid  in  pans  or  other  vessels  to  be  stored  overnight  in  a 
cold  room 

Next  morning  the  fillets  are  packed  in  tinned  lard  cans,  each  can 
containing  about  30  pounds  of  the  fillets.  The  lid  is  put  on  and  the 
can  is  put  into  a  wooden  packing  case,  surrounded  by  packed  ice. 
These  cans  are  shipped  to  retailers,  delicatessens,  butchers,  and  others, 
who  dispose  of  one  or  more  cans  in  each  week's  trade 

Among  the  advantages  of  filletting  fish  are:  (1)  the  entire  piece  pur- 
chased by  the  housewife  is  edible,  and  the  price  charged  for  it  is  fully 
competitive  without  making  any  allowance  for  waste;  (2)  there  is  no 
scaling,  gutting,  and  cleaning  to  be  done (3)  the  shipping 

1  U.  S.  Department  of  Commerce,  Bureau  of  Fisheries,  Document  No.  954,  p.  4. 
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weight  of  the  fish  is  reduced;  (4)  the  waste,  which  is  normally  around 
ror/o  of  the  round  fish,  remains  in  the  hands  of  the  producer,  where  it 
may  be  possible  to  use  it  economically;  (5)  fillets  receive  a  more  care- 
ful and  cleanly  handling  all  along  the  line,  from  producer  to  con- 
sumer  

Fish  for  which  a  wholesaler  did  not  find  an  immediate  mar- 
ket could  be  salted  and  sold  later  as  salt  fish.  Salt  fish  could  be 
kept  for  six  months,  but  the  wholesaler's  profit  on  sales  of  such 
fish  usually  was  small.  Gloucester  was  the  center  of  the  salt 
fish  industry.  Fish  taken  by  vessels  operating  from  that  part 
commonly  were  salted  for  temporary  preservation  before  being 
placed  in  the  holds  of  the  vessels;  after  arrival  in  port  the  fish 
were  cured  and  salted  in  plants  equipped  for  that  purpose. 

It  was  possible  by  freezing  fresh  fish  to  keep  them  for  from 
6  to  12  months  without  an  appreciable  change  in  their  freshness. 
The  cost  of  keeping  fish  in  cold  storage  for  8  months  was  ap- 
proximately 2  cents  a  pound.  Fish  which  had  been  frozen  were 
marketed  in  the  same  way  as  fresh  fish. 

The  Commonwealth  Ice  and  Cold  Storage  Company,  the 
largest  fish  freezer  in  the  United  States,  was  located  at  one  end 
of  the  Boston  fish  pier.  The  company  operated  a  public  ware- 
house to  be  used  by  fish  wholesalers  and  others  whose  products 
could  be  accommodated.  It  had  a  capacity  for  freezing  200,000 
pounds  of  fish  a  day,  and  could  store  at  one  time  10,000,000 
pounds  of  fish. 

In  the  annual  report  of  the  United  States  Bureau  of  Fish- 
eries for  1920  it  was  stated  that:  "As  a  rule  fish  are  now  frozen 
under  excellent  conditions,  usually  within  a  short  time  after 
they  are  caught.  If  perfectly  fresh  when  frozen,  if  properly 
stored,  handled,  and  prepared  for  the  table,  they  are  often 
superior  in  quality,  texture,  and  flavor  to  fresh  fish  shipped 
long  distances  packed  in  ice." 

In  1922,  75,453,674  pounds  of  fish  were  frozen  in  the  United 
States,  according  to  figures  published  by  the  Bureau  of  Fisheries, 
and  of  that  number  18,617,648  pounds  were  frozen  in  the  New 
England  states.  In  each  of  several  months  more  than  3,000,000 
pounds  were  frozen  in  New  England,  whereas  in  other  months 
less  than  300,000  pounds  were  frozen.  In  1923,  91,548,643 
pounds  of  fish  were  frozen  in  the  United  States. 

Comparatively  little  canning  of  fish  products  landed  by  New 
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England  vessels  was  carried  on  in  New  England,  sardines  and 
clams  being  the  principal  fish  products  canned  in  those  states. 

Fish  which  a  wholesale  company  expected  to  market  imme- 
diately, without  freezing  or  salting,  were  washed  and  in  some 
instances  the  heads  were  removed.  After  washing,  the  fish  were 
packed  with  ice,  usually  in  barrels  having  a  capacity  of  200 
pounds.  Several  wholesalers  packed  fish  to  be  sent  to  distant 
points  in  boxes  of  the  same  capacity  and  equal  in  length  to  the 
fish.  When  packed  in  boxes,  fish  were  laid  flatly  upon  their 
sides.  The  fish  could  not  be  laid  flatly  in  barrels,  and  when 
packed  in  that  way  were  likely  to  be  squeezed  together  and  their 
quality  impaired.  The  cost  of  a  barrel,  it  was  stated,  averaged 
y2  of  1  cent  per  pound  of  fish  contained,  while  a  box  cost  nearly 
J4  of  1  cent  per  pound. 

Distribution  of  fish  landed  at  New  England  ports  was  con- 
fined for  the  most  part  within  comparatively  narrow  limits.  In 
September,  1922,  for  instance,  89%  of  the  total  quantity  of 
fresh  and  frozen  fish  products  distributed  from  Boston  was 
received  by  Massachusetts,  Connecticut,  New  York,  Pennsyl- 
vania, and  Rhode  Island.  Of  the  total,  56%  did  not  leave  the 
state  of  Massachusetts.  The  center  of  distribution  for  Boston 
fish  lay  about  750  miles  northeast  of  the  center  of  population 
of  the  United  States.  A  situation  similar  to  that  in  Boston 
existed  in  New  York  City.  Approximately  79%  of  the  fresh 
and  frozen  fishery  products  received  in  that  city  were  consumed 
in  the  metropolitan  area  within  a  radius  of  19  miles  from  the 
Fulton  Fish  Market.1 

The  per  capita  consumption  of  fish  landed  at  the  three  New 
England  ports  was  low.  The  per  capita  consumption  of  fresh 
and  frozen  fish  distributed  through  Boston  in  September,  1922, 
for  instance,  varied  from  1.5634  pounds  in  Massachusetts  to 
.00126  pounds  in  North  Carolina,  and  the  average  for  all  states 
was  .10334.2  E.  C.  Lindeman,  writing  in  the  American  Review 
of  Reviews,  said  that  there  were  in  New  England  alone  more  than 
100  towns  with  populations  ranging  from  2,500  to  19,000  in 
which  there  were  no  fish  markets.3 

1U.  S.  Department  of  Commerce,  Bureau  of  Fisheries,  Document  No.  996. 

2U.  S.  Department  of  Commerce,  Bureau  of  Fisheries,  Document  No.  939,  p.  14. 

3  E.   C.  Lindeman,  "New  England's  Fisheries,"  American  Review  of  Reviews, 
April,  1924,  p.  417. 
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The  Boston  fish  wholesalers  commonly  sold  directly  to  re- 
tailers. In  large  cities,  such  as  New  York  City,  Philadelphia, 
Baltimore,  Washington,  and  Cleveland,  the  Boston  wholesalers 
customarily  sold  through  brokers,  commission  merchants,  and 
fish  wholesalers.  Some  brokers  and  commission  merchants  sold 
to  fish  wholesalers,  and  others  sold  directly  to  retailers.  On  sales 
to  wholesalers,  brokers  and  commission  merchants  ordinarily 
received  a  commission  of  5%,  and  on  sales  to  retailers  they 
received  a  commission  of  123/2%.  In  a  few  instances  whole- 
salers maintained  their  own  salesmen  in  large  cities.  Such  sales- 
men were  paid  straight  salaries. 

A  wholesaler  had  one  representative  in  a  city,  but  this  repre- 
sentative might  be  a  broker  in  one  town,  a  commission  merchant 
in  another,  and  a  salesman  in  a  third.  Arrangements  were  affected 
by  the  conditions  of  the  market  in  the  various  cities.  Where,  as 
in  New  York,  numerous  retail  stores  and  delicatessen  stores 
purchased  fish  in  small  quantities,  the  tendency  was  to  sell 
through  brokers  or  commission  merchants  directly  to  the  whole- 
salers, in  order  to  avoid  credit  risks  involved  in  selling  to  many 
retailers.  Where  retailers  were  not  so  numerous,  it  occasionally 
was  feasible  to  sell  directly  to  retailers  through  a  representative. 
When  a  broker  was  employed,  shipments  on  orders  received  by 
him  were  made  directly  to  the  purchasers.  When  a  commission 
merchant  was  employed,  shipments  were  consigned  to  him.  He 
then  entered  the  wholesale  or  retail  market  and  disposed  of  the 
fish  at  the  highest  price  he  could  obtain.  Any  losses  incurred 
because  of  the  oversupply  of  fish  in  a  particular  market  were 
sustained  by  the  wholesaler  who  shipped  the  fish.  It  was  cus- 
tomary for  a  broker  or  commission  merchant  to  take  charge  of 
more  than  one  wholesaler's  account  in  a  particular  market. 

In  1922  there  were  in  Boston  171  retailers  handling  fish  every 
day  in  the  week.  Of  those  retailers,  170  handled  fresh  fish;  134, 
frozen  fish;  38,  meats;   60,  vegetables;  and  33,  groceries.1 

Retailers  made  the  bulk  of  their  sales  of  fish  on  Thursday 
and  Friday,  since  consumers  had  developed  the  habit  of  eating 
fish  on  Friday.  Stores  which  sold  other  merchandise  in  addi- 
tion to  fish  had  an  advantage  over  those  which  sold  fish  only, 
inasmuch  as  in  the  former  stores  the  fish  sales,  concentrated  in 

1  U.  S.  Department  of  Commerce,  Bureau  of  Fisheries,  Document  No.  939,  p.  23. 
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two  days  of  the  week,  did  not  have  to  carry  the  entire  overhead. 
Because  of  the  necessity  of  dressing  the  fish,  the  perishable 
character  of  the  item,  and  the  odor  attaching,  however,  grocery 
stores  were  reluctant  to  sell  fresh  fish.  Fillets  were  not  subject 
to  those  objections,  and  grocery  stores,  it  was  stated,  constituted 
the  chief  retail  outlet  for  fillets. 

The  prices  at  which  fresh  fish  were  sold  in  retail  stores  did 
not  fluctuate  to  the  same  degree  as  did  the  wholesale  prices. 
Several  Boston  wholesalers  were  of  the  opinion  that  the  public 
should  be  given  the  benefit  of  an  oversupply  in  the  wholesale 
fish  market  and  stated  that  purchases  of  fish  would  be  in- 
creased if  the  retail  prices  were  reduced  in  correspondence  with 
reductions  in  the  wholesale  prices.  Other  wholesalers,  however, 
stated  that  retail  prices  should  remain  constant,  since  otherwise 
purchases  of  fish  would  tend  to  become  concentrated  when  the 
market  price  was  low. 

Boston  fish  wholesalers  complained  of  the  transportation  serv- 
ice and  rates.  Fish  were  shipped  both  by  freight  and  by  express, 
but  a  majority  of  shipments  were  by  express.  Shipments  by 
Boston  fish  wholesalers  to  New  York  City  and  Philadelphia  were 
collected  by  a  Boston  transfer  company  and  shipped  to  their 
destination  in  carload  lots.  Freight  was  charged  to  the  purchaser 
at  carload  rates,  plus  one-half  the  difference  between  carload  and 
less-than-carload  rates,  and  was  collected  by  the  Boston  transfer 
company.  The  transfer  company  then  paid  the  railroad  at  the 
carload  rates,  retaining  for  its  service  the  difference  between  the 
amount  which  it  collected  and  the  actual  freight  charge  which  it 
paid.  This  arrangement  effected  a  saving  for  the  purchasers  of 
the  fish,  inasmuch  as  they  otherwise  would  have  had  to  pay  the 
less-than-carload  rates.  The  wholesalers  had  taken  no  coopera- 
tive action  through  which  they  might  pool  their  shipments  so  as 
to  secure  carload  rates  to  other  cities. 

In  general,  aggressive  sales  methods  had  not  been  used  by 
New  England  fish  wholesalers  and  retailers.  Little  advertising 
had  been  done,  and  in  most  instances  no  salesmen  were  em- 
ployed. Several  Boston  fish  wholesalers  said  that  they  did  not 
consider  it  advisable  for  them  to  advertise  individually  to  con- 
sumers, since,  inasmuch  as  consumers  had  no  means  of  identi- 
fying the  fish  supplied  by  the  wholesaler  doing  the  advertising, 
that  wholesaler  would  not  be  benefited  more  than  other  whole- 
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salers  by  the  advertising.  No  cooperative  advertising  by  the 
wholesalers  had  been  undertaken. 

Several  wholesalers  sent  weekly  letters,  containing  order 
blanks,  to  their  retail  customers  notifying  them  of  the  probable 
prices  at  which  fish  would  sell  during  the  following  week.  Whole- 
sale fish  prices  fluctuated  constantly,  and  wholesalers  customarily 
informed  retailers  at  least  once  each  week  by  telephone  calls  or 
telegrams  of  the  current  prices.  Wholesalers  notified  their  vari- 
ous sales  representatives  each  day  of  price  changes. 

From  1917  to  1919  the  United  States  Government  had  con- 
ducted a  campaign  to  encourage  consumers  to  eat  fish  in  order 
to  conserve  meats.  Extensive  publicity  had  been  associated  with 
this  campaign,  and  it  was  thought  to  have  been  effective  in  in- 
creasing consumption  of  fish. 

During  that  same  period  a  group  of  Boston  fish  wholesale  com- 
panies attempted  to  increase  the  popularity  of  fish  by  sending 
carloads  of  fresh  fish  to  various  cities  to  be  sold  directly  from  the 
cars  at  low  prices.  The  fish  were  not  dressed,  but  were  sold  in 
the  condition  in  which  they  ordinarily  were  received  by  retailers. 
This  plan  soon  was  discontinued,  however.  The  railroads  ob- 
jected to  the  sale  of  goods  from  railroad  property,  and  local  re- 
tailers looked  upon  the  practice  as  an  infringement  upon  their 
markets. 

One  large  wholesale  company,  while  introducing  branded  fillets 
of  haddock,  had  agreed  to  insert  advertisements  once  each  week 
for  a  period  of  five  weeks  in  newspapers  in  any  town  in  which 
from  15  to  20  retailers  would  sell  its  brand  of  that  commodity. 
Advertisements  also  were  placed  in  trade  journals  while  the  fillets 
were  being  introduced.  That  wholesale  company  also  had  em- 
ployed three  salesmen  to  call  on  retailers.  Each  retailer  was 
visited  but  once.  The  wholesale  company  reported  that  approxi- 
mately 25%  of  the  retailers  from  whom  introductory  orders  were 
secured  in  this  way  became  regular  customers. 

Another  wholesale  company,  which  specialized  in  the  sale  of 
fillets,  advertised  occasionally  in  newspapers  and  sent  circular 
letters  to  customers  and  prospective  customers.  The  company 
employed  no  salesmen  for  missionary  work  because  its  sales  of 
fillets  were  increasing  as  rapidly  as  the  plant  could  be  expanded. 

One  difficulty  in  the  employment  of  salesmen  by  wholesalers 
was  the  fact  that  most  wholesale  sales  of  fish  were  made  on 
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Monday,  Tuesday,  and  Wednesday.  Orders  from  retailers  could 
not  be  secured  during  the  latter  part  of  one  week  for  the  following 
week  inasmuch  as  prices  could  not  be  quoted  accurately  in  ad- 
vance. If  all  retail  customers  were  to  be  visited  during  the  first 
part  of  the  week,  an  excessive  number  of  salesmen  had  to  be 
employed,  and  during  the  latter  part  of  the  week  the  salesmen 
had  to  confine  their  activities  to  missionary  work. 

One  Boston  firm,  which  salted  fish  and  canned  such  varieties 
as  salmon,  halibut,  and  cod,  sold  directly  to  consumers  by  mail. 
The  amount  of  individual  orders  usually  ranged  from  $5  to  $10. 
The  company  followed  up  each  order  with  letters  and  circulars. 
In  the  latter  part  of  1923,  the  Fishermen's  Union  of  the  Atlantic 
gave  serious  consideration  to  the  development  of  a  plan  for  the 
cooperative  marketing  of  fish  by  producers.  It  was  pointed  out 
that  producers  of  fruit  and  tobacco  had  succeeded,  to  some  ex- 
tent at  least,  in  stabilizing  prices  and  extending  the  market  for 
their  products  by  means  of  cooperative  marketing  associations 
whereby  members  pooled  their  production  and  turned  it  over  to 
the  association  for  sale. 

A  cooperative  marketing  contract  was  drawn  up  and  submitted 
to  the  members  of  the  Fishermen's  Union  for  their  signatures  in 
1924  and  1925.  The  proposed  agreement  was  summarized  as  fol- 
lows in  the  Monthly  Labor  Review:1 

A  five-year  cooperative  marketing  agreement  has  been  made  by  the 
Fishermen's  Union  of  the  Atlantic  Coast  ports  located  between  Calais, 
Maine,  and  Cape  May,  New  Jersey.  Under  this  agreement  the  fish 
caught  by  the  members  will  be  sold  by  the  union.  The  members  agree 
not  to  work  as  fishermen  except  for  wages  paid  entirely  in  fish  or  for  a 
profit-sharing  wage  to  be  paid  entirely  from  the  proceeds  of  the  catch 
made  by  themselves  or  the  other  members  of  the  crew  of  any  vessel  on 
which  they  are  employed.  If  no  employment  as  fishermen  can  be 
secured  or  in  case  the  union  cannot  handle  the  fish  or  the  members  are 
unable  to  control  the  delivery  of  the  fish,  the  above  requirement  may 
be  waived. 

If  the  member  shall  fish  or  be  employed  on  a  fishing  vessel  not  owned 
and  managed  by  himself,  his  partners,  or  the  union,  he  shall  enter  into 
a  contract  of  employment,  and  sign  "sailing  articles"  with  the  master 
and  with  the  owners  of  such  vessel,  which  must  contain  certain  pre- 
scribed information,  the  three  most  important  points  of  which  are  as 
follows: 

1.  The  ownership  of  all  fish  caught  by  or  from  such  vessel  shall  be 

1  Monthly  Labor  Review,  December,  1925,  pp.  169-170. 
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in  the  fisherman  or  fishermen,  and  subject  to  a  lien  by  the  owner  or  by 
the  vessel  for  cost  of  operation  and  maintenance  of  the  vessel  as  fixed 
by  trade  agreement  or  special  contract. 

2.  All  fish  caught  by  or  from  such  vessel  shall  be  pooled  in  a 
"vessel  pool."  The  first  proceeds  from  such  pool  shall  be  devoted  to 
the  payment  of  the  vessel  charges  and  operation  expenses.  Any  remain- 
der of  the  proceeds  of  such  pool  shall  be  divided  between  the  fishermen, 
captain,  cook,  or  other  officers.  The  division  of  the  net  proceeds  of 
any  vessel  pool  shall  be  on  an  equal  basis  unless  otherwise  stated. 

3.  All  fish  caught  by  or  from  such  vessel  shall  be  delivered  at  once 
upon  termination  of  the  voyage  to  the  union,  or  to  any  nonprofit  mar- 
keting company  designated  and  controlled  by  the  union.  Such  fish 
shall  be  delivered  to  the  dock,  cold-storage  plant,  or  warehouse  which 
the  union  or  designated  marketing  company  shall  specify.  Before  any 
distribution  of  the  proceeds  from  the  sale  of  any  fish  remaining  after 
expenses  for  marketing  and  handling  are  met,  the  union  or  designated 
marketing  company  shall  pay  the  vessel's  charges  and  the  operation 
expense  to  whomever  they  are  due. 

The  fish  are  to  be  delivered  to  a  department  of  the  union,  known  as 
the  Eastern  Fish  Department  and  operated  on  a  cooperative  nonprofit 
basis.  The  department  is  to  have  a  board  of  1 1  directors,  at  least  6  of 
whom  must  be  captains  of  fishing  vessels  of  over  10  tons  gross  burden, 
appointed  by  the  secretary  of  the  union  subject  to  the  approval  of  the 
executive  board  of  the  union.  Any  of  these  directors  may  be  removed 
from  office  if  8  directors  so  vote,  at  a  meeting  called  especially  for  that 
purpose.  The  accounts  of  the  department  are  to  be  kept  separate  from 
the  other  accounts  of  the  union. 

An  advisory  board  of  nine  members,  four  elected  by  the  union,  three 
by  vessel  owners  marketing  fish  through  the  organization,  and  two  rep- 
resentatives of  the  public  (one  appointed  by  the  governor  of  Massa- 
chusetts and  the  other  by  the  United  States  Secretary  of  Commerce), 
is  to  be  created.  It  is  to  have  power  to  make  recommendations  for  the 
improvement  of  the  Atlantic  fishing  industry  and  the  marketing  of  fish 
through  the  department,  and  to  supervise  and  decide  questions  of  policy 
and  to  supervise  the  appointment  of  managers  and  employees. 

The  fish  delivered  are  to  be  graded  according  to  standards  established 
by  the  department,  and  fish  of  like  quality  are  to  be  pooled  and  sold 
at  the  best  prices  obtainable.  All  surplus  in  excess  of  expenses,  reserves, 
and  so  forth,  is  to  be  returned  to  the  members  in  proportion  to  the 
amount  of  fish  delivered  to  the  union. 

The  union  is  given  power  to  establish  subsidiary  corporations,  selling 
offices,  warehouses,  and  so  forth. 

A  member  may  withdraw  from  this  agreement,  provided  that  after 
withdrawal  he  does  not  fish  within  the  territory  covered  by  the  agree- 
ment. 

The  agreement  provides  for  the  payment  of  liquidated  damages,  and 
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the  right  to  injunction  and  a  decree  of  specific  performance,  for  breaches 
of  contract. 

The  required  number  of  signatures  was  not  obtained,  however, 
and  the  proposal  was  dropped.  It  was  reported  that  more  opposi- 
tion to  cooperative  marketing  was  encountered  among  the  cap- 
tains and  vessel  owners  than  among  the  fishermen. 

The  United  States  Fisheries  Association,  an  organization  whose 
membership  consisted  of  persons  throughout  the  United  States 
who  were  interested  in  the  production  and  distribution  of  fish, 
endeavored  to  secure  government  assistance  in  educating  the 
public  in  the  use  of  fish,  to  be  of  assistance  in  securing  legislation 
favorable  to  the  fish  industry,  and  generally  to  represent  and 
promote  its  interest.  The  association  had,  in  1923,  approximately 
800  members. 

In  1926  the  United  States  Fisheries  Association  decided  to 
advertise  fish  nationally  in  order  to  increase  the  consumption  of 
fish,  especially  on  days  other  than  Friday,  and  to  take  fish  out 
of  the  class  of  substitutes.  The  proposed  advertising  plan  was 
summarized  in  the  1926  annual  report  of  the  Boston  Fish 
Bureau:1 

It  is  proposed  to  raise  a  fund  of  $100,000.  Subscribers  are  assessed 
on  the  basis  of  1/10  of  1%  of  their  annual  net  sales.  Of  the  money 
received,  one-half  will  be  expended  in  national  advertising,  and  the 
other  half  will  be  spent  in  publicity  work  in  different  parts  of  the 
country,  which  has  been  divided  into  zones.  If  the  subscriber  desires, 
he  can  demand  that  25%  of  the  money  subscribed  by  him  be  expended 
in  the  zone  in  which  his  business  is  located.  We  are  informed  that  the 
response  for  subscriptions  has  been  most  encouraging. 


19.  Weatherhead  &  Company 
terminal  market,  new  york  city 

Weatherhead  &  Company,  a  Maryland  firm  that  shipped  fresh 
tomatoes  to  New  York  City  and  other  markets  in  car  lots,  fre- 
quently had  sustained  losses  due  to  recurring  gluts  in  the  markets, 
as  well  as  to  delays  in  handling  shipments  after  they  had  reached 
the  primary  markets. 

The  wholesale  produce  marketing  system  of  New  York  City 
included  a  primary  wholesale  and  jobbing  market,  situated  at 

1  Boston  Fish  Bureau,  Annual  Report,  January,  1926.  p.  2. 
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railroad  and  steamship  terminals  on  Manhattan  Island,  and  ap- 
proximately 10  secondary,  jobbing  markets,  located  at  various 
points  in  the  metropolitan  area.  The  primary  market  was  de- 
scribed as  follows  in  a  report  of  the  Federal  Trade  Commission:1 

The  great  primary  produce  market  of  the  city  consists,  then,  of  a 
series  of  railroad  and  steamship  piers  interspersed  at  irregular  intervals 
along  the  Manhattan  shore  line  on  West  Street,  from  Pier  7  to  Pier  44, 
and  further  northward  to  include  the  West  Washington  Market  Dis- 
trict. It  is  interrupted  by  ferry  stations,  merchandise  piers,  and, 
planted  upon  the  piers  themselves,  it  extends  into  the  city  streets.  In 
Manhattan  alone,  of  all  the  5  boroughs,  is  found  this  primary  market, 
and  in  Manhattan  it  is  concentrated  at  the  southern  end  of  the  island. 
It  is  in  a  district  whose  center  is  roughly  2  miles  from  the  center  of 
population  of  the  metropolitan  district  described  by  a  30-mile  radius 
from  the  City  Hall.  There  is  no  coordination  among  its  parts;  their 
arrangement  is  purely  accidental.  Nor  is  it  coordinated  with  any  sys- 
tem of  warehousing,  all  storage  involving  a  truck  haul.  At  its  northern 
end  is  the  live-poultry  market,  and  just  beyond  is  the  Gansevoort  Farm 
Wagon  Market,  where  some  300  Long  Island  produce  wagons  assemble 
in  the  night.  The  buyers  gather  at  the  primary  market  during  the 
night  hours  from  12  until  7  in  the  morning,  and  the  buying  begins  at 
the  stroke  of  a  gong. 

During  the  early  hours  of  the  morning,  from  midnight  until 
7  or  8  o'clock,  the  market  was  a  scene  ,of  feverish  activity  and 
congestion.  In  these  hours  the  tremendous  quantities  of  produce 
that  had  been  received  were  unloaded  and  sold,  some  at  auction, 
and  then  hauled  away  by  wagons  or  trucks  to  the  secondary  mar- 
kets or  elsewhere  for  resale.  Chester  T.  Crowell,  writing  in  the 
Saturday  Evening  Post,  said  of  this  work  of  unloading  and 
marketing:2 

....  There  are  at  least  half  a  dozen  extremely  important  reasons 
why  this  job  must  be  done  with  tremendous  speed. 

First,  there  is  not  room  on  the  Manhattan  side  for  all  the  cars  that 
are  going  to  be  unloaded;  therefore,  empties  must  be  going  back  on 
every  barge  that  brings  over  filled  cars.  Second,  the  streets  of  Manhat- 
tan would  not  accommodate  all  the  truck  traffic  incident  to  this  distri- 
bution except  after  midnight  and  before  the  morning  rush  hours.  Third, 
the  goods  are  for  the  most  part  highly  perishable;  moreover,  the  best 
time  to  sell  them  is  before  noon.  Fourth,  the  storage  space  on  Man- 
hattan for  perishable  produce  is  extremely  limited;   these  goods  must 

1  Report  of  the  Federal  Trade  Commission  on  the  Wholesale  Marketing  of  Food, 
June  30,  1919,  p.  206. 

2  Chester  T.  Crowell,  "The  World's  Maddest  and  Merriest  Market,"  Saturday 
Evening  Post,  December  18,  1926. 
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be  sold  or  shipped  elsewhere  as  they  arrive.  Fifth,  there  would  be  no 
advantage  in  providing  extensive  storage  space,  because  the  whole 
world  pours  this  produce  into  New  York  daily,  consequently  storage 
would  be  a  wilder  gamble  than  even  these  gay  speculators  would  care 
to  undertake;  with  them,  every  day  has  to  stand  by  itself.  Sixth,  New 
York  City  is  never  more  than  three  or  four  days  ahead  of  actual  famine 
so  far  as  green  vegetables  are  concerned;  and,  as  a  practical  business 
proposition,  from  the  point  of  view  of  these  hurrying  dealers,  the  city  is 
only  about  six  hours  ahead  of  famine. 

Proposed  changes  in  the  New  York  City  produce  markets  were 
described  in  the  following  excerpts  from  the  1920  report  of  the 
Port  Authority:1 

Experience  has  shown  that  prospective  buyers  of  any  commodity 
will  naturally  seek  a  market  where  there  is  the  greatest  opportunity  for 
selection  and  bargaining,  and  that  sellers  conversely  will  seek  a  point 
where  the  greatest  number  of  buyers  congregate.  This  is  perhaps  even 
more  true  in  the  case  of  perishable  foodstuffs  than  in  that  of  the  average 
commodity,  inasmuch  as  the  condition  of  the  goods  has  so  much  bear- 
ing on  the  buyer's  opportunity  to  resell  them  at  a  satisfactory  figure. 
Recognition  of  this  truth  alone  explains  the  centralization  of  the  busi- 
ness of  food  distribution,  and  explains  also  why  the  commercial  interests 
engaged  in  it  would  oppose  any  radical  plan  for  decentralization  of 
New  York's  primary  market. 

Custom  has  long  since  decreed  that  food  for  a  large  metropolitan  dis- 
trict shall  in  the  main  be  consigned  to  a  central  point  and  there  be 
broken  up  into  smaller  lots  and  distributed  and  redistributed  as  the 
case  may  require  to  reach  all  parts  of  the  district.  In  this  manner  the 
market  is  stabilized,  producers  are  able  to  see  that  they  get  the  fair 
market  prices  for  their  goods,  and  primary  distributors  are  able  to  get 
the  widest  choice  of  goods. 

At  the  Port  of  New  York  this  central  point  has  been  established  on 
the  lower  West  Side  of  Manhattan  in  an  area  reaching  from  the  water- 
front to  Hudson  Street,  from  Fulton  Street  to  Laight  Street.  This  dis- 
trict is  reached  for  the  inflow  of  food  by  the  majority  of  the  railroads 
of  the  Port  and  the  chief  food-carrying  coastwise  steamship  lines  and 
several  foreign  lines.  For  the  distribution  of  the  food  it  is  convenient 
geographically — though  not  practically  because  of  street  congestion — to 
the  ferries  to  New  Jersey  and  Staten  Island,  the  bridges  to  Brooklyn 
and  thoroughfares  reaching  north  in  Manhattan. 

It  is  frequently  asserted  that  this  concentration  of  foodstuffs  at  one 
point  and  rehandling  to  all  parts  of  the  Port  is  an  unmitigated  evil 

1  Joint  Report  of  the  New  York,  New  Jersey  Port  and  Harbor  Development 
Commission,  Albany,  New  York,  1920,  pp.  309,  311,  313,  316,  317,  319. 


WHOLESALE  DISTRIBUTION 


211 


Exhibit  i:     Skeleton  map  of  lower  Manhattan. 

that  must  be  remedied  by  the  establishing  of  other  primary  markets  in 
the  Port  District,  or  some  other  plan  that  will  eliminate  the  middlemen 
of  the  lower  West  Side  and  bring  the  food  shipments  direct  without 
rehandling  to  the  immediate  neighborhood  of  the  consumer. 

.  .  .  .  The  present  plan  of  receiving  and  delivering  the  vast 
volume  of  perishable  foodstuffs  that  has  to  be  handled  at  the  Port  is 
cumbersome,  expensive  to  operate,  and  easily  deranged,  while  the  phys- 
ical facilities  are  obsolete  and  inadequate.  Great  loss  from  spoiling 
may  quickly  result  from  excessive  heat  or  cold,  lack  of  freshness  in  the 
commodity,  wide  changes  in  prices  or  glutted  markets. 

The  commission  believes  three  elements  are  necessary  in  a  satisfac- 
tory system,  none  of  which  is  found  in  the  present  system.  These  are 
(i)  coordinated  physical  facilities  at  the  railheads;  (2)  a  reliable  sam- 
pling, grading,  and  certification  service;  and  (3)  an  effective  method  of 
distributing  within  the  Port.  The  first  of  these  elements  can  be  accom- 
plished by  building  belt  lines  connecting  the  New  Jersey  railroads  as 
one  group  and  the  New  York  railroads  as  another,  and  establishing  in  a 
joint  yard  on  each  belt  line  receiving  stations  or  depots  devoted  to  the 
distribution  or  storage  of  perishable  foods  of  all  kinds.  The  second 
element  can  be  provided  by  the  inauguration  of  a  publicly  controlled 
inspection  service  at  these  receiving  stations.  The  receiving  stations 
will  naturally  be  located  in  or  near  the  joint  yards  of  the  automatic 
electric  system,  and  the  third  element  will  be  afforded  by  the  automatic 
electric  system  and  its  terminals  within  the  territory  it  reaches  and  by 
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Exhibit  2:     Greater  New  York. 

the  various  belt  lines  elsewhere  in  the  Port.1  A  fourth  element,  which 
the  commission  believes  will  be  a  natural  growth  following  the  estab- 
lishment of  the  other  parts  of  the  system,  will  be  a  series  of  special 
market  terminals  in  different  sections  of  the  Port  District. 

It  may  appear  at  first  glance  that  this  is  a  violent  disruption  of  the 
present  system,  such  as  the  commission  has  in  the  previous  pages  con- 
demned.    Further  consideration  will  show  that  this  is  not  true.     The 

1  The  plans  of  the  Port  Authority  for  the  development  of  the  Port  of  New  York 
called  for  the  construction  of  an  inner  automatic  electric  belt-line  system  to  con- 
nect the  New  York  and  New  Jersey  sides  of  the  river,  as  well  as  one  or  more  outer 
belt  lines  to  facilitate  transfer  of  freight  from  one  railroad  to  another.  In  accord- 
ance with  this  plan,  a  joint  freight  yard  for  railroads  entering  New  York  from 
the  west  and  south  would  be  established  in  the  Hackensack  Meadows  with  direct 
connections  to  the  inner  automatic  electric  belt  line.  A  similar  joint  yard  also 
would  be  established  at  a  point  north  of  New  York  City  for  the  New  York  Central 
and  the  New  York,  New  Haven  &  Hartford  Railroads. 
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primary  and  secondary  markets,  and  the  auctioneers,  commission 
men,  wholesalers,  and  jobbers,  doing  business  in  them  can  remain  at 
their  present  location  until  such  time  as  the  economies  that  may  be 
effected  automatically  compel  the  relinquishing  of  the  present  anti- 
quated and  congested  facilities.  Instead,  however,  of  the  operators  of 
the  primary  markets  having  to  receive  and  care  for  their  entire  shipments 
in  quarters  poorly  fitted  for  the  purpose,  and  in  many  instances  display 
the  entire  shipment  for  prospective  buyers,  they  will  have  to  house  and 
display  only  certified  samples,  while  the  rest  of  the  shipments  remain 
under  proper  temperature  and  other  conditions  at  the  railroad  receiving 
stations;  and  instead  of  having  to  truck  long  distances  goods  that  have 
already  begun  to  deteriorate  through  handling  and  exposure  without 
proper  temperature  conditions,  the  dealers  of  the  secondary  markets 
and  the  retailers  buying  at  the  primary  market  will  have  delivered  to 
them  at  stations  in  their  immediate  vicinity  goods  that  have  meanwhile 
been  retained  at  the  railroad  receiving  stations  and  are  as  fresh  as  when 
they  reached  the  Port. 

An  important  phase  of  the  service,  one  which  necessarily  must  be  a 
matter  of  growth,  is  the  system  of  sampling,  grading,  and  certification. 
It  is  thought  that  this  service  can  be  developed  so  that  the  Port 
Authority  or  other  public  agency  in  charge  of  the  operation  of  the 
receiving  station,  through  cooperation  with  the  commercial  interests, 
will  perform  an  important  function  toward  the  distribution  of  perish- 
able food  throughout  the  Port  District,  and  also  in  the  matter  of  recon- 
signments.  The  public  agency  will  break  seal  on  the  shipment  at  the 
time  of  arrival,  sample  it,  and  after  drawing  a  certificate  as  to  grade 
and  quality,  dispatch  the  required  sample  to  the  jobber  or  wholesaler 
consignee  at  one  of  the  market  centers,  who  will  dispose  of  the  shipment 
by  sample  on  the  strength  of  the  agency's  certificate. 

Such  a  plan  will  avoid  clogging  any  of  the  market  stations  with 
produce  disposed  of  for  consumption  outside  of  the  Port  District,  par- 
ticularly consignments  that  now  reach  the  market  for  no  other  reason 
than  to  allow  an  inspection  of  the  goods  prior  to  a  commercial  transac- 
tion incident  to  a  change  of  ownership.  It  will  also  make  possible  a 
more  direct  and  therefore  a  quicker  and  more  economical  distribution 
of  all  produce  to  the  market  places.  Bound  up  with  a  service  of  this 
sort  is  the  further  service  of  reconditioning. 

At  the  time  when  this  report  was  prepared,  the  central  primary 
market,  comprising  an  area  of  about  58  acres,  together  with  a 
number  of  Hudson  River  piers,  was  at  the  lower  end  of  Man- 
hattan, nearly  opposite  the  railroad  freight  terminals  in  Jersey 
City  and  Hoboken.  The  streets  in  this  district  were  lined  with 
the  stores  of  car-lot  wholesalers,  jobbers,  and  commission  men;1 

1  In  the  trade  in  perishable  farm  produce  there  were  several  middlemen ;  while 
each  type  was  distinct  in  principle,  in  practice  there  were  frequent  instances  of 
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there  also  were  dry  storage  and  cold  storage  warehouses.  Fruit 
auctions  took  place  on  piers  20  and  21  in  this  district.  Cars 
from  freight  terminals  on  the  other  side  of  the  river  were  delivered 
oil  floats  to  this  primary  market,  but  their  contents  had  to  be 
unloaded  on  the  piers  and  trucked  to  the  places  of  business  of  the 
various  types  of  merchants.  Also  a  large  amount  of  food  was 
trucked  from  the  team  tracks  in  New  Jersey  to  the  primary 
market.  Thus  there  was  congestion  in  the  market,  congestion  at 
the  ferries,  and  congestion  in  the  interior  streets.  All  transporta- 
tion from  the  primary  market  to  the  jobbing  or  secondary  mar- 
kets was  by  motor  truck  or  wagon. 

The  West  Washington  Market,  bounded  by  Bloomfield,  West, 
and  Gansevoort  Streets  and  Thirteenth  Avenue,  was  a  jobbing 
market  devoted  almost  exclusively  to  meat  and  live  poultry.  To 
some  extent  this  market  also  functioned  as  a  primary  market. 
The  land  and  buildings  at  this  market,  as  at  several  of  the  other 
jobbing  markets,  were  owned  by  the  city. 

Diagonally  across  West  Street   from  the  West  Washington 

overlapping  in  functions.  The  chief  middlemen  in  the  trade  in  perishable  farm 
produce  in  large  cities  were  the  car-lot  wholesaler,  the  commission  merchant,  the 
jobber,  and  the  broker. 

The  car-lot  wholesaler  bought  in  carload  lots  on  his  own  account,  and  sold  in 
smaller  lots  to  jobbers.  He  frequently  sent  buyers  to  country  points  to  purchase 
farm  produce. 

The  commission  merchant  received  shipments  on  consignment  from  country 
shippers  and  occasionally  from  farmers.  He  was  paid  a  commission,  commonly 
about  7%  of  the  selling  price,  and  handled  each  consignment  that  he  received 
according  to  his  own  judgment.  These  consignments  might  be  in  carload  lots  or 
in  less-than-carload  lots.  The  commission  merchant  usually  sold  to  jobbers,  occa- 
sionally to  retailers;  he  collected  payment,  and  after  deducting  his  commission  and 
any  incidental  expenses,  he  remitted  the  balance  to  the  shipper. 

The  jobber  was  a  merchant  dealing  on  his  own  account.  The  goods  that  he 
handled  he  purchased  outright,  usually  from  car-lot  wholesalers  or  commission 
men,  sometimes,  though  rarely,  from  farmers.  The  jobber  sold  to  retailers  and 
performed  the  usual  wholesale  functions.  It  was  by  no  means  uncommon  for  the 
same  firm  to  carry  on  both  a  commission  and  a  jobbing  business. 

The  broker  acted  as  an  agent  for  shippers  of  carload  lots;  he  was  paid  a  com- 
mission. Before  closing  any  transaction,  he  must  obtain  confirmation  from  the 
shipper  as  to  price  and  terms  of  sale.  The  brokers  generally  handled  a  much 
smaller  portion  of  the  trade  than  the  car-lot  wholesalers  and  commission  merchants. 

While  some  produce  went  directly  from  the  grower  to  a  city  middleman,  far 
more  frequently  it  was  sold  by  the  grower  to  a  country  shipper,  or  concentrator,, 
who  in  turn  sold  it  to  a  car-lot  wholesaler  or  consigned  it  to  a  commission  man. 
Cooperative  associations  of  producers,  organized  for  the  purpose  of  grading  and 
handling  produce  grown  by  their  members,  sometimes  undertook  to  perform  sev- 
eral of  the  steps  in  marketing.  Large  associations  of  this  sort  frequently  had  their 
own  representatives  in  primary  markets  to  supervise  the  disposition  of  their  ship- 
ments. 

Citrus  fruits  usually  were  sold  at  public  auction  in  primary  markets. 
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Market  was  the  Gansevoort  Market,  a  farmers'  market  which 
accommodated  about  300  farmers'  wagons.  Sales  were  made 
there  to  retailers  and  hucksters.  In  the  adjacent  streets  there 
were  numerous  jobbing  firms  carrying  on  a  large  business  in 
fruit,  meat,  and  groceries  which  farmers  could  not  furnish.  These 
dealers  drew  their  supplies  from  the  central  primary  market. 

The  Harlem  Market,  at  First  Avenue  and  102nd  Street,  con- 
sisted of  a  farmers'  market  with  facilities  for  handling  about 
200  loads  daily,  together  with  over  100  jobbing  firms  which 
trucked  their  supplies  from  the  primary  market.  Sales  were  made 
to  retailers  located  between  72nd  Street,  New  York  City,  and 
New  Rochelle.  It  was  estimated  that  from  1,200  to  1,500  wagons 
came  there  from  retail  stores  daily  in  addition  to  about  200 
pushcarts  and  peddlers. 

The  Westchester  Market  was  the  distributing  center  of  the 
Bronx  for  western  dressed  meats  and  poultry.  It  also  did  a  large 
business  in  dairy  products,  non-perishable  vegetables,  and  fish. 
Part  of  its  supplies  were  received  on  direct  shipment,  and  part 
were  trucked  from  the  primary  market. 

The  Bronx  Produce  House  was  the  wholesale  market  for  po- 
tatoes in  the  Bronx  and  upper  Manhattan.  It  also  handled  apples, 
cabbages,  onions,  and  turnips.  Part  of  these  supplies  were  re- 
ceived directly  by  rail,  and  part  from  the  primary  market.  It  was 
stated  that  the  Bronx  had  shown  more  tendency  than  any  other 
territory  in  New  York  to  break  away  from  dependence  on  the 
primary  market.  This  was  attributed  partly  to  the  direct  rail 
service  of  two  railroads  and  partly  to  the  long  trucking  distance 
from  the  primary  market. 

The  Wallabout  Market  was  a  farmers'  and  jobbers'  market  in 
Brooklyn,  on  Flushing  Avenue.  It  accommodated  about  400 
teams,  but  probably  three-fourths  of  the  fruit  and  produce 
handled  was  trucked  from  the  primary  market  or  the  Hudson 
River  piers.  The  Wallabout  Market  supplied  virtually  all  the 
retail  dealers  in  Brooklyn. 

The  following  statements  are  taken  from  a  summary  of  the 
conclusions  of  the  Mayor's  Market  Commission  of  New  York 
City  in  19 13: 

A  study  of  geography  of  the  city,  the  present  conditions  and  methods 
of  marketing,  that  is,  congestion  at  downtown  terminals,  inadequacy  of 
present  terminals,  amount  of  trucking  and  long  truck  hauls  necessary, 
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and  so  forth,  the  difficulties  that  confront  shippers,  and  the  forces  that 
now  operate  to  keep  goods  from  reaching  our  market,  points  to  the  con- 
clusions that  the  establishment  of  large  terminal  wholesale  markets  in 
the  five  boroughs  of  the  city  is  the  first  essential  step  in  the  bettering 
of  conditions.  We  have  in  this  city  two  distinct  problems — the  problem 
of  the  primary  or  wholesale  marketing  of  the  goods  when  they  reach  the 
city  in  large  unbroken  lots,  and  the  problem  of  retail  distribution. 

The  distribution  of  food  in  the  city  today,  as  has  been  shown,  takes 
place  chiefly  from  the  primary  market  in  lower  Manhattan.  While  it  is 
true  that  in  most  places  the  ideal  condition  is  to  have  the  wholesale 
marketing  done  in  one  place,  where  all  buyers  and  sellers  may  congre- 
gate, and  that  a  division  of  the  wholesale  market  results  in  a  loss  in 
economy,  the  results  of  the  policy  of  concentration  that  confront  us 
today  in  New  York  lead  to  the  conclusion  that  greater  economy  will  be 
effected  in  this  city  by  a  division  of  the  primary  market  among  the 
five  boroughs.  New  York  City  is  divided  by  natural  waterways  and 
political  lines  into  what  are  practically  five  cities.  It  has  grown  too 
large  to  depend  on  one  market  and  the  trade  in  that  market  has  grown 
to  such  proportions  that  we  could  hardly  build  a  terminal  market  large 
enough  to  accommodate  it  without  congestion.  Even  if  we  could,  it 
would  not  do  away  with  the  necessity  of  having  jobbers'  markets  to 
reach  out  to  the  retailers  in  outlying  sections,  and  the  latter  would  be 
brought  no  nearer  the  sources  of  supply.  We  believe,  also,  that,  for 
the  present  at  least,  the  number  of  such  markets  should  be  restricted 
to  one  for  each  borough,  so  that  each  may  be  assured  of  as  large  a  sup- 
ply as  possible  and  may  attract  as  large  a  number  of  buyers  as  possible. 

These  wholesale  terminal  markets  should  be  what  their  name  implies 
— markets  on  the  terminals  of  as  many  transit  lines  as  possible,  so  that 
they  will  be  supplied  with  a  full  range  of  commodities.  They  should 
be  union  freight  terminals  with  modern  marketing  facilities.  No  one 
railroad  brings  a  great  enough  variety  of  products  to  supply  a  market 
with  all  lines.  They  should  have  sufficient  space  for  handling  cars 
from  different  lines  with  dispatch.  Refrigeration  should  be  provided 
for  both  temporary  and  long  storage,  and  there  should  be  refrigerated 
rooms  into  which  refrigerated  cars  could  discharge  their  contents  with- 
out change  of  temperature  and  consequent  injury  to  the  goods.  The 
handling  of  produce  should  be  by  machinery  as  far  as  possible.  Sepa- 
rate parts  of  the  markets  should  be  devoted  to  the  sale  of  different 
products,  but  the  market  should  be  so  arranged  that  a  dealer  could  buy 
his  various  supplies  without  going  too  far.  Connected  with  each  mar- 
ket should  be  a  post-office,  bank,  telegraph  office,  public  telephone,  res- 
taurant, infirmary,  and  comfort  station.  Of  course,  many  details  must 
be  left  for  future  elaboration,  but  it  is  probable  that  economy  will  be 
effected  by  having  a  delivery  service  by  automobile  trucks  belonging 
to  the  market.  Each  market  should  also  have  a  retail  department  and 
a  canning  and  preserving  plant. 
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From  the  point  of  view  of  its  business  interests,  which  plan 
was  the  most  promising  for  a  firm  of  shippers  like  Weatherhead 
&  Company: — the  retention  of  the  existing  system,  the  eventual 
establishment  of  several  wholesale  terminal  markets  in  different 
sections  of  the  metropolitan  area,  or  the  establishment  of  a  single 
terminal  wholesale  market  at  the  proposed  joint  freight  yard  in 
the  Hackensack  Meadows  for  railroads  entering  New  Jersey  from 
the  West  and  South? 


20.  Chicago  Produce  Market 
distribution  of  perishable  farm  produce1 

Up  to  1925  South  Water  Street  was  the  principal  wholesale 
receiving  market  in  Chicago  for  perishable  farm  produce.  This 
was  an  east  and  west  street  half  a  mile  long,  with  the  "Loop,"  the 
principal  downtown  district,  directly  south  of  it,  and  the  Chicago 
River  on  the  north.  On  this  street  and  the  adjacent  side  streets 
were  located  nearly  all  the  car-lot  wholesalers  in  the  Chicago 
produce  market,  a  large  majority  of  the  commission  merchants, 
and  also  a  large  number  of  jobbers.  All  produce  handled  in  this 
district  was  trucked  from  distant  railroad  yards;  there  were  no 
direct  rail  connections,  and  only  an  insignificant  quantity  of  pro- 
duce was  received  by  water.  This  market,  however,  was  situated 
advantageously  with  respect  to  the  fruit  auctions  and  the  cold- 
storage  warehouses,  which  were  located  across  the  river  from 
South  Water  Street.  The  street  itself,  during  the  busy  hours  of 
the  day,  was  blocked  with  vehicles,  and  its  sidewalks  constantly 
were  obstructed  with  piles  of  boxes,  sacks,  crates,  and  barrels. 
The  buildings  themselves  were  old  and  entirely  inadequate  for 
the  volume  of  business  transacted.  The  sidewalks  also  were 
congested  with  produce  being  unloaded  from  the  trucks  that  had 
brought  it  from  the  freight  yards,  with  produce  being  loaded  on 
trucks  to  go  back  to  the  freight  yards  for  reshipment,  and  with 
produce  for  which  there  was  inadequate  display  and  handling 
room  inside  the  buildings. 

Slightly  less  than  one  mile  west  of  the  South  Water  Street 
market  was  the  West  Randolph  Street  market.  This  market  was 
made  up  largely  of  jobbers,  although  there  were  some  commission 

7  See  Edwin  G.  Nourse,  The  Chicago  Produce  Market. 
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Exhibit  i :     Map  showing  location  of  produce  markets  in  Chicago. 

merchants  and  some  car-lot  wholesalers.  In  the  center  of  the 
wide  street  was  a  producers'  market  where  farmers  sold  from 
their  wagons  and  trucks  to  jobbers,  retailers,  and  peddlers.  The 
jobbers  in  this  market,  however,  generally  purchased  a  majority 
of  their  supplies  from  the  South  Water  Street  market.  The  West 
Randolph  Street  market  was  far  less  congested  than  the  South 
Water  Street  market  and  had  room  for  expansion.  Near  by  the 
West  Randolph  Street  market  was  the  Fulton  Street  market, 
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which  had  the  advantage  of  proximity  to  a  terminal  freight  yard. 
This  was  a  market  principally  for  poultry,  lamb,  veal,  other 
meats,  butter,  eggs,  and  cheese.  The  South  Water  Street  market 
and  the  West  Randolph  Street  market  were  the  only  two  im- 
portant markets  for  perishable  farm  produce  in  Chicago.  In  some 
other  parts  of  the  city  there  were  a  few  very  small  jobbing  mar- 
kets, none,  however,  of  any  consequence. 

Conditions  in  the  South  Water  Street  market  had  been  ad- 
mittedly unsatisfactory  for  more  than  a  decade.  It  was  too  close 
to  the  business  district;  the  space  available  was  entirely  inade- 
quate; and  it  was  necessary  to  truck  perishable  farm  produce 
through  the  congested  downtown  business  district  from  18  of 
Chicago's  railroad  freight  terminals  which  were  located  south  of 
the  Loop. 

From  time  to  time  it  had  been  proposed  that  the  merchants  on 
South  Water  Street  move  their  businesses  to  a  less  congested  dis- 
trict. It  did  not  prove  possible,  however,  to  secure  agreement 
on  this  move  until  the  city  of  Chicago,  under  a  program  of  civic 
improvement  fostered  by  the  Chicago  Plan  Commission,  under- 
took the  construction  of  a  two-level,  through  boulevard  along 
South  Water  Street  to  be  known  as  Wacker  Drive.  When  this 
project  became  a  certainty,  150  representatives  of  firms  in  the 
business  of  handling  perishable  farm  produce  formed  the  South 
Water  Market  Trust. 

Careful  study  was  made  of  possible  sites  for  a  new  market  by 
A.  H.  Welch,  president  of  the  trust,  and  Frank  E.  Nellis,  chair- 
man of  the  committee  representing  all  the  firms  in  the  South 
Water  Street  market.  Finally  a  site  was  selected  between  South 
Morgan  Street  and  South  Racine  Avenue  on  West  14th  Place 
and  West  15th  Street.  This  site  was  2  miles  southwest  of  South 
Water  Street  and  il/2  miles  directly  south  of  the  West  Randolph 
Street  market.  B.  K.  Goodman  and  Hugh  McLennen  organized 
the  Chicago  Produce  Trust  for  the  financing  of  the  new  market 
project  and  carried  on  negotiations  to  secure  title  to  the  land  in 
the  selected  new  location.  After  securing  control  of  the  real 
estate,  Mr.  McLennen  and  Mr.  Goodman  arranged  with  S.  W. 
Straus  &  Company  for  the  financing  of  the  $17,000,000  project. 
The  bankers  underwrote  a  6%  serial  coupon  bond  issue  of 
$8,000,000.  The  following  are  excerpts  from  the  prospectus 
issued  by  S.  W.  Straus  &  Company, 
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We  Offer,  When,  As  and  If  Issued  and  Received  by  Us 

$8,000,000 

CHICAGO  PRODUCE  DISTRICT 

First  Mortgage  6%  Serial  Coupon  Bonds 

(Safeguarded  under  the  Straus  Plan) 

Total  Issue:    $8,000,000. 

Security:  A  direct  closed  first  mortgage  on  land  and  buildings  com- 
prising Chicago's  new  produce  market  district. 

Valuation:    $12,500,000. 

Location:  West  Fourteenth  Place  and  West  Fifteenth  Street,  between 
South  Racine  Avenue  and  South  Morgan  Street,  Chicago. 

Mortgagor:  Chicago  Title  and  Trust  Company,  Trustee,  under  a 
trust  for  B.  K.  Goodman  and  Hugh  McLennen. 

Dated:    January  15,  1925. 

Maturities:     2  to  173^  years. 

Interest  Coupons  Payable:  January  15  and  July  15. 

Bonds  and  Coupons  Payable:  At  offices  of  S.  W.  Straus  &  Company. 

Callable:  At  104  and  interest  for  all  maturities  to  and  including 
January  15,  1930;  103  and  interest  for  all  maturities  from  July  15, 
1930,  to  January  15,  1935,  inclusive;  and  at  102  and  interest 
thereafter. 

Federal  Income  Tax:    2%  paid  by  borrower. 

Denominations:    $5,000,  $1,000,  $500,  and  $100. 

Price:  Subject  to  prior  sale  and  change  in  price,  these  bonds  are 
offered  at  prices  to  yield  from  5.60%  to  6.15%,  according  to 
maturity. 

Security 

Under  the  terms  of  the  trust  mortgage,  these  bonds  will  constitute  a 
direct  closed  first  mortgage  on  land  and  buildings  comprising  Chicago's 
new  produce  district  on  West  Fourteenth  Place  and  West  Fifteenth 
Street,  between  South  Racine  Avenue  and  South  Morgan  Street.  There 
will  be  six  blocks  of  buildings,  separated  by  wide  streets  and  alleys. 
These  blocks  will  contain  a  total  of  165  store  units,  each  of  which  will 
have  a  frontage  of  approximately  24  feet  and  a  depth  of  approximately 
80  feet. 

The  buildings  will  be  of  reinforced  concrete,  fireproof  construction 
with  terra  cotta  face  on  the  fronts  and  ends,  and  brick  facing  on  the 
rear  walls.  Dividing  partitions  will  be  of  glazed,  hollow  tile.  The 
fronts  of  the  buildings  will  have  loading  platforms,  with  15-foot  can- 
opies made  of  glass  on  steel  frames.  The  rear  of  the  buildings  will  have 
galvanized  iron  canopies  12  feet  wide.  These  canopies  will  extend  the 
entire  length  of  the  sections.  Each  store  will  have  its  own  freight 
elevator,  steel  stairways,  plumbing  facilities,  and  so  forth. 

The  dimensions  of  the  stores;  the  arrangement  of  the  sections;  the 
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layout  of  the  streets  and  alleys;  the  width  of  the  loading  platforms, 
and  all  other  features  of  these  buildings  have  been  adopted  after  careful 
planning  and  scientific  study  of  the  needs  of  the  produce  business. 

Income 

The  165  store  units  above  described  are  being  sold  to  individual 
and  corporate  purchasers  (150  having  already  been  sold),  under  con- 
tracts by  the  terms  of  which  153  of  the  buildings  will  be  paid  for 
by  198  consecutive  monthly  payments  of  $460  each;  the  remaining 
12  buildings — which  are  on  corner  locations — being  sold  under  con- 
tracts which  will  provide  an  average  of  approximately  $785  monthly 
for  the  same  period  of  198  months. 

During  the  first  10  years  of  the  term  of  this  bond  issue,  the  pur- 
chasers agree  to  pay,  in  addition  to  the  payments  set  forth  above,  18 
additional  semiannual  instalments.  The  combined  total  average  pay- 
ments during  six  months  of  this  period  will  be  $471,258;  whereas  the 
average  semiannual  charge  for  interest  and  principal  under  this  bond 
issue  will  be  $377,761.18  in  the  same  period. 

During  the  remainder  of  the  period  of  the  loan,  the  average  pay- 
ments under  the  purchase  contracts  will  amount  to  $478,800  each  six 
months;  whereas  the  average  semiannual  charge  for  principal  and 
interest  under  the  terms  of  this  bond  issue,  in  this  period,  will  be 

$380,437-92. 

Estimates  made  by  the  South  Water  Market  Trust  indicate  that 
the  individuals  and  firms  participating  in  this  financing  will  each  save 
by  reason  of  economies  inherent  in  the  new  location  a  sum  amounting 
each  year  to  much  more  than  their  obligations  under  this  bond  issue. 

Purpose  of  This  Issue 

The  proceeds  of  this  financing  will  be  devoted  to  the  establishment 
of  Chicago's  produce  business  in  a  new  and  improved  market  district, 
especially  planned  and  provided  for  the  needs  of  the  industry.  In 
addition  to  the  construction  of  the  buildings,  provision  will  be  made 
under  this  financing  for  the  proper  layout  of  streets  and  alleys;  suit- 
able paving;  loading  platforms;  protective  canopies;  necessary  build- 
ing equipment,  such  as  freight  elevators,  and  so  forth;  and  other  equip- 
ment suited  to  the  needs  of  the  industry. 

The  Produce  Industry 

The  produce  business  constitutes  the  second  largest  industry  in 
Chicago,  ranking  next  to  the  packing  business.  It  is  estimated  by  com- 
petent authorities  that  the  business  transacted  in  this  market  amounts 
to  approximately  $500,000,000  per  annum.  More  than  100,000  car- 
loads of  foodstuffs  arrive  at  Chicago's  railway  terminals  annually  and 
are  unloaded  and  distributed  here  or  transshipped  to  other  points. 
This  great  industry  is  an  absolute  necessity  to  Chicago  and  the  Middle 
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West.  People  must  eat  every  day  in  the  year;  and  no  matter  whether 
other  industries  suffer  depression  or  reaction,  no  matter  whether  we 
have  prosperity  or  hard  times,  the  business  of  the  produce  market  goes 
on  uninterrupted. 

Owing  to  the  nature  of  the  produce  business,  it  must  be  conducted 
in  a  restricted,  recognized  market  center,  hence  it  will  be  advantageous 
for  the  entire  industry  to  move  to  this  new  location. 

Location 

The  site  selected  for  Chicago's  new  produce  market  will  provide  the 
best  facilities  for  this  industry  available  in  any  large  city  in  the  world. 
The  location  on  West  Fourteenth  Place  and  West  Fifteenth  Street, 
between  South  Racine  Avenue  and  South  Morgan  Street,  is  ideally 
adapted  to  the  demands  of  the  business,  being  near  the  city's  center  of 
population,  convenient  to  railway  freight  terminals,  and  well  situated 
with  reference  to  truck  hauling,  having  easy  access  to  through  avenues 
and  wide  streets.  More  than  25  important  railways  have  freight  ter- 
minals within  a  short  distance  from  this  location,  providing  short  hauls 
through  uncongested  streets  to  the  market  site. 

The  new  market,  which  is  known  as  the  South  Water  Market, 
was  opened  in  August,  1925.  Most  of  the  firms  which  located 
there  were  those  handling  fruits  and  vegetables;  a  few  of  them, 
however,  handled  such  commodities  as  poultry,  veal,  lamb,  fish, 
eggs,  and  butter.  Firms  establishing  themselves  in  this  market 
comprised  car-lot  wholesalers,  jobbers,  hotel  and  institutional 
supply  firms,  commission  merchants,1  brokers,  and  representa- 
tives of  large  producers'  organizations.  As  usual,  there  were 
numerous  firms  carrying  on  combination  types  of  businesses. 
Cold-storage  facilities  were  provided  adjacent  to  the  new  market, 
and  banks,  stock  brokerage  houses,  restaurants,  insurance  agen- 
cies, and  other  " facilitating"  types  of  business  located  on  near-by 
streets.  The  streets  immediately  surrounding  the  new  market 
were  wide,  and  the  streets  leading  to  it  were  relatively  free  from 
traffic  congestion.  This  new  market  could  be  reached  from  any 
part  of  Chicago  without  going  through  the  Loop  district;  but  it 
was  not  on  a  railroad  siding  and  hence  was  not  a  terminal  market 
in  the  strict  sense  of  the  word.  Of  the  2  7  railroad  freight  terminals 
in  Chicago,  however,  20  were  situated  within  il/2  miles  of  the 
new  market. 


1  Although  numerous  firms  still  termed  themselves  commission  merchants,  it  was 
stated  that  the  proportionate  volume  of  business  actually  handled  on  a  commission 
basis  had  decreased  materially  during  the  10  years  preceding  1925. 
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The  fruit  auction  companies,  which  became  closely  affiliated 
with  the  South  Water  Market  Trust  at  the  time  the  new  market 
opened,  moved  from  their  former  location  to  a  site  on  a  railroad 
siding  at  2  7th  Street  and  Ashland  Avenue,  nearly  1  y*  miles  south- 
west of  the  new  South  Water  Market.  These  auction  companies 
handled  practically  all  citrus  fruit  coming  into  the  Chicago  mar- 
ket, and  some  deciduous  fruit  as  well.  They  made  sales  to 
jobbers,  chain-store  companies,  hotel  supply  firms,  and  other 
large  purchasers.  In  1926  a  project  was  under  way  for  the 
development  at  this  same  location  of  an  unloading  yard  and  a 
concentration  yard.  By  means  of  the  existing  belt  line  railroad 
it  was  expected  that  cars  of  perishable  farm  produce  could  be 
switched  from  the  various  trunk  lines  to  this  unloading  yard  and 
there  unloaded  by  merchants  in  the  new  South  Water  Market, 
who  would  thus  be  relieved  of  the  necessity  of  trucking  goods 
from  a  large  number  of  different  freight  terminals. 

The  concentration  yard  was  to  be  developed  primarily  to 
permit  inspection  of  goods  and  diversion  and  reshipment  to  mar- 
kets other  than  Chicago.  The  tentative  plan  contemplated  the 
establishment  of  offices  at  this  point  by  the  principal  car-lot 
wholesalers,  brokers,  growers'  representatives,  and  representa- 
tives of  large  wholesale  produce  firms  in  other  cities.  It  was 
stated  that  there  was  an  increasing  tendency  for  large  car-lot 
wholesalers,  as  well  as  large  growers'  organizations,  to  widen  their 
activities  to  something  approaching  a  national  scale.  As  affecting 
Chicago  this  tendency  was  connected  with  the  natural  advantages 
of  the  city,  arising  from  its  geographical  location,  as  a  point  for 
concentration,  diversion,  and  reshipment. 

In  addition  to  the  reshipment  business  to  be  handled  at  this 
concentration  yard,  it  was  expected  that  some  sales  in  large 
quantities  with  a  strictly  enforced  minimum  size  of  order  would 
be  made  at  this  location  for  local  distribution.  The  car-lot  whole- 
salers who  might  open  offices  at  this  location,  however,  were  ex- 
pected to  maintain  also  their  places  of  business  in  the  new  South 
Water  Market,  partly  because  many  of  them  conducted  jobbing 
businesses,  and  also  partly  because  they  were  convinced  of  the 
desirability,  from  the  standpoint  of  price  determination,  of  having 
the  sales  of  practically  all  perishable  farm  produce  destined  for 
consumption  in  Chicago  handled  in  one  big  market.1 

1  In  addition  to  the  flexibility  permitted  by  a  combination  of  the  jobbing  and 
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At  the  time  that  the  South  Water  Market  was  established, 
practically  all  the  merchants  who  had  handled  perishable  farm 
produce  in  the  old  South  Water  Street  location  moved  to  the 
new  market,  with  the  exception  of  some  who  decided  to  withdraw 
from  business  at  that  time  and  some  who  previously  had  moved 
from  South  Water  Street  to  the  West  Randolph  Street  mar- 
ket. At  the  same  time,  some  merchants  moved  from  the  West 
Randolph  Street  market  to  the  new  South  Water  Market,  and 
four  or  five  firms  that  continued  to  maintain  establishments  in 
the  West  Randolph  Street  market  also  opened  branches  in  the 
new  South  Water  Market. 

The  West  Randolph  Street  market,  however,  continued  in 
operation,  mostly  as  a  jobbing  market,  although  a  few  car-lot 
wholesalers  and  commission  merchants  remained  there.  The  bulk 
of  the  perishable  farm  produce  sold  in  this  market  was  drawn 
from  the  new  South  Water  Market.  In  season,  however,  farmers 
within  a  radius  of  somewhat  over  ioo  miles  trucked  fruits  and 
vegetables  into  this  market.  It  was  stated  that  most  of  these 
goods  were  either  consigned  to  commission  merchants  or  sold  out- 
right to  jobbers  or  wholesale  receivers.  Sales  to  retailers  from 
trucks  were  said  to  be  of  less  consequence  than  formerly. 

In  the  West  Randolph  Street  market  in  1926  there  were  also 
a  large  number  of  poultry  dealers,  who  had  moved  over  from  the 
Fulton  Street  market.  In  addition,  there  were  between  25  and 
30  cash-and-carry  wholesale  grocery  firms  at  this  location. 

It  was  stated  that  during  the  first  year  of  the  operation  of 
the  new  South  Water  Market  a  number  of  firms  that  previously 
had  conducted  jobbing  businesses  undertook  to  add  the  functions 
of  car-lot  wholesalers.  The  ensuing  severe  competiton  was  con- 
sidered in  part  responsible  for  the  poor  showing  made  by  numer- 
ous firms  during  the  first  year  of  the  new  market.  Unfavorable 
results  were  not  confined  to  firms  operating  in  the  new  market, 
but  also  were  stated  to  have  been  experienced  by  many  firms  in 
the  West  Randolph  Street  market.  These  results,  however,  were 
thought  to  be  broadly  traceable  to  general  conditions  existing  in 
the  perishable  farm  produce  trade  in  1926  rather  than  to  the 
local  Chicago  situation. 

car-lot  wholesaling  functions,  there  was  some  disposition  to  emphasize  the  pos- 
sible saving  in  overhead  through  having  both  these  functions  performed  by  the 
same  firm. 
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It  was  stated  that  express  jobbing  was  a  factor  of  considerable 
importance  in  the  new  South  Water  Market.  Express  jobbers 
were  quite  distinct  from  pushcart  and  wagon  peddlers,  who  sold 
to  consumers  and  who  were  particularly  active  at  times  when 
the  market  for  any  commodity  was  glutted.  The  former  type  of 
business  had  developed  to  some  extent  in  the  old  South  Water 
Street  market,  partly  because  of  the  distance  of  many  retailers 
from  the  market,  but  even  more  because  of  congested  traffic 
conditions,  since  in  short-haul  motor  truck  transportation  traffic 
congestion  was  a  more  expensive  factor  than  distance.  The  ex- 
press jobbing  business  had  begun  originally  with  the  practice  of 
retailers  in  having  goods  bought  from  jobbers  delivered  to  them 
by  express,  in  order  to  prevent  tieing  up  their  own  trucks  for  a 
considerable  part  of  the  day.  Next  some  retailers  began  placing 
orders  with  jobbers  by  telephone.  Under  these  circumstances, 
however,  they  had  no  opportunity  to  inspect  the  merchandise 
before  purchase.  In  this  situation  small  express  companies  and 
independent  truck  operators  perceived  an  opportunity  to  develop 
businesses  as  truck  jobbers.  In  1926  a  truck  jobber  character- 
istically had  a  route  of  customers  which  he  covered  daily.  As  he 
delivered  goods  he  took  orders  for  the  next  day  or  perhaps  ob- 
tained them  later  by  telephone.  Buying  in  larger  quantities  tjian 
an  individual  retailer,  the  truck  jobber  frequently  was  able  to 
obtain  a  price  differential  which  gave  him  an  additional  com- 
pensation over  and  above  transportation  fees.  Also,  from  his 
daily  contact  with  the  market  he  tended  to  become  an  even 
better  judge  of  prices  and  quality  than  was  the  small  retailer. 
Naturally  the  service  of  express  jobbers  was  used  principally  by 
small  retailers  and  fruit  stands.  Larger  retailers  continued  to 
maintain  their  own  perishable  produce  buyers,  who  visited  one 
or  both  markets  daily.  It  was  stated  that  jobbers  in  the  new 
South  Water  Market  in  some  instances  were  sending  out  sales- 
men to  call  on  retailers. 

The  Cellini  Company,  car-lot  wholesalers  and  jobbers  of  green 
vegetables  and  fruits,  had  been  established  in  the  West  Randolph 
Street  market  for  a  number  of  years  prior  to  the  opening  of  the 
new  South  Water  Market.  When  the  new  market  opened,  this 
firm  established  a  branch  in  the  new  market.  It  undertook  to 
carry  on  both  a  jobbing  and  a  car-lot  wholesaling  business  in 
both  markets,  but  its  business  in  the  West   Randolph   Street 
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market  tended  to  be  largely  jobbing  operations.  During  its  first 
year  under  this  arrangement  the  firm  encountered  difficulty  be- 
cause of  heavy  overhead  expense.  This  firm  expected  eventually 
to  withdraw  from  the  West  Randolph  Street  market,  although  it 
planned  to  stay  as  long  as  there  was  any  substantial  volume  of 
business  there. 

Appelbaum  Brothers  carried  on  a  small  jobbing  business  in  the 
West  Randolph  Street  market,  handling  green  vegetables,  citrus 
and  deciduous  fruits,  potatoes,  and  onions,  with  an  annual  sales 
volume  of  slightly  over  $100,000.  This  firm  made  daily  pur- 
chases at  the  fruit  auctions  and  from  car-lot  wholesalers  in  the 
new  South  Water  Market.  Its  sales  were  made  mostly  to  re- 
tailers from  the  north  and  west  sides  of  Chicago;  its  expenses 
ranged  from  7%  to  8%  of  net  sales,  and  it  tried  to  secure  a 
net  mark-up  of  10%,  although  losses  from  spoilage  commonly 
prevented  the  attainment  of  this  figure.  At  its  West  Randolph 
Street  location  this  firm  paid  a  monthly  rental  of  $375.  A  store 
of  the  same  size  in  the  new  South  Water  Market  would  have 
cost  $460  a  month.  Also,  the  managing  partner  stated  that  if 
the  firm  moved  to  the  new  South  Water  Market,  it  would  be 
necessary  to  have  more  salesmen  and  more  loaders  and  truck 
men  in  order  to  keep  pace  with  competition.  Applebaum  Brothers 
decided  to  stay  in  the  West  Randolph  Street  market  for  the 
time  being. 

Arrowsmith  &  Company,  commission  merchants  and  jobbers, 
had  moved  from  the  old  South  Water  Street  market  to  the  West 
Randolph  Street  market  prior  to  the  establishment  of  the  new 
South  Water  Market.  This  firm  did  an  annual  business  in  fruits 
and  green  vegetables  of  approximately  $450,000.  Sales  were  made 
to  retailers,  to  jobbers  in  the  West  Randolph  Street  market,  and, 
in  some  instances,  to  jobbers  in  the  new  South  Water  Market. 
This  firm  decided  not  to  move  to  the  new  South  Water  Market, 
believing  the  West  Randolph  Street  market  to  be  more  advan- 
tageous. The  manager  stated  that  in  his  opinion  the  new  South 
Water  Market  was  overexpanded  and  that  a  number  of  the  firms 
located  there  eventually  would  find  it  advantageous  to  move  to 
the  West  Randolph  Street  market. 

The  Bascom  Company,  operating  a  jobbing  business  in  the 
West  Randolph  Street  market  with  sales  of  approximately  $200,- 
000  annually,  stated  that  it  had  experienced  a  decline  in  sales 
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volume  following  the  establishment  of  the  new  South  Water 
Market.  This  firm  considered  that  eventually  it  might  be  neces- 
sary to  move  to  the  new  market.  The  manager  intended,  how- 
ever, to  await  further  developments  before  making  a  final 
decision. 

Alfredo  Savastano,  a  car-lot  wholesaler  and  jobber  situated  in 
the  West  Randolph  Street  market,  also  stated  that  his  volume  of 
sales  had  declined  following  the  opening  of  the  new  market.  He 
thought  that  eventually  it  might  be  necessary  for  him  to  move  to 
the  new  market,  but  stated  that  in  his  opinion  the  location  was 
not  so  good  as  that  of  the  West  Randolph  Street  market. 

All  these  firms  concurred  in  the  opinion  that  it  would  be  desir- 
able to  have  all  perishable  farm  produce  for  the  Chicago  district 
handled  in  one  big  market  rather  than  in  separate  markets. 


21.  Boston  Produce  Market 
establishment  of  a  wholesale  terminal  market 

It  was  proposed  in  1926  that  the  car-lot  wholesale  produce 
market  and  the  jobbing  produce  market  in  Boston  should  be 
separated;  that  the  jobbers  should  remain  in  the  Faneuil  Hall 
market  district  but  that  the  wholesalers  should  remove  their 
wholesale  activities  from  that  district  to  South  Boston  at  a  point 
where  they  would  have  direct  rail  connection  with  the  New  York, 
New  Haven  &  Hartford  Railroad.  Similar  proposals  had  been 
made  at  various  times  in  the  past,  but  no  action  had  been  taken. 
In  1926,  however,  the  proposal  was  strongly  supported  by  several 
of  the  large  wholesalers,  and  it  was  necessary  for  the  other  whole- 
salers to  decide  whether  to  support  the  project  and,  in  case  a 
wholesale  terminal  market  was  established  in  South  Boston, 
whether  to  transfer  their  wholesale  activities  there. 

The  Faneuil  Hall  market  district  in  Boston  in  1926,  as  for 
some  years  preceding,  was  a  badly  congested  area  of  about  30 
acres  extending  from  Faneuil  Hall  to  Atlantic  Avenue  and  ad- 
joining the  main  financial  and  business  district  of  the  city.  This 
market  was  almost  a  mile  from  the  nearest  railroad  freight  ter- 
minal, and  produce  had  to  be  brought  into  the  district  by  truck. 
Here  were  situated  practically  all  the  car-lot  wholesalers,  com- 
mission men,  and  jobbers  handling  perishable  fruits  and  vege- 
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Exhibit  i:     Map  showing  location  of  produce  markets  in  Boston. 

tables  in  the  Boston  market.  A  farmers'  market  also  was  pro- 
vided for  here,  and  cold-storage  facilities  were  convenient.  Maine 
potatoes,  practically  all  citrus  fruits,  and  some  deciduous  fruits, 
however,  were  sold  at  auction  in  the  Boston  &  Maine  Railroad 
freight  yards  in  Charlestown,  more  than  a  mile  north  of  the 
Faneuil  Hall  market  area. 

Boston  was  the  terminus  of  three  railroad  systems;  the  New 
York,  New  Haven  &  Hartford  Railroad  entered  from  the  south, 
the  Boston  &  Albany  from  the  west,  and  the  Boston  &  Maine 
from  the  north.  Connections  between  the  Boston  &  Albany  and 
the  New  York,  New  Haven  &  Hartford  were  fairly  good,  but 
switching  facilities  between  the  Boston  &  Albany  and  the  Boston 
&  Maine  and  between  the  New  York,  New  Haven  &  Hartford 
and  the  Boston  &  Maine  were  inadequate.  It  was  stated  that  the 
Boston  &  Maine  Railroad  handled  from  80%  to  90%  of  all 
apples,  oranges,  and  potatoes  shipped  to  Boston,  and  that  the 
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New  York,  New  Haven  &  Hartford  handled  the  bulk  of  the 
perishable  southern  produce,  such  as  watermelons,  spinach,  to- 
matoes, and  strawberries. 

The  following  quotation,  taken  from  Weather,  Crops,  and 
Markets,  May  13,  1922,  describes  conditions  in  the  Boston  pro- 
duce market  in  1922.  Those  conditions  had  changed  little  by 
1926. 

Although  ranking  seventh  in  population  among  the  cities  of  the 
United  States,  Boston  easily  stands  higher  than  this  in  importance  as 
a  produce  market.  During  1920  the  city  received  about  one-third  as 
many  cars  of  fruits  and  vegetables  as  New  York  and  almost  as  many 
as  Philadelphia.  This  estimate  is  based  on  comparative  unload  data 
for  eight  leading  lines  of  produce.  Receipts  for  all  fruits  and  vegetables 
for  that  year  were  equivalent  to  more  than  37,000  carloads,  including 
4,000  carloads  of  bananas  from  Central  America  and  the  West  Indies. 

Two  principal  features  contribute  to  Boston's  importance  as  a  fruit 
and  vegetable  market.  In  the  first  place,  the  suburbs  within  a  radius 
of  10  miles  of  the  State  House  contain  a  population  almost  as  large  as 
that  of  the  city  itself,  and  all  this  area  is  fed  mainly  from  the  central 
market. 

Then,  too,  large  quantities  of  produce  are  reshipped  by  rail  or  motor 
truck  to  Lawrence,  Worcester,  Brockton,  and  other  near-by  cities. 
Much  is  also  shipped  to  towns  in  New  Hampshire  and  Maine  and  by 
water  to  the  Maritime  Provinces  of  Canada.  These  smaller  towns 
draw  upon  Boston  for  a  large  share  of  their  supplies,  because  they  are 
too  small  to  use  any  but  the  most  staple  commodities  in  car-lot  quan- 
tities. 

Boston's  facilities  for  handling  produce  have  been  for  the  most  part 
outgrown  and  leave  much  to  be  desired  in  the  line  of  efficiency.  Other 
eastern  markets,  notably  New  York  and  Philadelphia,  have  large  ter- 
minal sheds  of  piers,  heated  in  cold  weather,  where  produce  is  unloaded 
from  cars  and  where  buyers  assemble  at  a  stated  hour  each  morning. 
In  Boston  most  of  the  produce  is  hauled  from  the  cars  in  wagons  and 
sold  at  curb  in  the  wholesale  district.  Distribution  by  this  method  is 
less  economical  and  efficient  than  in  cities  having  produce  terminals. 

Cars  are  received  at  several  railroad  yards,  the  nearest  of  which  is 
at  least  a  half-mile  from  the  produce  district.  Cars  ordered  set  for 
delivery  are  placed  alongside  driveways  in  the  yard.  Packages  are 
unloaded  into  wagons,  those  of  the  same  grade  or  lot  being  placed 
together.  The  load  is  then  driven  to  the  produce  district  and  backed 
up  to  the  curb  in  front  of  the  receiver's  store.  A  few  sample  packages 
are  pulled  down,  opened,  and  a  salesman  stands  by  the  lot  and  tries  to 
attract  the  attention  of  passing  buyers.  The  receiver  may  also  have 
other  wagons  hauling  packages  from  the  same  car  or  from  other  cars. 
Neighboring  firms  are  also  hauling  produce  so  that  the  busiest  streets 
are  lined  with  rows  of  loaded  wagons.     Between  these  rows  is  a  con- 
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gested  mass  of  vehicles,  wagons  coming  in  or  leaving  the  stores,  retailers' 
trucks,  peddlers'  wagons,  pushcarts,  and  loaded  trucks  leaving  for  near- 
by towns,  passing  in  both  directions,  blocking  each  other's  way  and 
taxing  the  energy  and  patience  of  the  traffic  officers. 

Buyers,  most  of  them  jobbers  with  stores  near  by,  pass  along  the 
sidewalk,  "shop  around,"  examine  the  offerings,  and  haggle  with  the 
salesmen  over  prices.  The  latter  are  experienced  men,  well  acquainted 
with  the  buyers,  usually  well  informed  as  to  immediate  and  prospective 
supplies,  and  able  quickly  to  sense  the  strength  of  the  buying  demand. 
If  buyers  are  indifferent  and  supplies  are  heavy,  prices  must  be  slashed 
to  move  the  goods.  If  supplies  are  light,  however,  and  buyers  eager, 
salesmen  can  ask  a  higher  price  and  get  it.  A  load  may  be  sold  to  one 
buyer  or  divided  among  two  or  more.  When  sold,  it  is  driven  to  the 
buyer's  store  and  unloaded.  If  bought  by  an  out-of-town  dealer,  it 
may  be  transferred  to  a  truck  at  some  convenient  place  or  delivered  to 
the  railroad  freight  house  for  shipment.  When  buying  demand  is  slow, 
it  frequently  happens  that  a  load  stands  for  several  hours  before  being 
sold.  During  this  time  the  driver's  and  salesman's  time  is  practically 
unproductive  while  the  idle  horse  and  wagon  add  to  the  congestion  of 
the  overcrowded  street.  If  it  appears  that  a  load  will  not  be  sold,  it  is 
unloaded  into  the  store.  This  loss  of  time,  the  congestion  of  the  streets, 
and  the  long  haul  from  the  railroad  yards  are  the  principal  elements  of 
economic  waste  in  this  method  of  handling  produce.1 

After  prolonged  negotiations,  approximately  35  of  the  fruit 
and  vegetable  wholesalers  in  the  Faneuil  Hall  district  organized 
the  Boston  Market  Terminal  Company,  Inc.,  through  which  they 
leased  from  the  New  York,  New  Haven  &  Hartford  Railroad  two 
freight  houses  and  a  track  yard  at  Fargo  and  C  streets  in  South 
Boston.  These  wholesalers  expected  to  begin  operations  at  the 
terminal  market  on  March  1,  1927.  It  was  stated  that  they 
handled  more  than  90%  of  the  total  tonnage  of  fruits  and  vege- 
tables received  by  wholesalers  operating  at  the  Faneuil  Hall 
market.  Many  of  these  car-lot  wholesalers  also  were  jobbers  and 
would  continue  to  carry  on  their  jobbing  businesses  in  the  Faneuil 
Hall  district.  In  view  of  this  fact  and  the  lack  of  adequate  office 
facilities  at  the  new  South  Boston  market,  the  main  offices  of 
the  wholesalers  would  continue  to  be  at  the  Faneuil  Hall  market. 
It  was  expected  that  the  terminal  wholesale  market  would  open 
at  5  a.m.  and  close  at  10  a.m.  in  the  busy  season  and  that  it 
would  open  at  7  a.m.  and  close  at  10  a.m.  in  other  periods. 

The  arrangements  which  the  Boston  Market  Terminal  Com- 
pany, Inc.,  made  with  the  New  York,  New  Haven  &  Hartford 

1  U.  S.  Department  of  Agriculture,  Weather,  Crops,  and  Markets,  May  13,  1922. 
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Railroad  were  for  a  comparatively  short  period,  and  the  whole- 
salers, it  was  stated,  looked  upon  the  separation  of  the  wholesale 
and  jobbing  markets  as  an  experiment.  The  wholesalers  were 
confident,  however,  that  the  separation  of  the  markets  would  re- 
lieve materially  congestion  in  the  Faneuil  Hall  district  and  would 
eliminate  much  unnecessary  handling  and  trucking  of  the 
produce. 

Early  in  1927,  the  Boston  Market  Terminal  Company  and  the 
New  York,  New  Haven  &  Hartford  Railroad  Company  formally 
announced  the  opening  of  the  new  market.  The  following  state- 
ments are  taken  from  the  text  of  that  announcement. 

The  Boston  Freight  Terminal  of  The  New  York,  New  Haven  & 
Hartford  Railroad  Company  is  probably  the  largest  freight  terminal  in 
the  country,  covering  approximately  325  acres,  with  80  miles  of  track- 
age and  a  total  car  capacity  of  approximately  5,650  cars. 

The  new  wholesale  fruit  and  produce  market  is  located  at  the  Fargo 
Street  yards  of  the  New  Haven's  Boston  Freight  Terminal,  just  off 
Summer  Street,  less  than  one-half  mile  from  the  South  Station,  within 
one  mile  of  the  present  wholesale  market  district,  and  may  be  reached 
over  four  important  traffic  highways. 

The  Fargo  Street  yards  are  a  separate  and  distinct  unit  of  the  Boston 
Freight  Terminal,  and  this  entire  section  will  be  devoted  to  a  wholesale 
fruit  and  produce  market  and  bulk  yard  carload  delivery,  free  from  all 
traffic  congestion.  The  New  York,  New  Haven  &  Hartford  Railway 
Company  has  provided  for  the  market  two  large  brick  houses,  each  660 
feet  long  and  50  feet  wide,  with  concrete  floors  and  foundations,  each 
with  a  capacity  of  75  carloads,  and  a  bulk  yard  with  a  capacity  of  200 
carloads  adjacent  to  the  market  houses  for  direct  carload  delivery. 

Between  the  two  large  brick  houses  there  will  be  three  covered  plat- 
forms and  four  tracks.  Two  of  the  platforms  will  be  8  feet  wide  and 
adjoin  the  track  side  of  each  house,  and  in  the  center,  between  the 
houses,  there  will  be  a  covered  island  platform  10  feet  wide,  and  be- 
tween each  house  platform  and  the  island  platform  there  will  be  two 
tracks.  The  three  covered  platforms  will  extend  the  entire  length  of 
the  houses  and  approximately  300  feet  beyond  the  end  of  each  house, 
thereby  insuring  a  carload  placement  at  one  time  of  approximately  100 
carloads.  The  houses  will  be  connected  by  five  bridges  from  each  house 
platform  to  the  island  platform,  four  of  which  bridges  will  be  overhead 
draw  bridges,  thus  expediting  the  unloading  of  the  freight,  as  well  as 
providing  convenient  communication  between  the  houses. 

The  extensions  of  the  platforms  beyond  the  end  of  each  house  will  be 
16  feet  wide  and  if  desired  may  be  used  for  the  sale  and  delivery  of  the 
fruit  and  produce,  thus  making  available  for  unloading  and  delivery 
purposes  two  houses  and  platforms,  each  960  feet  in  length.     This 
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arrangement  of  platforms  is  the  result  of  intensive  study  by  the  Rail- 
road Company's  Engineering  Department  and  it  is  the  judgment  of  all 
interested  that  the  plans  finally  selected  will  insure  as  prompt  unloading 
and  delivery  of  the  fruit  and  produce  as  is  possible,  and  at  the  minimum 
of  cost. 

The  market  houses  are  exceptionally  well  lighted  because  of  the 
large  continuous  windows  over  the  doors,  and  supplementary  thereto  is 
a  well-distributed  electric  system,  not  only  in  the  houses  but  also  to  the 
covered  platforms,  and  lights  are  so  placed  as  to.  facilitate  the  unloading 
of  the  fruit  and  produce  during  the  night. 

The  heating  system  is  a  combination  of  steam  and  hot  air,  the  steam 
passing  into  coils  in  each  heater,  where  the  air  is  heated  and  distributed 
in  four  directions  by  an  electrically  operated  fan.  Each  heater  is  sup- 
plied with  a  motor  for  this  distribution  and  the  motor  operates  auto- 
matically by  means  of  a  thermoid  control,  so  that  the  control  may  be 
set  for  a  particular  temperature,  thus  insuring  the  desired  house  tem- 
perature at  all  times. 

Each  house  is  supplied  with  five  heaters  and  the  heating  plant  is 
designed  to  provide  a  proper  temperature,  even  in  the  most  extreme 
weather. 

The  Market  Terminal  with  its  large  brick  houses,  extensive  covered 
platforms,  and  bulk  yard  facilities,  is  designed  not  only  to  take  care  of 
the  present  business  of  the  Boston  Market  Terminal  Company  but  will 
handle  the  future  growth  of  that  company  for  several  years. 

This  project  is  one  of  the  most  important  to  the  city  of  Boston  that 
has  been  developed  in  many  years.  On  its  opening,  which  will  be  about 
March  i,  this  year,  it  will  centralize  for  the  first  time  in  the  history  of 
the  city  of  Boston  the  assembling  and  distribution  of  the  many  thou- 
sands of  cars  of  fruit  and  produce  which  come  to  the  Boston  Market 
Terminal  Company  each  year  for  distribution  to  all  parts  of  New  Eng- 
land. It  will  relieve  the  present  market  district  and  the  adjacent  high- 
ways of  the  traffic  congestion  which  has  been  complained  of  for  so  many 
years,  and  which  has  had  a  very  detrimental  effect  on  the  prompt  sale 
and  distribution  of  the  commodities  involved.  It  will  make  possible 
the  delivery  of  the  fruit  and  produce  of  the  Terminal  Company  to  the 
consumer  in  better  condition  than  has  ever  been  possible,  as  with  its 
early  morning  opening  the  buyers  may  purchase  their  fruit  and  produce 
and  have  it  for  sale  at  markets  and  on  fruit  stands  within  a  radius  of 
40  miles  of  Boston  before  noon  of  each  day.  It  is  anticipated  that  the 
new  market  facilities  will  make  it  possible  to  do  the  same  amount  of 
business  as  at  present  in  practically  one-half  of  the  time  it  now  takes 
to  do  it. 

The  service  provided  to  the  new  Market  Terminal  by  The  New  York, 
New  Haven  &  Hartford  Railroad  Company  and  its  connections  is  as 
follows : 

Fruit  and  produce  routing  via  Chicago  will  be  on  sale  the  early  hours 
of  the  fourth  morning  out  of  Chicago. 
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Exhibit  2:     Boston  wholesale  fruit  and  produce  market  terminal. 

Fruit  and  produce  routing  via  St.  Louis  will  be  on  sale  the  early 
hours  of  the  fourth  morning  after  leaving  St.  Louis. 

Fruit  and  produce  routing  via  Potomac  Yard  will  be  on  sale  early 
the  second  morning  after  leaving  Potomac  Yard. 

The  location  of  the  Boston  Market  Terminal  on  the  tracks  of  The 
New  York,  New  Haven  &  Hartford  Railroad,  with  its  numerous  routes 
and  rail  connections,  is  of  particular  interest  to  shippers  of  fruit  and 
produce,  because  through  the  process  of  diversion  in  transit  it  is  pos- 
sible for  them  to  avail  themselves  of  market  conditions,  not  only  in 
Boston  but  also  in  the  large  wholesale  markets  in  other  large  cities, 
such  as  Pittsburgh,  Buffalo,  Philadelphia,  New  York,  and  so  forth. 

Exhibit  2  shows  a  bird's-eye  view  of  the  new  wholesale  fruit 
and  produce  market  terminal. 


22.  Auction  Sales  in  Produce  Trade 

In  1926  practically  all  the  car-lot  wholesalers,  commission  men, 
and  jobbers  handling  perishable  fruits  and  vegetables  in  the 
Boston  market  were  situated  in  the  Faneuil  Hall  district,  which 
adjoined  the  main  business  district  of  the  city.  Maine  potatoes, 
most  citrus  fruits,  and  some  deciduous  fruits,  however,  were  sold 
at  public  auction  in  the  Boston  &  Maine  freight  yards  in  Charles- 
town,  more  than  a  mile  north  of  the  Faneuil  Hall  market  area. 

Two  auction  companies  handled  the  citrus  fruits  and  the  small 
quantities  of  deciduous  fruits  which  were  sold  at  public  auction 
in  the  Boston  &  Maine  freight  yards  at  Charlestown.  One  of 
these  auction  companies  had  from  80%  to  90%  of  the  total 
business.  The  following  statement  regarding  the  auction  sales 
appeared  in  a  publication  of  the  United  States  Department  of 
Agriculture  in  1922.1 

1  U.  S.  Department  of  Agriculture,  Weather,  Crops,  and  Markets,  May  13,  1922. 
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Auction  sales  are  an  important  factor  in  the  Boston  market,  most 
southern  and  western  fruits  being  disposed  of  in  this  way.  The  value 
of  this  method  of  sale  is  attested  by  its  increasing  use.  The  number  of 
cars  sold  at  auction  increased  from  2,924  in  1908  to  6,975  *n  1920. 
Large  quantities  of  fruit  can  be  rapidly  disposed  of  with  a  minimum 
sales  force  by  this  method.  Careful  and  uniform  grading,  however,  is 
essential  to  its  success.  Two  large  narrow  sheds  in  Charlestown,  each 
having  a  railroad  track  on  one  side  and  a  driveway  for  teams  on  the 
other,  are  used  for  displaying  the  offerings.  Cars  for  the  next  day's 
sale  are  brought  alongside  the  shed  during  the  night  and  unloaded. 

Boxes  are  stacked  according  to  the  variety,  grade,  and  size  of  the 
contents,  and  a  sample  box  of  each  line  opened  and  placed  in  a  slanting 
position  on  the  pile  for  the  inspection  of  buyers.  Printed  catalogs  list- 
ing and  describing  each  line  are  provided  by  the  auction  company. 
Buyers  wander  among  the  stacks  of  fruit,  examining  the  samples  and 
making  notes  concerning  the  lines  on  which  they  contemplate  bidding. 
The  sales  begin  at  9  o'clock  in  a  special  room  on  an  upper  floor  of  the 
shed.  The  number  of  cars  sold  varies  from  less  than  10  cars  on  some 
days  to  90  or  more  on  others,  Monday  usually  being  the  day  of  the 
heaviest  sales.  On  the  most  active  days  the  auction  facilities  are  taxed 
to  the  utmost,  and  it  is  sometimes  difficult  to  find  floor  space  for  all  the 
offerings.  Congestion  in  the  driveways  is  often  serious;  as  many  as  100 
wagons  and  trucks  have  been  counted  at  one  time  in  the  driveway  next 
to  one  shed.  If  the  business  continues  to  grow,  additional  facilities  will 
undoubtedly  be  required. 

Cooperative  fruit  growers'  associations  in  several  parts  of  the 
United  States  ordinarily  consigned  fruit  to  representatives  at 
Boston  with  instructions  to  have  it  sold  at  auctiop.  The  com- 
missions of  the  auction  company  ranged  from  1  %  to  2  %  of  sell- 
ing price;  in  addition  to  selling  the  fruit,  the  auction  company 
made  collections  and  remitted  payments  to  shippers  immediately 
after  each  auction.  The  buyers  at  the  auctions  were  chiefly 
jobbers;  occasionally  large  retailers  and  brokers  bought  for  out- 
of-town  clients.  It  was  stated  that  the  sale  of  fruit  by  auction 
had  developed  mainly  in  response  to  the  demand  of  the  large 
cooperative  fruit  growers'  associations,  which  had  acted  on  the 
theory  that  better  prices  could  be  secured  by  bringing  about  a 
competition  of  buyers  in  place  of  the  competition  of  sellers  which 
they  believed  to  obtain  under  the  ordinary  private-sale  methods. 
In  the  produce  trade  of  the  United  States  the  auction  method  had 
been  used  mainly  for  the  sale  of  fruit,  but  in  several  European 
cities  it  was  stated  that  this  method  also  had  been  used  success- 
fully for  the  sale  of  vegetables. 


WHOLESALE  DISTRIBUTION  235 

In  1926,  the  following  rules  governed  the  conduct  of  the  auc- 
tions at  the  Boston  &  Maine  terminal  in  Boston.1 

Net  cash  to  days. 

Fruit  sold  strictly  as  is. 

Goods  at  buyers'  risk  when  knocked  down  by  auctioneer. 

Not  responsible  for  goods  after  original  piling  has  been  dis- 
turbed by  buyer  or  his  agent. 

All  goods  to  be  removed  on  day  of  sale.  Not  responsible  for 
goods  remaining  in  shed  after  4.30  p.m. 


1  In  New  York,  in  addition  to  other  auction  sales,  eggs  shipped  to  that  market 
by  cooperative  societies  on  the  Pacific  Coast  were  sold  at  auction  daily  except 
Saturday.    The  rules  which  governed  these  auction  sales  in  1924  were  as  follows: 

1.  All  eggs  are  sold  under  terms  of  sale  printed  in  this  list  of  rules  and  also 
subject  to  terms  of  sale  printed  upon  the  catalog  or  announced  at  auctions. 

2.  Descriptive  terms  and  marks  used  for  identifying  various  lines  of  eggs  offered 
shall  not  be  considered  as  warranties  of  grades  or  qualities.  The  Seller  cannot  be 
responsible  for  any  variation  in  quality  or  grading. 

3.  The  Seller  guarantees  that  any  eggs  displayed  are  drawn  from  the  lines  indi- 
cated, but  the  Seller  makes  no  representation  of  size,  color,  quality,  grading,  brand, 
marks,  package  or  packing.  Buyer  may  examine  any  or  all  cases  offered  if  he  so 
requests  within  a  reasonable  time  before  auction  starts.  No  claims  of  any  nature 
will  be  allowed  after  purchase. 

4.  Seller  reserves  the  right  to  withdraw  all  or  any  part  of  the  eggs  offered, 
and  to  bid  in,  or  otherwise  protect  the  price  of  the  eggs  before  or  during  sale. 

5.  Each  bidder  to  whom  a  sale  is  made  must  immediately  state  the  quantity 
desired,  which  cannot  be  less  than  10  cases  nor  more  than  the  quantity  offered  in 
a  single  line,  unless  otherwise  designated  in  the  catalog  or  announced  at  the  auction. 
Buyers  should  obtain  their  sales  tickets  before  leaving  the  auction  room. 

6.  Buyers  may  be  required  to  accept  over-runs  not  exceeding  four  cases  on  last 
sale  of  any  line.  Seller  may  decline  delivery  of  all  or  any  part  of  a  purchase, 
because  of  error  by  Seller,  accident,  or  otherwise. 

7.  Terms  are  cash  except  as  credit  may  be  established  by  written  statement 
and  trade  references  or  otherwise.  In  no  case  shall  credit  be  extended  for  more 
than  10  days  from  date  of  sale.  Right  is  reserved  to  demand  cash  or  deposit  on 
any  sale. 

8.  Unless  otherwise  stated  in  the  catalog,  all  eggs  are  to  be  taken  by  the  Pur- 
chaser from  the  Seller's  door.  All  such  eggs  must  be  removed  by  Purchaser  on 
day  of  sale  unless  otherwise  arranged  satisfactorily  to  the  Seller,  or  Seller  may  at 
his  convenience  and  option  deliver  said  eggs  to  Buyer's  store  or  public  warehouse 
at  Buyer's  expense.  Eggs  left  at  Seller's  store  over  36  hours  shall  be  subject  to 
Seller's  usual  holding  charge. 

9.  If  eggs  are  sold  "at  the  dock"  and  Buyer  wishes  to  take  delivery  at  the 
Seller's  store  or  his  own  store,  this  delivery  will  be  made  as  promptly  as  possible 
and  the  Buyer  must  pay  the  cartage  charges  assessed  by  Seller. 

10.  On  eggs  sold  "at  the  dock"  any  demurrage  occurring  after  the  date  of  sale 
must  be  paid  by  the  Purchaser. 

11.  If  eggs  are  sold  "on  trucks"  the  Buyer  may  take  delivery  at  the  Seller's 
store,  or  his  own  store,  if  located  in  Manhattan,  south  of  Canal  Street,  west  of 
Broadway  and  north  of  Cortlandt  Street,  without  extra  charge  and  such  deliveries 
will  be  made  as  promptly  as  possible. 

12.  Ten  per  cent  cash  payment  on  account  is  required  on  all  eggs  bought  "for 
shipment"  or  "in  transit"  and  additional  payments  must  be  made  if  demanded  by 
the  Seller  at  any  time.    Balance  must  be  paid  when  eggs  are  offered  for  delivery. 

13.  All  eggs  sold  "for  shipment"  will  be  shipped  with  such  instructions  to  the 
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All  goods  remaining  in  shed  after  4.30  p.m.  are  subject  to  charge 
of  3  cents  a  package.  - 

Opening  boxes  after  sale  starts,  or  peddling  fruit  on  premises, 
not  allowed. 

No  delivery  of  goods  to  others  than  buyers'  regular  truckmen 
without  an  order — blank  orders  to  be  obtained  from  us. 

Errors  in  piling  or  marks  must  be  reported  to  delivery  clerk  by 

truckmen  before  leaving  shed.  . 

Auctioneers. 


railroad  as  to  routing  and  delivery,  icing  or  carriers'  protective  service  against  cold, 
as  may  be  given  by  the  shipper  unless  Buyer  waives  in  writing  his  rights  under 
"Buyer's  option,  A,  B,  or  C"  below,  and  ships  his  eggs  separate  from  the  Seller's 
shipments. 

14.  Buyer's  options  for  "Futures": 

A.  Subject  to  rule  15  (below)  this  sale  may  be  canceled  by  the  Buyer, 
at  his  option,  if  immediately  upon  arrival  of  the  eggs  he  asks  the  Seller 
for  an  inspection  at  Buyer's  expense,  by  the  New  York  Mercantile  Ex- 
change, and  the  Exchange  inspection  places  the  eggs  in  a  grade  lower 
than  "Extra  Firsts." 

B.  Subject  to  rule  15  (below)  this  sale  may  be  canceled  by  the  Buyer, 
at  his  option,  if  immediately  upon  arrival  of  the  eggs  he  asks  the  Seller 
for  an  inspection  at  Buyer's  expense,  by  the  New  York  Mercantile  Ex- 
change, and  the  Exchange  inspection  places  the  eggs  in  a  grade  lower 
than  "Firsts." 

C.  Subject  to  rule  15  (below)  this  sale  may  be  canceled  by  the  Buyer, 
at  his  option,  if  immediately  upon  arrival  of  the  eggs  he  asks  the  Seller 
for  an  inspection  at  Buyer's  expense,  by  the  New  York  Mercantile  Ex- 
change, and  the  Exchange  inspection  places  the  eggs  in  a  grade  lower 
than  "No.  1  Pullets,"  (Quality  of  Extra  Firsts) . 

15.  If  the  inspection,  as  provided  in  A,  B,  or  C  of  rule  14,  shows  the  eggs  to 
be  damaged,  the  Seller  reserves  the  right  to  recondition  the  eggs  and  have  a  rein- 
spection  at  Seller's  expense.  In  that  event,  the  Buyer's  option  to  cancel  the  sale 
shall  not  be  effective  until  after  the  reinspection.  If  one  of  the  parties  concerned 
is  dissatisfied  with  the  Exchange  inspection,  he  may,  at  his  own  expense,  appeal  to 
the  Exchange  Committee,  and  the  decision  of  said  Committee  shall  be  final.  Such 
cancelations  must  be  made  within  three  hours  after  such  inspection. 

16.  Eggs  sold  "Delivered  New  York"  will  be  delivered  to  a  dock  or  railroad 
station  in  Manhattan,  chosen  by  Seller,  unless  otherwise  designated  in  the  catalog 
or  announced  at  the  auction. 

17.  Seller  reserves  the  right  to  alter  or  suspend  any  or  all  rules  without  notice 
to  the  Buyer. 

18.  Buyer  agrees  to  comply  with  these  and  all  other  rules  of  sale.  Should  he 
not  do  so,  Seller  may  at  his  option  place  the  eggs  in  a  warehouse  or  resell  them 
without  advertising  and  without  notifying  the  Buyer,  and  Buyer  shall  be  liable 
for  all  expenses  incurred  or  losses  suffered  thereby. 


23.  Carolina  Potato  Exchange 

by-laws 

Article  i 
Objects 
The  objects  for  which  this  corporation  is  formed  according  to  the 
articles  of  incorporation  are  as  follows: 
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1.  To  act  as  agent  for  its  members  and  others  in  marketing  all 
products  of  Northeast  North  Carolina  and  elsewhere;  and  to  buy  and 
sell  such  products,  both  fresh  and  manufactured; 

2.  To  establish  and  maintain  uniformly  high  grades  and  packs  of  all 
products  handled  by  it  and  to  build  up  a  reputation  in  all  markets  for 
goods  of  the  highest  quality,  uniformly  graded  and  properly  packed; 

3.  To  purchase  supplies  for  its  members  when  advisable; 

4.  To  erect,  operate  and  maintain,  as  occasion  demands,  plants  for 
production,  preservation,  handling,  and  sale  of  fresh  and  manufactured 
products; 

5.  To  secure  the  greatest  good  to  all  its  members  and  to  that  end  to 
engage,  when  warranted,  in  such  otherwise  and  advantageous  under- 
takings as  shall  in  no  way  interfere  with  its  main  business  of  marketing 
its  members'  products. 

Article  2 

Membership 

Section  1.  The  membership  of  the  association  shall  be  confined  as 
far  as  possible  to  actual  growers  and  agricultural  landowners.  No  one 
shall  become  a  member  of  the  exchange  whose  interests  are  antagonistic 
to  those  of  the  growers. 

Section  2.  All  shares  must,  before  issue,  be  registered  on  the  books 
of  the  association,  by  being  surrendered,  and  new  ones  issued  in  the 
name  of  the  purchaser,  who,  by  acceptance  thereof,  agrees  to  all  the 
by-laws  and  rules  of  the  association,  including  also  all  amendments  that 
may  be  legally  adopted,  and  thereby  shall  become  a  member  of  the 
company.  No  shares  can  be  transferred  until  all  claims  of  this  com- 
pany against  the  owner  of  such  shares  have  been  paid. 

Section  3.  If  any  member  of  the  association  desires  to  dispose  of 
his  share  or  shares,  he  shall  first  offer  to  sell  the  same  to  the  company 
at  market  value ;  if  the  company  decline  to  purchase,  the  member  may 
find  a  purchaser  acceptable  to  the  company  and  have  the  same  trans- 
ferred to  said  purchaser  on  the  books  of  the  company  in  accordance 
with  the  rules.  If  a  member  removes  from  the  territory  and  ceases  to 
be  a  patron  of  the  association  and  establishes  a  residence  elsewhere,  the 
board  of  directors  shall  purchase  the  share  or  shares  owned  by  the  said 
non-resident  member.  Sections  two  (2)  and  three  (3)  of  this  article 
shall  be  printed  on  each  and  every  certificate  of  stock  issued  by  the 
company. 

Section  4.  New  members  may  be  admitted  by  a  majority  vote  of 
the  association. 

Section  5.     Each  member  shall  be  entitled  to  one  vote  only. 

Section  6.  No  member  shall  be  entitled  to  own  more  than  10%  of 
the  capital  stock. 

Section  7.  Any  member  who  desires  to  speculate  in  buying  potatoes 
or  any  other  products  handled  by  this  exchange  must  first  withdraw 
from  membership. 


238  PROBLEMS  IN  MARKETING 

Article  3 
Board  of  Directors 

Section  I.  The  board  of  directors  shall  consist  of  seven  members, 
provided  that  each  local  branch  is  represented  on  the  board. 

Section  2.  They  shall  be  elected  by  and  from  among  the  stock- 
holders at  the  annual  meeting  and  shall  serve  until  their  successors  are 
duly  elected  and  qualified.  Of  the  directors  elected  upon  completion 
of  the  organization,  two  shall  serve  one  year,  two  two  years,  and  three 
three  years.  The  regular  term  of  office  of  the  directors  shall  be  three 
years.  If  vacancies  occur  in  the  board,  the  same  shall  be  filled  by  the 
remaining  directors  until  the  next  annual  election. 

Immediately  after  the  election  of  the  directors  the  newly  elected 
board  of  directors  shall  meet  for  organization  and  the  election  of  officers. 

Section  3.  The  board  of  directors  or  executive  committee  appointed 
by  them  shall  have  the  management  and  control  of  the  business  of  the 
corporation  and  shall  employ  such  agents  as  they  may  deem  advisable 
and  fix  the  rate  of  compensation  of  all  officers  and  employees. 

Section  4.  The  board  of  directors  shall  audit  the  accounts  of  the 
association  at  least  once  every  quarter  and  once  every  week  during 
shipping  season. 

Section  5.  The  board  of  directors  shall  meet  on  the  first  Saturday 
of  each  month  and  be  subject  to  a  call  for  special  meetings  at  such 
times  as  the  president  or  secretary  may  deem  necessary. 

Section  6.  A  majority  of  the  directors  shall  constitute  a  quorum  of 
the  board. 

Section  7.  No  member  of  the  board  of  directors  shall  be  allowed  to 
vote  on  any  question  in  which  he  may  have  any  interest  conflicting 
with  that  of  the  association. 

Article  4 

Officers 

Section  7.  A  general  manager  shall  be  appointed  by  the  board  of 
directors  for  the  snipping  season,  or  longer  if  necessary.  He  shall  have 
full  charge  of  inspection,  distribution,  and  sales  of  all  products;  and  it 
shall  be  his  duty  to  attend  to  all  collections  and  claims  and  payment  of 
net  returns  to  growers  and  to  keep  careful  records  and  accurate  ac- 
counts of  all  transactions  in  his  department  and  during  shipping  season 
to  take  care  of  the  funds  of  the  company,  receive  and  apportion  funds 
and,  if  necessary,  write  checks,  provided  that  during  the  first  shipping 
season  all  checks  against  the  exchange's  account  shall  be  signed  by  the 
manager  and  countersigned  by  the  cashier  of  the  First  National  Bank 
of  Elizabeth  City  where  the  funds  of  the  exchange  are  kept;  and  this 
method  of  having  checks  countersigned  by  an  officer  of  the  bank  in 
which  the  exchange  is  keeping  its  funds  shall  be  continued  as  long  as 
necessary. 
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It  shall  be  the  duty  of  the  manager  to  keep  neat  and  systematic 
records  which  shall  at  all  times  be  open  to  the  inspection  of  the  board 
of  directors,  auditing  committee,  officers  or  members  of  the  exchange. 
He  shall  make  regular  weekly  reports  to  the  board  of  directors  and 
shall  give  such  bond  for  the  faithful  performance  of  his  duties  as  the 
board  of  directors  may  deem  advisable.  He  shall  employ  whatever 
assistance  may  be  necessary  to  perform  the  duties  of  his  office. 

The  manager  shall  not  be  permitted  to  buy  for  shipment  or  sale  on 
his  own  account  any  of  the  products  handled  by  the  exchange,  and  the 
proof  of  such  speculation  shall  be  deemed  sufficient  cause  for  his  re- 
moval from  office. 

Section  8.     The  offices  of  treasurer  and  manager  may  be  combined. 

Section  9.  Any  director  or  officer  who  desires  to  speculate  in  buying 
potatoes  or  any  other  product  handled  by  this  exchange  must  first 
resign  his  position  in  the  exchange.  The  position  of  any  director  or 
officer  who  does  buy  such  products  on  his  own  account  shall  be  declared 
vacant  at  the  first  meeting  of  the  board  of  directors. 

Article  5 
Capital  Stock 

Section  1.  The  authorized  capital  stock  of  this  association  shall  be 
nine  hundred  (900)  dollars,  which  shall  be  divided  into  180  shares  of 
five  (5)  dollars  each,  which  shall  be  paid  in  at  such  times,  and  in  such 
amounts  as  the  board  of  directors  may  determine  and  may  be  paid 
either  in  cash,  property,  labor  or  securities,  as  the  board  of  directors 
may  determine. 

•  •••••••*••••« 

Article  6 
Local  Branches 

Section  1.  Local  branches  may  be  established  wherever  consistent 
with  the  objects  of  the  exchange.  Each  local  branch  may  elect  at  least 
one  director  to  represent  it  on  the  general  board  of  directors. 

Article  7 
Grades  and  Inspection 

Section  1.  Since  one  of  the  primary  objects  of  the  exchange  is  to 
establish  and  maintain  on  all  markets  a  reputation  for  high  quality  and 
correct  grades  of  its  potatoes  and  other  products,  every  member  will  be 
required  to  grade  all  his  products  offered  for  sale  through  the  exchange 
strictly  in  accordance  with  the  grades  and  specifications  adopted  by 
the  board  of  directors  and  the  general  manager. 

Section  2.  In  order  to  maintain  the  necessary  standards  of  grades 
and  packs,  a  general  inspector  and  assistant  and  local  inspectors  and 
agents,  if  required,  shall  be  employed  by  the  general  manager,  subject 
to  the  approval  of  the  board  of  directors.     A  local  inspector  and  a 
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local  agent  shall  be  employed  at  every  loading  point  where  business 
justifies. 

Section  3.  It  shall  be  the  duty  of  the  general  inspector  to  see  that 
proper  and  uniform  standards  of  quality  are  maintained  in  grade  and 
pack  of  all  products  marketed  by  the  exchange.  In  the  performance 
of  this  duty,  he  shall  exercise  complete  supervision  and  control  over  the 
grading,  packing,  inspection,  and  branding  of  such  products  and  shall 
direct  and  supervise  the  work  of  the  assistant  inspectors  and  the  local 
inspectors  and  agents.  He  shall  have  authority  to  transfer  local  in- 
spectors when  advisable.  He  shall  have  authority  to  suspend  local 
inspectors  wilfully  and  persistently  negligent  of  the  duties  of  their 
offices  and  to  appoint  temporary  successors  pending  the  next  meeting 
of  the  board  of  directors.  He  shall  visit  local  loading  points  as  often 
as  possible  and  whenever  necessary.  He  shall  report  daily  to  the  gen- 
eral manager  and  shall  perform  such  other  duties  as  the  general  man- 
ager or  board  of  directors  may  require. 

Section  4.  Each  local  agent  or  inspector  shall  be  required  to  main- 
tain the  standards  of  the  exchange  as  to  quality,  uniformity,  and  pack 
of  goods  and  all  other  essentials.  He  shall  see  that  all  goods  leaving 
his  loading  point  are  correctly  branded  and  plainly  marked  with  the 
number  or  initials  of  the  shipper  as  well  as  the  brand  of  the  exchange 
and  grade  of  the  product.  He  shall  be  required  to  furnish  the  general 
manager  regular  daily  reports  by  telephone  or  wire  of  names  of  all 
exchange  members  loading  that  day  at  his  point  as  well  as  the  exact 
number,  kind,  and  quality  of  packages  loaded  by  each  grower.  So  far 
as  possible  he  shall  keep  the  manager  informed  as  to  the  amount  and 
quality  of  products  available  for  the  next  day's  and  future  shipments. 
He  shall  receive,  inspect,  properly  brand  and  ship  or  reject  all  exchange 
products  at  his  point.  He  shall  furnish  each  grower  a  receipt  for 
products  received  from  that  grower.  He  shall  report  any  and  all  vio- 
lations by  members  of  the  By-Laws  and  rules  and  regulations  of  the 
exchange. 

Section  5.  Any  general,  assistant,  or  local  inspector  or  local  agent 
who  buys  on  his  own  account  for  sale  or  shipment  any  of  the  products 
handled  by  the  exchange  shall  be  discharged. 

Article  8 
Sale  of  Products 

Section  1.  This  organization  shall  have  the  exclusive  and  unquali- 
fied power  to  market  those  products  of  its  members  which  the  associa- 
tion was  formed  to  sell  or  consign,  provided:  If  a  competitor  raises  the 
price  of  farm  products  above  that  which  the  association  can  obtain,  any 
stockholder  may  be  authorized  by  the  manager  to  sell  his  products 
through  an  outside  agency  providing  he  pays  his  proper  proportion  of 
the  running  expenses  to  the  association.  This  sum  shall  be  5%  of  the 
value  of  products  so  sold  to  a  competing  concern.     Any  member  who 
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violates  the  provisions  of  this  section  shall  forfeit  his  stock  and  rights 
of  membership. 

Section  2.  The  commission  on  all  f.o.b.  sales  whether  local  or  by 
wire  shall  be  5%.  On  consignments  the  usual  fee  of  commission  mer- 
chants will  be  deducted  from  the  gross  price.  Three  per  cent  of  the 
gross  price  included  in  the  above  charge  shall  be  refunded  to  the  ex- 
change to  pay  its  expenses. 

Article  9 
Pooling  Prices 

At  the  close  of  each  day's  sales  the  prices  of  all  goods  sold  f.o.b. 
loading  point  and  of  those  taken  for  the  account  of  the  exchange  shall 
be  averaged  so  that  each  member  will  receive  the  same  price  for  the 
same  grade  and  value  of  goods  sold  that  day.  Returns  to  members 
shall  be  made  daily. 

Article  10 
Apportionment  of  Earnings 

Section  1.  The  directors,  subject  to  revisions  by  the  association  at 
any  general  or  special  meeting,  shall  apportion  the  earnings  by  first 
paying  dividends  on  the  paid-up  capital  stock  not  exceeding  6%  per 
annum.  Then  they  should  set  aside  not  less  than  10%  of  the  net 
profits  for  a  reserve  fund  until  an  amount  has  accumulated  in  said 
reserve  fund  equal  to  30%  of  the  paid-up  capital  stock.  Then  the 
remainder  of  said  net  profits  should  be  distributed  by  uniform  dividend 
upon  the  amount  of  purchases  made  by  shareholders  and  upon  the 
wages  and  salaries  of  employees,  and  one-half  of  such  uniform  dividend 
should  be  paid  non-shareholders  on  the  amount  of  their  purchases. 
(This  half-rate  dividend  may  be  credited  to  the  account  of  such  non- 
shareholders  on  account  of  capital  stock  of  the  association.) 


Ill 


INDUSTRIAL  GOODS1 
i.  Child  Steel  Company 

TYPE   OF   MARKET 

The  Child  Steel  Company,  which  manufactured  tubular  steel 
products  for  automobiles,  was  forced  into  receivership  in  192 1. 
The  embarrassment  of  the  company  was  attributed  to  its  depend- 
ence on  a  single  industry  for  disposing  of  its  product;  when  the 
slump  occurred  in  the  automotive  trade  in  1920,  so  many  can- 
celations of  orders  were  received  by  the  company  that  it  was 
left  with  inventories  and  commitments  for  raw  materials  which 
it  could  not  continue  to  finance.  In  order  to  keep  the  plant 
running  under  the  receivership,  it  was  found  necessary  to  look 
for  orders  outside  the  automotive  industry,  and  a  large  order  for 
tubular  parts  was  obtained  from  a  bedstead  manufacturer  which 
could  be  filled  with  only  minor  changes  in  the  equipment  of  the 

1  Industrial  goods  are  subdivided  into  six  groups:  (i)  installations;  (2)  accessory 
equipment;  (3)  operating  supplies;  (4)  fabricating  parts ;  (5)  fabricating  materials; 
and  (6)  primary  materials. 

Installations  constitute  the  major  equipment  of  a  plant.  An  order  for  installa- 
tion equipment  is  determined  by  the  product  to  be  turned  out,  or  basic  service  to 
be  rendered,  and  by  the  scope  of  operations.  Examples  are  printing  machinery, 
heavy  cranes,  bank  vaults,  and  factory  boilers. 

Accessory  equipment  facilitates  the  operation  of  a  plant  or  business;  except 
incidentally,  it  does  not  determine  the  product  to  be  turned  out  or  the  scale  of 
operations.    Examples  are  small  motors,  factory  trucks,  office  furniture,  and  tools. 

Operating  supplies  include  supplies  that  are  purchased  continuously  to  enable 
a  plant  to  maintain  operations,  also  small  articles  that  are  required  for  setting  up 
or  repairing  installations  and  other  plant  equipment.  Examples  are  lubricants, 
filing  supplies,  stationery,  and  electric  switches. 

Fabricating  parts  include  manufactured  articles  which  are  incorporated  with 
other  materials  or  parts  in  products  for  sale  without  modification  or  change  by  the 
fabricator.     Examples  are  automobile  wheels,  gears,  and  brake  shoes. 

Fabricating  materials,  like  fabricating  parts,  are  manufactured  articles  used  as 
materials  for  further  manufacture.  Fabricating  materials,  however,  undergo  modi- 
fication or  change  in  the  further  processes  of  manufacture.  Examples  are  sheet 
iron,  woolen  cloth,  copper  wire,  flour,  and  lumber. 

Primary  materials  include  raw  materials  such  as  raw  wool,  raw  cotton,  hides, 
and  wheat. 

See  Melvin  T.  Copeland,  Principles  of  Merchandising,  pp.  16-17,  I30-I54- 
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plant.  This  order  was  handled  so  satisfactorily  that  in  August, 
1922,  the  receiver  was  considering  the  practicability  of  adding 
to  the  company's  line  one  or  more  new  products  in  order  to 
level  its  production  curve  and  assure  its  future  success.  In 
considering  this  step  the  receiver  was  faced  with  the  following 
questions : 

Would  it  be  wise  to  attempt  to  develop  the  company's  market 
in  a  wider  field  than  the  automotive  industry?  If  so,  what  new 
products  should  be  produced?  If  it  should  be  decided  to  con- 
tinue manufacturing  bedstead  parts,  should  the  company  enter 
into  competition  with  bedstead  manufacturers  by  fabricating 
finished  products,  or  should  it  continue  the  policy  of  selling  parts 
to  bedstead  manufacturers? 

Among  the  products  manufactured  by  the  Child  Steel  Com- 
pany prior  to  its  receivership  were  such  tubular  steel  automotive 
parts  as  exhaust  pipes,  air  pumps,  manifolds,  windshield  tubing, 
and  wheel  rims.  Distribution  was  secured  partly  through  supply 
wholesalers  but  chiefly  through  a  small  force  of  technically  trained 
salesmen  who  sold  directly  to  manufacturers. 

The  advertising  program  of  the  Child  Steel  Company  in  192 1 
consisted  of  one-page  advertisements  appearing  once  a  month  in 
both  the  Iron  Age  and  a  weekly  automotive  journal  which  had  a 
circulation  among  retailers  and  manufacturers.  Circular  letters 
also  were  sent  once  a  year  to  all  automobile  manufacturers  who 
were  not  using  Child  products.  An  engineering  department  was 
maintained  for  the  purpose  of  cooperation  with  the  users  of  the 
firm's  products. 

Before  the  depression  of  1920,  the  Child  Steel  Company  had 
sufficient  orders  for  automotive  products  to  keep  its  factory  run- 
ning at  capacity.  The  few  orders  which  were  received  in  the 
latter  part  of  192 1  and  early  in  1922  from  customers  outside  the 
automotive  industry  were  handled  without  additional  equipment. 
Under  the  receivership  the  overhead  of  one  month  always  was 
charged  against  the  following  month's  business;  hence  it  was 
stated  that  the  company  was  limited  to  selling  products  for  which 
it  could  secure  immediate  payment  and  which  would  cover  cur- 
rent overhead  charges.  In  addition  to  the  production  of  bed- 
stead parts  or  finished  bedsteads,  it  also  was  proposed  that  the 
company  manufacture  bicycle  frames,  wire  tennis  racket  frames, 
vacuum  cleaner  handles,  lawn-mower  handles  and  rolls,  tables 
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for  ice-cream  parlors,  and  tubular  parts  for  various  sorts  of 
electrical  equipment. 

The  company  could  continue  to  manufacture  tubular  parts  to 
be  sold  to  bedstead  manufacturers  without  installing  additional 
equipment.  The  manufacture  of  complete  bedsteads,  however, 
would  require  a  reorganization  of  the  plant  in  order  to  provide' 
at  the  minimum,  for  assembling,  painting,  and  finishing  depart- 
ments. Although  ordinarily  the  connecting  bars  were  made  of 
angle  iron,  these  pieces,  as  well  as  the  head  and  foot  pieces,  for 
bedsteads,  could  be  made  of  rods  and  tubular  steel  which  the 
company  already  produced,  but  it  would  be  necessary  either  to 
buy  the  springs  from  other  manufacturers  or  equip  a  part  of 
the  Child  plant  for  the  production  of  springs. 

It  was  expected  that  if  the  company  manufactured  a  finished 
product,  a  more  stable  and  permanent  market  could  be  secured 
than  if  it  continued  the  manufacture  of  parts  which  were  sold 
to  other  manufacturers.  It  had  been  found  that  in  times  of  de- 
pression the  effect  of  price  cutting  in  the  steel  trade  was  es- 
pecially severe  on  those  manufacturers  who  depended  on  other 
manufacturers  for  their  market,  whereas  it  seemed  probable 
that  by  selling  a  finished  product  for  retail  distribution  the  com- 
pany would  be  less  likely  to  suffer  from  wide  fluctuations  in  its 
market. 

If  the  policy  of  manufacturing  bedsteads  were  adopted,  it 
was  planned  to  establish  the  Child  brand  by  advertising  and  to 
sell  directly  to  retailers.  It  had  not  been  decided  whether  the 
company  should  try  to  secure  national  distribution  or  confine 
its  efforts  to  one  or  two  localities. 

There  were  numerous  steel  bedstead  manufacturers  in  the 
United  States.  One  of  the  largest  of  these  manufacturers  ad- 
vertised and  distributed  its  beds  nationally.  It  was  one  of  the 
few  companies  that  had  its  own  tubular  steel  plants.  Although 
several  other  firms  in  the  bedstead  trade  also  secured  national 
distribution,  a  large  part  of  the  business  was  obtained  by  local 
manufacturers,  each  of  whom  concentrated  his  distribution  in  a 
local  district  and  bought  tubular  steel  and  angle  iron  parts  from 
iron  and  steel  manufacturers.  Many  of  these  small  firms  did 
not  advertise.  Although  a  majority  of  the  companies  sold  di- 
rectly to  retailers,  several  sold  to  wholesalers. 
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2.  Rice  Motor  Company 
type  of  market 

In  February,  192 1,  the  Rice  Motor  Company,  Philadelphia 
distributor  for  the  Peterson  "6,"  selling  at  $1,650,  f.o.b.  Detroit, 
received  notice  from  the  manufacturer  that  a  Peterson  truck 
soon  would  be  started  in  process  of  manufacture.  The  new 
truck  was  to  be  of  1 3^2 -ton  capacity,  with  a  4-cylinder  motor. 
Advance  notice  was  given  by  the  manufacturer  to  all  distributors 
in  order  that  they  might  make  plans  for  distribution  of  the  truck 
and  also  that  they  might  benefit  by  the  advertising  campaign 
which  was  to  be  started  as  soon  as  the  trucks  were  ready  for 
delivery.  This  notification  raised  the  question  as  to  whether  a 
separate  sales  organization  should  be  developed  by  the  Rice 
Motor  Company  for  the  sale  of  Peterson  trucks  or  whether  the 
same  salesmen  should  sell  both  trucks  and  passenger  cars. 

The  partners  in  the  Rice  Motor  Company  knew  that  one  of 
their  chief  competitors,  the  Philadelphia  Rowley  Company,  in 
marketing  Rowley  trucks  and  passenger  cars  used  the  same  sales 
organization  for  both  products.  The  Rowley  truck  was  a  4-cylin- 
der machine  of  i}4-ton  capacity.  Several  of  the  Philadelphia 
Rowley  Company's  salesmen  had  built  up  a  larger  truck  clien- 
tele than  passenger  car  clientele,  while  others  had  a  larger  passen- 
ger car  clientele.  The  Philadelphia  Rowley  Company  exhib- 
ited trucks  and  passenger  automobiles  in  the  same  showrooms 
and  used  the  same  repair  shop  for  both.  Reports  on  new  trucks 
registered  in  the  states  in  the  Rice  Motor  Company's  territory 
showed  that  the  Rowley  truck  was  one  of  the  leaders  in  sales. 
For  the  partners  in  the  Rice  Motor  Company  it  was  a  question 
whether  this  leadership  had  been  obtained  through  special  sales 
efficiency  or  because  the  Rowley  truck  had  been  among  the  first 
of  its  type  on  the  market. 

The  registration  records  indicated  that  the  Sargent  truck  also 
was  one  of  the  leaders  in  this  territory.  This  truck  was  likewise 
a  4-cylinder  machine,  with  a  capacity  of  il/2  tons.  In  contrast 
with  the  policy  of  the  Philadelphia  Rowley  Company,  the  Water- 
house  Company,  which  was  the  distributor  for  Sargent  trucks, 
separated  its  truck  organization  from  its  passenger  automobile 
organization.  Different  salesmen  were  employed,  and  separate 
repair  and  reconditioning  departments  were  maintained  for  trucks 
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and  passenger  cars.  Each  truck  salesman  was  given  a  definite 
sales  district  for  which  he  was  held  responsible.  The  company 
secured  at  regular  intervals  lists  of  all  trucks  of  any  make  sold 
in  each  district,  and  in  that  way  was  able  to  find  out  when  and 
where  the  salesmen  missed  opportunities  and  which  competitors 
were  obtaining  orders. 

Factory  specifications  for  the  Peterson  truck  indicated  that  it 
would  be  as  sturdy  and  adaptable  to  all  uses  as  either  the  Sar- 
gent or  Rowley  trucks.  Variety  of  bodies  and  uses  for  the  trucks 
were  to  be  stressed  instead  of  styles  of  bodies,  as  in  the  case  of 
passenger  cars.  Attention  was  to  be  called  to  economy  and  rug- 
gedness,  rather  than  to  speed  and  easy  riding  qualities.  Because 
of  the  common  practice  of  overloading  light  trucks,  all  vital  parts 
of  the  machine  were  to  be  built  50%  above  engineering  specifi- 
cations. Nevertheless,  it  was  expected  that  repairs  and  renewals 
would  be  required  more  frequently  for  trucks  than  for  passenger 
cars.  Extra  room  for  workshops  and  extra  repair  men,  therefore, 
would  have  to  be  secured. 

Should  the  Rice  Motor  Company  have  attempted  to  have  all 
its  salesmen  sell  both  trucks  and  passenger  cars,  or  should  it  have 
organized  a  separate  sales  force  for  each? 


3.  United  Shoe  Machinery  Corporation 
lease  system 

The  United  Shoe  Machinery  Corporation,  manufacturing  a 
large  part  of  the  machinery  used  for  attaching  soles  to  uppers  in 
shoe  factories,  leased  seven  of  its  most  important  machines  to 
shoe  manufacturers  on  condition  that  they  pay  royalties  ranging 
from  less  than  1  cent  a  pair  to  4  cents  a  pair.  This  system 
of  leasing  originated  when  the  sewing  of  shoes  by  machine  began 
about  i860  with  the  McKay  sewing  machine.  A  large  sum  of 
money  had  been  spent  in  the  development  of  this  machine,  and 
under  the  conditions  then  prevailing  in  the  shoe  industry,  when 
shoes  were  made  by  hand  in  small  establishments,  no  shoe  manu- 
facturer, even  though  he  had  been  willing  to  risk  his  capital  in 
a  commercially  untried  device,  was  in  a  position  to  pay  for  the 
McKay  machine  a  price  calculated  to  reimburse  its  manufac- 
turers for  the  expenses  incurred  in  experimentation; 
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The  United  Shoe  Machinery  Corporation,  which  developed  out 
of  the  McKay  business,  manufactured  several  types  of  equip- 
ment for  shoe  factories,  including  machines  for  the  manufacture 
of  shoes  by  the  McKay  system,  turn  shoes,  metal  fastened  shoes, 
and  shoes  made  by  the  Goodyear  Welt  Process.  Goodyear  Welt 
shoes  were  of  the  best  quality,  and  the  United  Shoe  Machinery 
Corporation  specialized  primarily  on  those  machines. 

The  company  maintained  an  experimental  department  em- 
ploying several  hundred  people  solely  for  the  improvement  and 
development  of  its  machines.  As  an  example  of  the  attention 
given  to  inventions,  approximately  $1,000,000  was  spent  in  ex- 
perimental work  on  a  pulling-over  machine,  which  pulled  the 
upper  leather  over  the  last,  before  the  machine  was  commer- 
cially successful.  The  pulling-over  machine  had  1,182  parts  in 
the  operative  head,  862  of  which  moved  in  each  operation.  Like 
many  other  machines  manufactured  by  the  United  Shoe  Ma- 
chinery Corporation,  the  pulling-over  machine  required  delicate 
adjustment. 

In  all,  the  United  Shoe  Machiery  Corporation  manufactured 
over  350  machines,  many  of  them  designed  for  the  supplementary 
and  finishing  operations  incidental  to  the  attachment  of  soles 
to  uppers.  About  200  of  those  machines  were  sold  outright,  or 
occasionally  leased  at  the  option  of  the  user.  Those  that  were 
sold  outright  did  not  require  expert  attention  in  upkeep. 

Of  the  7  machines  that  were  leased  on  a  royalty  basis,  the  two 
most  important  were  the  Goodyear  Welter  and  Stitcher.  These 
machines  always  were  leased  together.  The  leases  of  the  United 
Shoe  Machinery  Corporation  were  for  17  years.  They  required 
that  the  shoe  manufacturer  use  the  machines  as  nearly  to  capacity 
as  possible  and  also  that  the  company  might  inspect  the  machines 
at  any  time  and  at  its  own  option  replace  any  machine  without 
expense  to  the  shoe  manufacturer.  The  leases  further  required 
that  repair  parts  should  be  purchased  from  the  United  Shoe  Ma- 
chinery Corporation.  The  company  occasionally  shifted  machines 
from  one  factory  where  they  were  not  being  used  to  full  capacity 
to  another  factory  which  needed  additional  equipment. 

The  reasons  for  the  continuance  of  the  company's  leasing  sys- 
tem were  stated  as  follows  in  1923. 

The  field  for  the  use  of  such  machinery  as  that  manufactured 
by  the  United  Shoe  Machinery  Corporation  was  limited.    In  the 
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United  States,  for  instance,  somewhat  over  300,000,000  pairs  of 
.hoes  were  manufactured  annually  in  the  plants  of  approximately 
1,300  manufacturers.  Each  of  the  machines  made  by  the  cor- 
poration had  a  daily  capacity  of  from  150  to  7,000  pairs.  Thus 
1,000  machines  with  a  capacity  of  1,000  pairs  daily  working  300 
days  a  year  would  have  been  sufficient  to  meet  domestic  require- 
ments. In  consideration  of  the  limited  field  and  the  high  cost  of 
developing  the  machines,  the  United  Shoe  Machinery  Corporation 
could  not  have  afforded  to  spend  large  sums  in  development  and 
improvement  had  it  not  been  for  the  existence  of  the  leasing  sys- 
tem. Under  the  leasing  system,  however,  it  was  to  the  material 
interest  of  the  company  to  develop  new  improvements. 

There  were  from  100  to  160  operations  in  manufacturing  a 
shoe.  These  were  successive  processes  in  which  as  many  as  70 
machines  operated  consecutively  on  the  same  piece  of  leather. 
An  even  flow  of  work  through  the  factory  was  essential  to  main- 
tain the  temper  of  the  leather.  Since  the  operations  were  suc- 
cessive, the  breaking  down  of  any  machine  stopped  the  whole  flow 
of  work.  The  large  number  of  delicate  parts  in  the  principal 
machines  and  the  necessity  of  their  being  adjusted  to  a  nicety 
required  quick  and  competent  service  as  a  prime  essential.  Only 
a  large  shoe  manufacturing  company  would  have  been  in  a  posi- 
tion to  maintain  a  service  department  capable  of  keeping  the 
machines  running  smoothly  at  all  times.  Under  the  leasing  sys- 
tem all  service  and  repair  requirements  were  taken  care  of 
promptly  by  the  United  Shoe  Machinery  Corporation  through  its 
service  departments  in  each  of  the  shoe  manufacturing  districts. 

Most  of  the  machines  that  were  not  sold  performed  auxiliary 
and  supplementary  operations  and  were  furnished  without  charge 
to  shoe  manufacturers  using  the  royalty-paying  machines.  The 
auxiliary  machines  enabled  faster  and  better  production  and  were 
to  be  used  only  in  connection  with  the  Goodyear  Welter  and 
Stitcher.  Prior  to  1922  the  use  of  such  auxiliary  machines  in  con- 
nection with  machines  made  by  any  other  manufacturer  was  sub- 
ject to  a  royalty  so  high  as  to  be  practically  prohibitive.  For 
instance,  the  United  Shoe  Machinery  Corporation  developed  a 
heel-compressing  machine  and  a  trimming  machine  to  be  used  on 
Goodyear  Welt  shoes  in  connection  with  its  heel-attaching  ma- 
chine.   Shoe  manufacturers  were  enabled  to  secure  better  results 
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and  a  larger  output  from  the  heel-attaching  machine  by  the  use 
of  the  auxiliary  devices. 

Other  machines,  such  as  metal  fasteners  and  eyelet  machines, 
were  furnished  to  shoe  manufacturers,  prior  to  1922,  on  condi- 
tion that  supplies  for  those  machines  be  purchased  only  from 
the  United  Shoe  Machinery  Corporation.  The  prices  of  the 
supplies  included  the  royalty.  There  were  two  reasons  why 
the  United  Shoe  Machinery  Corporation  preferred  to  use  these 
terms  for  such  machines.  In  the  case  of  metal  fasteners,  for 
instance,  the  machines  were  complicated,  and  it  was  necessary 
that  the  screw  wire  be  exactly  the  right  size  thread  and  of  the 
right  malleability  so  that  the  machine  would  operate  properly. 
The  same  was  true  of  the  eyelet  machines.  The  eyelets  were 
fed  through  a  raceway,  and  a  delicate  adjustment  of  the  machine 
required  a  high  degree  of  accuracy  in  the  materials.  In  order 
that  a  large  output  of  work  might  be  secured  from  such  ma- 
chines, the  United  Shoe  Machinery  Corporation  desired  to  retain 
control  of  the  materials  used.  In  the  second  place,  the  most 
accurate  way  to  measure  the  amount  of  work  done  by  such 
machines  was  the  amount  of  material  used,  since  the  number  of 
slugs  put  in  the  heel  of  a  shoe,  for  example,  varied  according  to 
the  style  of  shoes  produced  by  the  manufacturer.  Thus,  the 
most  convenient  method  of  collecting  a  royalty  proportionate  to 
the  amount  of  work  actually  performed  by  those  machines  was 
the  inclusion  of  the  royalty  in  the  price  of  the  supplies.  There 
was  no  charge  for  those  machines  other  than  the  royalty  included 
in  the  price  of  the  materials.  Other  materials  made  by  the 
United  Shoe  Machinery  Corporation  were  sold  on  the  ordinary 
commercial  basis  in  competition  with  other  supply  manufac- 
turers. 

The  leasing  system  of  the  United  Shoe  Machinery  Corporation 
was  the  subject  of  prolonged  litigation  under  the  Sherman  and 
Clayton  acts.  It  was  attacked  by  the  government  as  constituting 
undue  restraint  of  trade  and  tending  toward  a  monopoly.  In 
the  cases  brought  under  the  Sherman  Act,  the  decision  was  in 
favor  of  the  United  Shoe  Machinery  Corporation.  On  April  17, 
1922,  however,  the  United  States  Supreme  Court,  in  reviewing 
the  decision  of  a  lower  court  in  a  case  brought  against  the  United 
Shoe  Machinery  Corporation  under  the  Clayton  Act,  handed 
down  a  decision  adverse  to  the  United  Shoe  Machinery  Corpora- 
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tion.  The  decision  prohibited  the  United  Shoe  Machinery  Cor- 
poration from  compelling  by  lease  agreement  the  exclusive  use 
of  its  machines  and  from  enforcing  an  alternative  royalty  clause, 
found  to  be  prohibitive,  upon  all  footwear  manufactured  in  fac- 
tories where  machines  of  competitors  also  were  used.  The  deci- 
sion also  held  invalid  the  agreement  by  which  the  company 
required  manufacturers  using  specified  machines  to  purchase 
supplies  from  it. 


4.  Carton  Machinery  Company 
lease  system 

From  the  time  of  its  organization  in  1890  until  about  19 10 
the  Carton  Machinery  Company  had  leased  its  packaging  ma- 
chines to  manufacturers  of  packaged  products  for  periods  of  10 
years.  The  custom  of  the  trade  at  that  time  was  to  distribute 
practically  all  packaging  and  wrapping  machinery  under  leases; 
the  users  of  the  machines  ordinarily  preferred  a  lease  contract 
to  an  outright  purchase.  After  19 10,  however,  many  of  the 
larger  users  of  packaging  machinery  offered  to  purchase  the 
machinery.  In  order  to  conform  to  this  change  in  trade  custom, 
the  Carton  Machinery  Company  then  had  offered  its  machines 
either  for  purchase  or  lease.  The  relative  number  of  machines 
distributed  on  leases  as  compared  with  the  number  sold  outright 
had  diminished  steadily  until  in  1925  the  number  let  out  on  lease 
represented  only  about  10%  of  the  total  number  of  machines 
distributed  during  the  year,  while  10  years  previously  the  ma- 
chines distributed  on  lease  annually  had  amounted  to  about  75% 
of  all  machines  distributed  during  a  year.  The  company  debated 
in  1926  whether  to  attempt  to  increase  the  number  of  machines 
put  out  on  lease  or  whether  to  discontinue  the  leasing  system. 

The  Carton  Machinery  Company  manufactured  packaging 
machinery  to  fill,  seal,  and  label  packages.  The  machines  were 
adapted  for  use  in  packaging  any  sort  of  dry  free-flowing  mate- 
rial such  as  flour,  cereal,  and  coffee.  Since  the  capacity  of  such 
machines  was  about  18,000  packages  a  day  and  the  unit  price 
ranged  from  about  $3,000  for  a  single  operation  machine  to 
$18,000  for  a  set  of  machines  for  all  packaging  operations,  the 
market  for  the  machines  practically  was  limited  to  large  manu- 
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facturers  of  nationally  advertised  products.  The  company  had 
less  than  500  regular  customers.  Sales  totaled  over  $1,500,000 
in  1925,  and  during  the  preceding  five  years  the  company  had 
spent  annually  between  $100,000  and  $150,000  in  development 
work  to  improve  its  machinery.  The  sales  organization  of  the 
company  was  small  and  consisted  of  branches  in  New  York, 
Boston,  Chicago,  and  San  Francisco,  with  one  or  two  salesmen 
and  a  field  service  man  in  each  branch.  Salesmen  were  paid  a 
commission  of  5%  on  sales.  On  lease  contracts  salesmen  re- 
ceived the  5%  commission  figured  on  the  total  income  to  be 
secured  from  the  lease  over  the  10-year  period. 

Although  the  Carton  Machinery  Company  was  one  of  the 
leading  manufacturers  of  packaging  machinery,  it  never  had  had 
a  monopoly  through  designs  or  patents.  There  were  at  least  two 
competing  companies  which  manufactured  complete  lines  of 
packaging  machinery  which  would  perform  the  same  functions 
as  the  machinery  of  the  Carton  Machinery  Company.  These 
competing  companies  usually  followed  the  same  practices  as  the 
Carton  Machinery  Company  in  terms  of  sale. 

The  terms  of  the  lease  contracts  which  the  company  granted 
during  1925  provided  for  a  lease  of  10  years.  The  lessee  agreed 
to  make  an  initial  payment  amounting  to  35%  of  the  selling  price 
of  the  machine,  and  to  make  equal  annual  rental  payments  of 
such  amount  that  the  total  payments  which  the  lessor  received 
in  the  10  years  would  amount  to  10%  more  than  the  initial  sell- 
ing price,  plus  interest  at  6%  on  the  unpaid  balance  over  the 
10-year  period.  The  contract  was  so  drawn  that  the  Carton  Ma- 
chinery Company  in  case  of  bankruptcy  of  the  lessee  could  re- 
cover the  machinery  and  present  a  claim  which  ranked  with  other 
creditors  for  the  balance  of  the  10-year  rental.  The  Carton 
Machinery  Company  rendered  installation  service  and  gave  advice 
through  its  field  expert  service  men  for  a  charge  of  $15  a  day. 
After  installation  the  expert  service  men  were  available  at  the 
branches  and  the  lessee  could  secure  repair  services  by  paying 
the  transportation  expenses  of  the  service  men  to  and  from  the 
nearest  branch,  and  $15  a  day  for  the  time  spent  by  the  service 
men  in  making  repairs.  The  use  of  expert  service  men  was 
necessary  only  for  remedying  major  difficulties  and  for  over- 
hauling. Most  of  the  day-to-day  adjustments  and  minor  repairs 
could  be  cared  for  by  the  mechanics  to  be  found  in  the  factories 
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of  all  lessees.  The  Carton  Machinery  Company  kept  a  stock 
of  repair  parts  which  the  lessee  could  purchase,  and  the  company 
agreed  to  replace,  free  of  charge,  any  parts  found  defective 
within  a  year  of  the  start  of  the  lease  and  any  parts  which  be- 
came unfit  for  use  on  account  of  wear  during  the  term  of  the 
lease.  The  value  of  these  repair  parts  over  the  10  years 
amounted  to  about  1%  of  the  original  value  of  the  machine. 
The  company  did  not  furnish  free  repair  parts  for  machines  sold 
outright.  Outright  purchasers  also  had  to  pay  $15  a  day  and 
traveling  expenses  for  the  services  of  expert  service  men.  The 
lease  contracts  entered  into  during  1925  did  not  differ  materially 
from  those  drawn  up  during  preceding  years. 

From  the  standpoint  of  the  Carton  Machinery  Company  it  was 
more  profitable  to  lease  the  machines  than  to  sell  them.  The 
financial  risk  involved  in  leasing  the  machines  had  proved  rela- 
tively small,  and  this  risk  over  a  period  of  years  had  been  de- 
creasing as  the  companies  which  manufactured  food  products 
became  stronger  financially.  On  the  leased  machines  the  com- 
pany secured  over  a  10-year  period  an  additional  10%  of  the 
selling  price  of  the  machine  and  was  reimbursed  for  ordinary 
financing  charges.  The  machines,  at  the  end  of  the  10-year 
period,  usually  were  in  good  operating  condition  but  had  little 
more  than  scrap  value  since  improved  models  usually  had  been 
introduced  which  made  the  older  machines  partially  obsolete. 
In  many  instances,  however,  the  lessees  at  the  end  of  10  years 
had  renewed  the  leases  on  the  machines  for  an  additional  10-year 
period  at  the  same  annual  rental  payment.  In  most  other  in- 
stances the  lessees  at  the  end  of  the  10  years  had  purchased  new 
machinery  from  the  Carton  Machinery  Company  to  replace  the 
leased  machinery.  The  actual  operating  life  of  the  machinery 
was  from  15  to  20  years  and  a  few  customers  who  had  purchased 
machinery  outright  operated  the  machines  for  periods  longer 
than  15  years. 

The  officials  of  the  Carton  Machinery  Company  attributed 
the  change  during  191  o  to  1925  from  leasing  to  outright  selling 
in  the  packaging  machinery  trade  to  certain  changes  in  economic 
conditions.  Prior  to  19 10  the  companies  which  used  packaging 
machinery  for  the  most  part  were  relatively  small  and  had  lim- 
ited capital.  Most  food  products  then  were  sold  in  bulk,  with 
the  result  that  many  food  product   manufacturing  companies 
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had  not  developed  wide  distribution  or  recognition  for  their 
brands.  Because  of  their  limited  capital,  these  companies  pre- 
ferred to  lease  packaging  machinery  and  often  the  manufactur- 
ing companies  which  used  packaging  machinery  had  secured  a 
greater  rate  on  their  capital  by  employing  it  in  other  branches 
of  their  business  and  leasing  the  packaging  machinery  at  a  cost 
over  a  io-year  period  which  was  higher  than  the  purchasing 
price  would  be.  After  1910,  as  the  food  products  companies 
grew  in  capital  resources  and  distribution,  they  became  more  and 
more  desirous  of  purchasing  packaging  machinery  rather  than 
leasing  it.  As  these  manufacturers  grew,  packaging  machinery 
came  to  represent  a  relatively  smaller  part  of  their  total  invest- 
ment in  plant  and  equipment. 

The  Carton  Machinery  Company's  sales  had  increased  stead- 
ily after  19 10.  The  annual  gross  receipts  of  the  company  from 
sales  and  lease  rentals  had  increased  from  about  $270,000  in 
191 2  to  over  $1,500,000  in  1925.  Yet  during  this  same  period, 
the  total  value,  after  depreciation,  of  machines  leased  fluctuated 
between  $650,000  and  $700,000.  The  company  depreciated  the 
value  of  the  leased  machines  on  its  balance  sheet  at  the  rate  of 
10%  a  year  so  that  the  machine  values  were  written  off  entirely 
at  the  end  of  the  10-year  leases. 

The  company  decided  to  continue  offering  its  machinery  both 
for  lease  or  for  outright  sale  since  it  was  not  in  a  position  to 
compel  lease  terms  against  an  increasing  trade  preference  for 
outright  purchase.  The  company  considered  that  it  should  con- 
tinue to  offer  lease  terms  in  order  to  make  its  high-value  ma- 
chinery available  to  companies  of  small  capital.  The  following 
is  a  copy  of  the  lease: 

Carton  Machinery  Company: 

You  are  hereby  requested  to  install  in  our  factory  at 

Automatic  Machinery  for 


on  the  following  conditions: 

1.  We  will  begin  placing  said  machines  in  accordance  with  floor  plans 
and  full  instructions  which  you  will  furnish  us,  upon  the  arrival  of 
same  and  your  expert,  and  will  furnish  proper  floor  space,  shafting, 
tools,  power,  equipment  and  material  for  that  purpose,  also  a  competent 
millwright  and  sufficient  workmen  to  set  up  said  machines  under  the 
supervision  of  said  expert,  and  will  promptly  render  all  reasonable 
assistance  for  that  purpose.    Should  installation  be  delayed  by  us  be- 
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yond  sixty  (60)  days  after  arrival  of  equipment  at  our  plant,  we  agree 
to  pay  at  expiration  of  said  sixty  (60)  days,  initial  payment  and  rental 
from  that  date  at  rates  as  specified  in  paragraph  2,  section  A,  subject 
to  complete  refund  if  on  installation  and  test  all  guaranties  are  not 
fully  met. 

Should  your  expert  be  unable  to  complete  installation  and  test  be- 
cause of  any  lack  of  readiness  on  our  part,  and  thereby  be  required  to 
make  subsequent  trips  to  our  plant,  we  agree  to  pay  for  any  such  addi- 
tional trips  at  rate  specified  in  paragraph  10. 

2.  The  said  machines  shall  be  given  a  trial  by  said  expert  and  if 

during  such  trial  they  reach  a  speed  of packages  per 

minute,  that  fact  shall  constitute  an  acceptance  of  said  machines  by  us 
upon  the  terms  and  conditions  set  forth  in  the  lease  attached  hereto 
marked  "Lease  A,"  and  said  lease  shall  thereupon  be  in  full  force  and 
effect,  and  we  will  thereupon  pay  you  for  said  expert's  time  and  services 
at  the  rate  of  fifteen  (15)  dollars  per  day  from  the  date  of  his  arrival 
at  our  factory  and  at  that  rate  while  teaching  our  employees  to  operate 
said  machines.  (See  paragraph  No.  1.)  Provided,  however,  if  upon 
trial,  the  machines  fail  to 

at  speed  above  mentioned,  you  are  to  remove  the  same  at  your  own 
expense  and  without  any  charge  for  said  expert's  services. 

3.  After  the  acceptance  of  said  machines,  as  provided  in  paragraph  2 
hereof,  we  are  to  be  entitled  to  the  free  use  of  said  machines  for  a  period 
of  two  weeks,  before  the  rental  period  provided  in  said  lease  shall  com- 
mence. 

4.  Said  machines  shall  remain  your  property. 

Yours  truly, 


Dated By 

At 


LEASE  A 
Carton  Machinery  Company 

having  its  offices  in  Chicago,  Illinois  (hereinafter  called  the  Lessor), 

hereby  leases  unto of 

State  of (hereinafter  called  the  Lessee), 

No 

owned  by  the  Lessor,  which  has  affixed  to  it  metal  plate  bearing  num- 
bers of  machines,  and  licenses  the  use  thereof  by  the  Lessee  during  the 
term  of  this  lease,  and  such  renewals  thereof  as  may  be  made  as  here- 
inafter provided,  in  consideration  of  the  performance  by  the  Lessee  of 
each  of  the  following  agreements,  and  upon  the  condition  that  all  the 
terms,  stipulations  and  agreements  in  this  lease  contained,  are  fully 
kept  and  observed. 

1.  The  Lessee  agrees  to  use  the  machines  only  in  the  State  of 
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and  only  for  the  purpose  of ; 

to  keep  the  machines  in  good  order  and  condition;  to  procure  of  the 
Lessor  or  its  agents  all  parts  for  repairing  same  and  to  insert  such  parts 
at  the  Lessee's  own  cost  and  charge. 

2.  The  Lessee  agrees  to  pay  the  Lessor  as  rent  for  the  use  of  said 

machines  the  sum  of Dollars  when  machines  are  accepted, 

and  the  further  sum  of Dollars  monthly  on  the  first  day 

of  each  calendar  month  thereafter,  all  payments  to  be  made  at  Lessor's 
office  in  Chicago,  Illinois. 

3.  The  Lessee  agrees  to  pay  freight  and  carting  and  be  responsible 
to  the  Carton  Machinery  Company,  for  the  machines  to  the  extent  of 

their  value  which  is  hereby  agreed  to  be Dollars,  in  case 

of  loss,  injury,  or  destruction  from  any  cause  whatever. 

4.  The  Lessee  agrees  not  to  make  or  allow  any  alterations  or  addi- 
tions to  the  machines  hereby  leased  nor  to  the  metal  plate  affixed 
thereto. 

5.  The  Lessee  agrees  that  if  it  operates  said  machines  in  conjunc- 
tion with  any  other  machine  or  attachment,  without  having  first  ob- 
tained the  written  consent  of  the  Lessor,  it  will  pay  for  the  use  of  the 
machines  hereby  leased  double  the  rental  provided  in  paragraph  2 
hereof,  for  the  time  it  is  so  operated,  provided,  however,  the  Lessor  by 
demanding  and  accepting  said  increased  rental  shall  not  be  held  to  have 
waived  any  other  right  of  action  or  remedy  it  may  have  on  account  of 
its  said  machines  being  operated  as  aforesaid. 

6.  The  Lessee  agrees  that  the  machines  hereby  leased  will  not  be  run 
more  than  three  hundred  (300)  hours  in  any  one  month  except  with 
the  written  consent  of  the  Lessor.  If  the  machines  are  operated  more 
than  three  hundred  (300)  hours  in  any  one  month  the  Lessee  shall  pay 

to  the  Lessor Dollars  rental  for  the  machines  for  that 

month,  and  collection  of  said  increased  rental  by  the  Lessor  or  the  right 
to  do  shall  not  be  construed  to  or  constitute  a  waiving  of  the  breach  of 
this  lease  by  the  Lessee  in  so  operating  said  machines. 

7.  The  Lessee  shall  pay  all  taxes  of  any  kind  which  may  be  assessed 
on  the  machines  hereby  leased  while  they  are  held  subject  to  this  lease. 

8.  The  Lessee  agrees  that  the  agents  of  the  Lessor  shall  be  permitted 
at  all  reasonable  times  to  have  access  to  the  machines  to  inspect  their 
use  and  operation  or  to  alter  them,  or  to  add  improvements  thereto. 

9.  The  Lessor  agrees  to  supply  to  the  Lessee  free  of  charge  f.o.b. 
Chicago,  any  part  of  said  machines  found  defective  within  one  year 
from  date  of  its  acceptance  or  unfit  for  use  on  account  of  wear  during 
the  term  of  this  lease. 

10.  Lessor  agrees  to  send  expert  to  factory  of  Lessee  at  any  time 
Lessee  may  request.  The  Lessee  agrees  to  pay  said  expert's  traveling 
expenses  and  also  to  pay  his  salary  at  the  rate  per  day  provided  in 
paragraph  2  of  the  original  application  attached  hereto. 
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11.  This  lease  is  not  assignable  by  the  Lessee  or  by  operation  of  law 
and  the  Lessee  agrees  not  to  attempt  to  make  any  assignment  or  trans- 
fer of  this  lease. 

12.  If  any  failure,  breach,  or  default  be  made  or  attempted  by  thr 
Lessee  in  the  performance,  observance  or  carrying  out  of  any  of  the 
terms,  provisions,  agreements,  or  stipulations  contained  in  any  para- 
graph of  this  lease,  or  if  the  Lessee  becomes  insolvent  or  bankrupt  or 
makes  a  deed  of  trust  or  assignment  for  the  benefit  of  creditors,  or  if 
a  receiver  of  Lessee's  property  to  be  appointed,  or  if  a  sale  or  removal  of 
the  machines  be  made  or  attempted,  or  if  any  distress,  execution  or 
attachment  be  levied  thereon,  then  this  lease  may  at  the  election  of  the 
Lessor  be  terminated. 

13.  The  Lessor  is  authorized  upon  any  termination  of  this  lease  to 
enter  upon  any  premises  where  the  machines  may  be  and  to  take  pos- 
session thereof  and  remove  them,  and  for  that  purpose  may  effect 
forcible  entry  without  being  liable  for  any  trespass  or  damage  caused 
thereby,  and  the  Lessee  shall  not  thereby  be  released  from  any  claim 
which  the  Lessor  then  has  against  the  Lessee  for  rent  or  otherwise,  and 
all  expense  which  Lessor  may  be  put  to  in  taking  possession  of  said 
machines  and  returning  them  to  its  factory  in  Chicago  shall  be  paid 
by  the  Lessee. 

14.  Whenever  this  lease  is  terminated  before  the  expiration  of  any 
term  all  rent  for  the  balance  of  said  term  shall  thereupon  at  once  be- 
come due  and  payable  and  the  taking  possession  hereunder  of  said 
machines  by  the  Lessor,  or  the  subsequent  sale,  lease,  or  use  thereof  by 
it  shall  not  operate  to  the  contrary,  or  to  cancel  said  rent,  or  constitute 
a  waiving  the  right  to  collect  the  same. 

15.  The  Lessor  or  the  Lessee  may  terminate  this  lease  at  the  expira- 
tion of  ten  years  from  the  date  of  the  acceptance  of  the  machines,  by 
giving  in  advance  to  the  other  party  hereto  not  less  than  sixty  or  more 
than  sixty-five  days  before  the  expiration  of  said  period,  written  notice 
of  its  intention  so  to  terminate  it  and  if  not  so  terminated  this  lease 
shall  continue  in  force  for  a  subsequent  term  of  ten  years,  during  which 
subsequent  term  it  may  in  like  manner  be  terminated  and  so  on  in- 
definitely; any  such  notice  of  termination  to  take  effect  only  at  the 
expiration  of  ten  years  from  the  acceptance  of  the  machines,  or  ten 
years  from  date  of  last  renewal  or  extension,  provided  that  in  order  to 
render  effectual  any  such  notice  of  termination  by  the  Lessee,  the  Lessee 
shall  at  the  end  of  said  term  deliver  the  machines  in  good  order  to  the 
Lessor  at  said  Chicago  with  the  rent  therefor  paid  up  to  the  last  day 
of  the  month  in  which  the  machines  are  returned,  and  pay  all  proper 
charges  of  the  Lessor  and  the  express  or  freight  on  the  machines. 

16.  None  of  the  terms  of  this  lease  shall  be  held  to  have  been  waived 
or  altered  unless  such  waiver  or  alteration  is  in  writing  and  has  been 
signed  by  the  general  manager  or  other  specially  authorized  officer  of 
the  Lessor. 
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17.  If  at  any  time  the  Lessor  fails  to  exercise  the  right  to  terminate 
this  lease  provided  for  in  paragraphs  12  and  15  hereof,  or  fails  to  en- 
force against  Lessee  any  action,  right  or  remedy  it  may  have  for  any 
breach,  or  default,  or  attempted  breach  of  any  agreement  term,  pro- 
vision or  stipulation  contained  in  this  lease,  such  failure  shall  not  be 
construed  to  constitute  a  waiver  of  the  right  at  any  time  thereafter  to 
exercise  said  right  as  provided  in  said  paragraphs,  or  to  enforce  said 
action,  right  or  remedy  against  Lessee  and  such  conduct  shall  not  be 
considered  to  constitute  a  waiver  or  modification  of  any  of  the  pro- 
visions of  this  lease  or  excuse  the  Lessee  from  the  full  observance  or 
performance  thereof. 

18.  The  Lessee  hereby  agrees  not  to  seek  to  justify  any  breach,  de- 
fault or  attempted  breach  or  default  of  any  of  the  terms,  stipulations 
or  agreements  contained  in  this  lease,  by  disputing,  denying,  or  con- 
testing the  validity  of  any  patents  whether  issued  or  applied  for,  and 
owned  or  controlled  or  applied  for  by  the  Lessor,  and  covering  or  relat- 
ing to  any  invention  embodied  in  said  machines,  or  any  part  thereof, 
and  agrees  that  it  will  not  contest  or  deny  the  validity  of  any  claim  or 
patent  allowed  the  Lessor  by  the  United  States  Government  affecting 
machines  or  devices  controlled  or  owned  by  the  Lessor,  and  hereby 
expressly  waives  any  right  to  do  so,  and  for  the  purposes  of  this  lease 
acknowledges  the  validity  of  said  patents  and  patent  rights,  and  agrees 
that  this  agreement  may  be  pleaded  in  estoppel  of  its  exercising  any 
such  a  right  in  any  legal  proceedings  in  which  it  may  directly  or  in- 
directly be  interested  or  a  party  thereto. 

In  Witness  Whereof,  these  presents  have  been  executed  by  the 
Lessor  by  its  general  manager  this day  of ,  19. . . . 


5.  National  Rock  Drill  Company 
selection  of  distribution  channels 

The  National  Rock  Drill  Company,  a  subsidiary  of  a  large 
pneumatic  tool  corporation  located  in  Chicago,  was  organized 
in  1907  to  manufacture  rock-drilling  machines  for  use  in  metal 
ore  mines.  The  subsidiary  company  at  first  distributed  its  prod- 
ucts on  a  small  scale  by  means  of  one  salesman,  who  traveled  in 
mining  districts  to  sell  directly  to  mining  companies.  The  fac- 
tory of  the  subsidiary  company  was  separated  from  that  of  the 
main  company  in  1922,  and  the  subsidiary  company  thereafter 
intensified  its  sales  efforts  by  increasing  its  sales  force  for  direct 
selling.  In  1924,  by  a  few  changes  in  design,  the  company 
adapted  its  mining  tools  for  use  in  rock  quarries  and  in  such 
work  as  pavement  breaking  and  demolition  of  concrete  struc- 
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tures.     The  company  had  to  decide  in  1924  what  channels  of 
distribution  to  adopt  for  its  new  line  of  construction  tools. 

The  parent  pneumatic  tool  corporation  had  organized  the 
National  Rock  Drill  Company  primarily  to  avoid  the  prejudice 
of  mining  companies  against  the  products  of  large  manufacturers 
of  pneumatic  tools  who  made  mining  tools  as  a  side  line.  The 
National  Rock  Drill  Company  specialized  in  mining  tools  and 
by  1922  had  developed  four  types,  each  particularly  suited  to  a 
certain  class  of  work  in  metal  ore  mines.  The  company's  line 
of  rock-drilling  machines  consisted  of  "drifters"  weighing  125 
pounds  and  selling  for  $365  each;  "stopers"  weighing  from  75  to 
100  pounds  and  selling  for  $185  each;  "sinkers"  weighing  41 
pounds  and  selling  for  $175  each;  and  "augerjacks"  selling  for 
$170  each. 

Prices  quoted  by  the  National  Rock  Drill  Company  did  not 
vary  much  from  prices  for  competing  machines  of  similar  types. 
The  advantages  over  competing  rock  drills  which  the  National 
Rock  Drill  Company  claimed  for  its  products  were  higher  cut- 
ting speed,  less  vibration  and  consequently  less  fatigue  to  the 
operators,  greater  ease  of  holding,  and  light  weight  yet  durable 
construction  which  insured  lower  operating  and  repair  expenses. 
These  claims  the  company  had  substantiated  by  comparative 
tests  with  the  principal  competing  drills  under  actual  operating 
conditions.  A  drilling  machine  either  could  be  mounted  on  a 
frame  or  held  by  an  operator.  Air  was  conveyed  to  the  drill  by 
an  air  hose  from  an  air  compressor.  The  air  mechanism  under 
control  of  the  operator  caused  rapid,  sharp,  rotating  blows  to  be 
struck  on  the  drill,  so  that  the  drill  would  penetrate  and  wear 
away  the  rock.  The  drill  shanks  and  bits  were  detachable  and, 
when  worn,  could  be  replaced  by  new  ones. 

From  1907  to  1922  sales  of  the  National  Rock  Drill  Company 
had  been  irregular  with  a  small  over-all  increase.  Sales  in  1922 
amounted  to  about  $180,000.  At  that  time  the  company  had 
one  salesman  stationed  in  Denver  to  cover  the  Colorado  and 
Utah  mines,  and  one  salesman  whom  the  company  on  occasion 
sent  to  any  mining  district  in  the  United  States. 

The  company  chose  to  sell  directly  to  the  mining  companies 
because  its  competitors  were  well  established  and  it  was  judged 
that  their  competition  could  be  met  effectively  only  by  means  of 
personal  salesmanship  and  demonstration,  which  mine  supply 
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firms  or  manufacturers'  agents  would  fail  to  give.  The  National 
Rock  Drill  Company  had  five  important  competitors.  When 
the  company,  in  1922,  had  secured  a  separate  factory  and  had 
decided  to  develop  the  mines  market  more  intensively  than 
theretofore,  it  had  contemplated  distributing  its  products  through 
supply  firms  or  through  manufacturers'  agents,  but  had  decided 
to  continue  to  sell  directly. 

There  were  several  mine  supply  firms  in  each  mining  district. 
Some  of  these  firms  acted  as  exclusive  agents  for  competitors  of 
the  National  Rock  Drill  Company.  Others  were  available  as  dis- 
tributors of  the  company's  products  either  as  exclusive  agents 
carrying  stocks  or  on  a  commission  basis  with  the  drilling  ma- 
chines shipped  on  consignment.  The  supply  firms  stocked  a 
wide  range  of  mine  supplies  and  frequently  handled  the  prod- 
ucts of  several  manufacturers  of  different  types  of  mining  ma- 
chinery. The  competitors  of  the  National  Rock  Drill  Company 
who  distributed  through  mine  supply  firms  employed  missionary 
salesmen  to  visit  mine  superintendents  and  purchasing  agents  in 
order  to  interest  them  through  personal  salesmanship  and  demon- 
stration. The  supply  firms  stocked  repair  parts  and  new  drill 
shanks  and  bits  for  replacements. 

Manufacturers'  agents  were  available  who  would  sell  the  Na- 
tional drilling  machines  on  a  15%  or  20%  commission  basis. 
Such  agents  did  not  carry  stocks  and  usually  sold  two  or  more 
noncompeting  types  of  mining  equipment  and  machinery.  They 
usually  represented,  however,  only  manufacturers  of  heavy 
equipment  or  machinery  which  required  installation  service  and 
technical  advice.  The  companies  they  represented  frequently 
were  those  whose  potential  sales  in  any  one  mining  district  were 
not  large  enough  to  warrant  the  maintenance  of  direct-selling 
organizations.  When  negotiations  were  under  way  for  a  large 
order  or  installation,  the  manufacturer  commonly  sent  a  field 
engineer  to  assist  the  agent  in  completing  the  sale. 

Through  the  experience  of  its  two  salesmen,  the  National  Rock 
Drill  Company  had  learned  that  mine  superintendents  and  en- 
gineers were  the  key  factors  in  making  sales  of  drilling  machines. 
The  superintendents  and  engineers  specified  the  makes  of  ma- 
chines which  they  desired  to  have  used  in  the  mines,  and  the 
purchasing  agents  for  the  mines  bought  the  machines  specified. 
To  convince  a  mine  superintendent  of  the  merits  of  a  machine, 
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it  was  necessary  for  a  salesman  familiar  with  mining  technique 
to  visit  the  mine  superintendent  underground  and  demonstrate 
the  machine  under  actual  working  conditions.  Mine  purchasing 
agents,  it  had  been  learned,  preferred  to  purchase  such  equip- 
ment as  rock  drills  directly  from  the  manufacturing  company 
rather  than  through  agents  or  supply  firms. 

Mining  companies  maintained  their  own  repair  shops  and 
carried  stocks  of  repair  parts  and  replacements  parts.  They 
kept  the  tools  in  good  working  order  and  had  a  large  reserve  of 
tools  above  ground  to  send  below  without  delay  when  breaks 
occurred.  One  mine,  for  example,  had  150  drilling  machines. 
Of  these,  50  normally  were  working  below  ground  at  any  one 
time,  and  100  were  in  reserve  or  in  the  repair  shop.  The  com- 
pany's salesmen  reported  also  that  local  pride  in  the  various 
mining  districts  was  so  strong  as  to  place  at  a  disadvantage  a 
salesman  with  headquarters  at  Chicago  or  some  other  place  out- 
side the  locality  in  which  he  was  soliciting  orders.  Local  pride, 
as  well  as  natural  barriers,  also  made  it  difficult  for  a  manufac- 
turers' agent  or  supply  firm  located  in  one  mining  district,  such 
as  Denver,  to  sell  in  another  mining  district,  such  as  Salt  Lake 
City. 

After  the  company  had  decided  to  continue  to  sell  directly  to 
mining  companies,  it  began  to  expand  its  sales  force,  so  that  by 
1924  it  had  10  salesmen  selling  to  about  300  mining  companies. 
Each  salesman  had  a  territory  determined  by  the  location  of  the 
mining  centers,  the  natural  barriers,  and  the  "local  pride"  divi- 
sions. The  salesmen  chosen  were  men  with  mining  experience 
who,  in  many  instances,  were  acquainted  personally  with  mine 
executives  in  their  territories.  They  established  resident  head- 
quarters in  their  respective  territories;  each  salesman  usually 
had  an  office  or  shared  part  of  a  display  room  with  some  non- 
competing  company.  Each  salesman  received  a  salary  of  $250  a 
month,  and  the  company  paid  his  traveling  and  office  expenses, 
amounting  on  an  average  to  $300  a  month.  A  salesman  received 
a  bonus  of  2  %  of  his  salary  if  his  sales  in  any  accounting  period 
exceeded  five  times  his  direct  sales  expenses,  and  a  bonus  of  3% 
if  his  sales  amounted  to  more  than  six  times  his  direct  sales  ex- 
penses. Sales  had  increased  to  $230,000  in  1923  and  to  $336,- 
000  in  1924. 

During  1924  the  National  Rock  Drill  Company,  by  means  of 
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a  few  changes  in  design,  developed  from  its  original  line  of 
mining  tools  a  line  of  tools  for  use  in  rock  quarries  and  in  such 
construction  work  as  pavement  breaking,  excavation  in  rock  for- 
mations, and  demolition  of  concrete  structures.  The  company's 
rock-drilling  machines  for  use  in  construction  work  sold  for  from 
$170  to  $175.  The  paving  breakers  sold  for  from  $175  to  $195, 
and  a  hand-operated  pneumatic  spade  for  digging  clay  sold  for 
from  $80  to  $100. 

By  trying  out  its  new  line  of  tools  among  local  Chicago  road 
builders  and  construction  contractors  in  1924,  the  company 
satisfied  itself  that  its  tools  could  accomplish  more  work  in  a 
given  period  of  time,  with  less  air  consumption,  less  repair  and 
replacement  cost,  and  less  fatigue  to  operators,  than  could  any 
competing  tools. 

The  executives  of  the  National  Rock  Drill  Company  had  had 
no  experience  in  selling  to  the  class  of  persons  who  represented 
the  potential  market  for  its  new  line.  Rock  quarries  constituted 
a  minor  part  of  the  potential  market.  They  were  not  concen- 
trated geographically  or  in  large  purchasing  units  as  were  the 
mines.  The  major  market  for  the  new  line  of  tools  was  among 
construction  contractors,  particularly  those  engaged  in  road  and 
street  construction  and  repair.  Municipalities  whose  street  de- 
partments did  street  construction  or  repair  work  instead  of  let- 
ting such  work  out  to  contractors  also  were  potential  purchasers. 
The  market  for  the  new  line  of  tools,  therefore,  was  national 
in  extent,  and  the  number  of  potential  customers  was  large. 
The  individual  requirements  of  a  majority  of  the  contractors 
who  were  prospective  purchasers  of  such  tools  as  paving  breakers 
were  small,  probably  less  than  five  breakers,  and  they  ordinarily 
purchased  one  breaker  at  a  time,  whereas  mines  frequently  or- 
dered ten  or  more  machines  at  a  time. 

By  studying  the  technical  and  trade  publications  of  the  con- 
struction industries  and  by  interviewing  local  contractors,  dealers 
in  contractors'  supplies,  and  municipal  officers,  the  company 
learned  that  contractors  as  a  rule  purchased  their  equipment 
and  tools  from  contractors'  equipment  dealers.  Frequently  those 
dealers  rented  equipment  to  contractors.  Contractors'  equip- 
ment dealers  either  purchased  equipment  for  resale  or  accepted 
equipment  on  consignment  from  manufacturers  for  sale  to  con- 
tractors.   A  contractors'  equipment  dealer  sometimes  acted  as  an 
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exclusive  agent  for  an  equipment  manufacturer.  Often,  how- 
ever, such  a  dealer  represented  several  competing  or  noncompet- 
ing  manufacturers  without  any  exclusive  agency  arrangements. 
A  few  of  the  equipment  dealers  also  operated  large  construction 
companies.  Because  an  equipment  dealer,  in  order  completely 
to  supply  the  equipment  needs  of  contractors,  usually  repre- 
sented several  manufacturers  and  lines  of  equipment,  none  of  the 
manufacturers  represented  could  expect  the  dealer  to  sell  their 
particular  lines  aggressively. 

Although  the  generally  accepted  method  of  distributing  con- 
tractors' equipment  was  by  means  of  the  equipment  dealers,  a 
few  companies  manufacturing  such  equipment  as  steam  shovels, 
concrete  mixers,  trucks,  and  air  compressors  had  branch  offices 
and  used  salesmen  to  sell  directly  to  contractors.  The  executives 
of  the  National  Rock  Drill  Company,  however,  were  of  the  opin- 
ion that  for  the  new  line  the  type  of  direct  sales  efforts  which 
the  company  used  in  selling  to  mining  companies  would  be  more 
costly  and  less  satisfactory  than  selling  through  equipment 
dealers.  The  company's  service  problem  for  the  contracting 
line  might  become  serious  if  direct  selling  were  attempted.  Con- 
tractors, as  a  rule,  did  not  keep  on  hand  a  supply  of  repair  parts, 
as  did  mining  companies.  Because  of  the  rough  type  of  work 
for  which  such  machines  as  the  company  manufactured  were 
used,  and  the  necessarily  delicate  mechanism  of  the  air  control 
and  application,  the  machines  were  frequently  in  need  of  repair. 
The  company  had  observed  that  contractors  took  less  care  of 
their  tools  than  the  mining  companies  did  and  that  the  con- 
tractors' operators,  taken  from  the  ranks  of  unskilled  labor,  often 
continued  to  operate  the  machines  after  they  were  in  need  of 
repair.  Although  the  machines  were  made  so  that  the  replace- 
ment of  worn  and  broken  parts  was  comparatively  simple,  the 
making  of  repairs  was  beyond  the  skill  of  the  ordinary  workman. 
Contractors  relied,  therefore,  upon  the  supply  firms  and  equip- 
ment dealers  for  immediate  service  in  supplying  parts  and  in 
providing  repair  service. 

Since  other  manufacturers  had  been  selling  such  contracting 
tools  as  paving  breakers  for  several  years,  the  National  Rock 
Drill  Company  was  at  a  disadvantage  in  selecting  distributors. 
Most  of  the  leading  equipment  dealers  already  were  representing 
competitors  of  the  National  Rock  Drill  Company.    The  company 
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was  at  a  further  disadvantage  in  that  it  did  not  manufacture 
movable  air  compressors.  Air  compressors  used  in  mines  ordi- 
narily were  stationary,  whereas  for  use  in  construction  work 
air  compressors  were  mounted  on  trucks  to  be  taken  from  one  job 
to  another.  Two  of  the  company's  leading  competitors  made 
movable  air  compressors  as  well  as  pneumatic  tool  equipment. 
The  National  Rock  Drill  Company's  tools  could  be  attached  by 
air  hose  to  any  make  of  compressor.  The  company,  in  1924,  in 
order  to  lessen  the  competitive  disadvantage  which  it  suffered 
through  not  making  movable  air  compressors,  made  selling  ar- 
rangements with  three  companies  which  manufactured  movable 
air  compressors  but  did  not  make  air  tools.  Those  companies 
sold  to  all  industries  using  compressed  air  machinery.  They 
sold  to  contractors  through  equipment  dealers.  According  to 
the  arrangements,  the  three  companies  agreed  to  sell  National 
paving  breakers  as  standard  equipment  with  their  air  compres- 
sors when  a  contractor  wished  to  purchase  a  complete  outfit. 
They  would  receive  a  small  commission  on  the  paving  breakers 
which  they  sold  as  equipment  for  their  compressors. 

The  pneumatic  tool  company  of  which  the  National  Rock 
Drill  Company  was  a  subsidiary  had  branch  sales  offices  in  seven 
large  cities  in  the  United  States.  It  manufactured  and  sold  a 
varied  line  of  pneumatic  tools  and  air  appliances,  such  as  air 
hand  drills,  hammers,  grinders,  and  riveters.  The  branch  offices 
of  that  company  could  assist  the  National  Rock  Drill  Company 
in  securing  and  retaining  equipment  dealers  for  the  new  line  of 
tools. 

The  National  Rock  Drill  Company  decided,  in  1924,  to  dis- 
tribute its  line  of  contractors'  tools  through  equipment  dealers. 
By  consulting  trade  directories  and  advertisements  in  trade 
papers,  it  secured  the  names  of  prospective  dealers  for  its  line. 
The  company  employed  one  salesman  to  visit  some  of  those  deal- 
ers and  entered  into  correspondence  with  others.  By  1926  the 
company  had  secured  70  dealers  who  agreed  to  represent  the 
company  and  to  carry  stocks  of  machines  and  repair  parts.  No 
exclusive  territories  were  granted.  Part  of  the  dealers  purchased 
outright  and  the  others  accepted  90-day  consignments  and  sold 
the  machines  on  commission.  The  commission  or  trade  discount 
was  20%  for  the  drilling  machines  and  10%  for  repair  parts. 
The  dealers  in  most  instances  agreed  not  to  sell  competing  lines 
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of  tools.  It  was  a  policy  of  the  company  to  secure  as  many 
reliable  dealers  as  possible.  The  company,  however,  attempted 
to  select  its  dealers  so  that  they  would  not  be  in  direct  competi- 
tion with  each  other  in  any  local  territory.  The  company  started 
a  trade-paper  advertising  campaign  in  1924,  using  publications 
which  circulated  among  construction  contractors,  others  inter- 
ested in  building  and  road  construction,  and  persons  in  the  rock- 
quarrying  industry.  The  total  sales  of  the  company  were  $460,- 
000  in  1925,  of  which  about  30%  was  represented  by  the  con- 
tractors' line.  The  sales  in  the  first  three  months  of  1926  were 
30%  above  those  for  the  corresponding  period  of  1925.  In  the 
mining  line,  sales  of  replacement  parts  in  1925  equaled  sales  of 
new  machines.  The  company  expected  this  condition  to  prevail 
for  the  contractors'  line  after  that  line  had  been  on  the  market 
for  two  or  three  years. 


6.  Ranier  Manufacturing  Company 
manufacturers'  agent 

The  Ranier  Manufacturing  Company,  of  Seattle,  manufactured 
pumps  to  be  attached  to  tanks  or  barrels  for  handling  liquids, 
such  as  lubricating  oils,  gasoline,  distillate,  kerosene,  turpentine, 
shellac,  varnish,  belting  cement,  vegetable  oils,  molasses,  syrup, 
and  flavoring  extracts.  The  chief  features  of  these  pumps  were: 
a  patented  drip  pan,  which  collected  all  drip  and  overflow,  strain- 
ing and  returning  this  to  the  container;  speed  in  pumping  heavy 
liquids;  prevention  of  evaporation;  and  special  facilities  to  assure 
ease  of  adjustment  and  operation. 

Four  hundred  and  fifty  of  these  pumps  had  been  installed  by 
one  railroad  company.  This  railroad  expended  annually  $700,000 
for  the  purchase  of  lubricating  oils.  Prior  to  the  installation  of 
these  pumps,  the  waste  of  oil  through  drippings  had  been  figured 
at  5%.  Most  of  this  waste  had  been  eliminated  by  the  use  of  the 
pumps.  The  pump  also  had  a  market  among  retail  merchants 
who  sold  oil  and  other  liquids  in  bulk.  Another  market  existed 
among  farmers  and  shop  owners  who  bought  liquids  in  barrel  lots. 

The  retail  selling  price  of  the  pump  was  $20.  To  wholesalers 
it  was  sold  for  $12  and  to  retailers  for  $16. 

The  Ranier  Manufacturing  Company  contemplated   making 
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arrangements  for  the  sale  of  its  pump  in  New  England.  Pre- 
viously it  had  sold  its  output  chiefly  along  the  Pacific  seaboard. 
The  manufacturer  would  pay  the  freight  charges  to  New  England. 
It  did  not  seem  practical  to  establish  a  wholesale  sales  branch  at 
such  a  distance  from  the  factory. 

One  means  that  was  suggested  for  developing  the  market  for 
this  pump  in  New  England  was  to  grant  an  exclusive  agency  for 
the  New  England  territory  to  a  firm  of  hardware  wholesalers  in 
Boston.  Another  proposal  was  to  arrange  with  a  manufacturers' 
agent,  who  also  represented  several  other  manufacturers  of  re- 
lated products,  to  sell  the  pump  on  commission  to  wholesale  pur- 
chasers. It  was  expected  that  it  would  be  necessary  to  pay  such 
an  agent  10%  of  his  sales  and  to  grant  him  an  exclusive  contract 
of  several  years'  duration. 


7.  Stetlow-Carroll  Company 
manufacturers'  agent 

The  Stetlow-Carroll  Company  manufactured  grinding  machines 
in  a  wide  variety  of  types,  ranging  in  selling  price  from  $1,500 
to  $15,000  each.  The  company  listed  its  grinding  machines  with 
manufacturers'  agents  operating  in  districts  where  there  was  a 
general  demand  for  machinery  of  this  type.  The  sales  agents 
sold  for  the  Stetlow-Carroll  Company's  account  and  received 
commissions  on  their  sales.  In  1923  the  sales  manager  of  the 
company  proposed  that  the  policy  should  be  changed,  and  that 
sales  should  be  made  directly  to  users  of  the  machines  by  sales- 
men employed  by  the  company.  The  sales  manager  had  reached 
the  conclusion  that  the  sales  agents  were  not  securing  an  adequate 
proportion  of  the  total  orders  placed  for  such  equipment  and  were 
not  fully  developing  the  potential  demand.  He  also  was  con- 
vinced that  the  reputation  of  the  company  suffered  in  some 
instances  because  the  wrong  type  of  machine  was  sold  through 
incorrect  recommendations  to  purchasers. 

The  company's  machines  were  designed  to  grind  all  kinds  of 
metal,  rubber,  glass,  marble,  and  other  materials.  Sales  were 
made  principally  to  manufacturers  of  automobile  parts,  tools, 
and  other  metal  articles. 
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The  agents  through  whom  the  company  was  selling  its  machines 
did  not  handle  competing  products.  In  order  to  secure  a  satis- 
factory volume  of  sales,  a  sales  agent  usually  sold  about  30  lines 
of  tools  and  accessories.  The  interests  of  an  agent,  therefore, 
were  so  divided  that  his  salesmen  were  not  thoroughly  familiar 
with  the  Stetlow-Carroll  Company's  machines  and  with  the  oper- 
ations for  which  the  various  machines  could  advantageously  be 
utilized.  Although  the  company  maintained  a  small  force  of 
traveling  demonstrators  who  assisted  in  selling  the  machines  and 
in  supervising  their  installation,  it  was  possible  for  these  demon- 
strators to  reach  only  a  relatively  small  number  of  the  potential 
purchasers. 

Inasmuch  as  a  purchase  of  such  installations  required  a  large 
investment,  each  purchaser  expected  the  machines  to  be  efficient 
in  operation.  That  result  could  not  be  assured  unless  the  proper 
type  of  machine  was  recommended  in  accordance  with  each  pur- 
chaser's requirements.  The  grinding  machines  embodied  compli- 
cated mechanisms  and  required  careful  installation  and  well- 
trained  mechanics  to  operate  and  maintain  them.  Each  machine 
ordinarily  could  be  adapted  for  several  purposes  by  the  addition 
of  one  or  more  special  parts. 

The  sales  manager  recommended  that,  if  the  company  ceased 
distributing  through  selling  agents,  one  or  more  of  its  own  sales- 
men should  be  placed  in  each  important  market  for  its  machines 
in  the  United  States.  These  markets  included  New  York,  Phila- 
delphia, Detroit,  Cleveland,  Pittsburgh,  and  Boston.  It  was 
estimated  that  before  he  began  to  solicit  orders  each  new  sales- 
man should  spend  from  six  months  to  a  year  in  the  factory  in 
order  to  acquire  familiarity  with  the  construction  and  perform- 
ance of  each  machine.  Then  one  or  more  of  these  salesmen 
would  be  assigned  to  each  of  the  company's  sales  offices,  to  be 
established  in  the  large  markets,  to  interview  potential  purchasers. 
When  a  prospective  customer  required  recommendations  regard- 
ing the  type  of  machine  to  purchase,  the  salesman  would  be  able 
to  submit  a  dependable  opinion,  and  after  a  sale  had  been  made 
the  salesman  would  supervise  the  installation  of  the  machine. 
Thereafter,  the  company  could  maintain  relationships  with  the 
user  through  the  salesman. 

The  company  decided  that  the  expense  of  maintaining  the 
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suggested  sales  offices  would  be  more  than  offset  by  the  increased 
volume  of  sales  to  be  secured  by  direct  solicitation.  Complaints 
also  could  be  dealt  with  more  expeditiously ;  it  was  apprehended 
that  under  the  existing  plan  much  of  the  correspondence  pertain- 
ing to  complaints  probably  never  reached  the  company  from  the 
selling  agents. 

Since  the  selling  agents  had  made  efforts  over  a  period  of 
years  to  build  up  clienteles  to  which  they  could  sell  grinding 
machines,  the  substitution  of  direct  selling  methods  by  the  com- 
pany was  expected  to  create  ill  feeling,  which  might  result  in  the 
company's  representatives  finding  it  difficult  to  approach  cus- 
tomers who  had  had  satisfactory  business  relations  with  the 
agents.  On  the  other  hand,  there  were  instances  in  which  the 
purchasers  were  dissatisfied  because  the  agents  had  recommended 
the  wrong  machines  and  had  failed  to  give  sufficient  supervision 
and  instruction  during  their  installation. 

The  direct  sales  plan  would  not  alter  appreciably  the  amount 
of  credit  granted  by  the  company  or  the  terms  of  sale.  It  was 
possible  that  with  complete  control  of  the  solicitation  of  orders 
a  small  reduction  might  be  made  in  the  losses  from  bad  debts. 

Inasmuch  as  the  company  assembled  and  shipped  machines 
only  after  orders  were  received,  the  district  offices  would  not 
have  to  carry  stocks  of  machines.  They  would  carry  stocks  of 
repair  parts,  however. 

The  Stetlow-Carroll  Company  adopted  the  policy  of  estab- 
lishing sales  offices  in  all  districts  where  there  appeared  to  be  a 
potential  demand  for  its  machines  adequate  to  permit  economical 
operation  of  the  offices.  A  few  selling  agents  were  retained  for 
securing  orders  in  agricultural  districts  in  the  South  and  West, 
where  the  number  of  possible  customers  was  small,  and  where 
the  demand  for  grinding  machines  could  not  be  increased  sub- 
stantially by  direct  sales  efforts. 


8.  Tuxbury  Chain  Company 
sales  branches 

A  sales  analysis  made  in  1923  showed  that  the  high-grade, 
machined  steel  roller  chains  which  the  Tuxbury  Chain  Company 
manufactured  in  approximately  100  designs  were  used  by  125 
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industries  either  for  the  transmission  of  power  in  plant  operations 
or  for  incorporation  into  machines  manufactured.  Annual  net 
sales  fluctuated  from  $1,000,000  to  $1,500,000. 

The  Tuxbury  Chain  Company  divided  its  products  into  two 
general  groups:  chains  for  use  as  drives  on  automobile  trucks, 
cement  mixers,  road  machines,  agricultural  machines,  and  other 
implements;  and  chains  for  power  transmission  on  mine  locomo- 
tives, canning  machines,  coal  stokers,  textile  machines,  tool 
machines,  and  similar  machinery.  The  company's  sales  were 
distributed  approximately  as  follows: 

Type  of  Chain  Percentage  Distribution 

For  use  in  plant  equipment: 

Standard  line — new  equipment  55 

Special  order  5 

Replacement  15 

For  use  in  trucks  and  implements: 

Standard  line — for  new  products  20 

Replacement  5 

Automobile  and  implement  manufacturers  and  also  industrial 
users  who  purchased  chains  in  large  quantities  preferred  to  buy 
directly  from  the  company.  Automobile  manufacturers  who  pur- 
chased Tuxbury  chains  as  fabricating  parts  for  their  products 
customarily  ordered  in  advance  of  their  needs,  except  in  periods 
of  business  depression.  Implement  manufacturers  usually  pur- 
chased only  for  immediate  needs.  Direct  sales  made  up  40% 
of  the  total  sales  volume.  The  company  sold  to  the  smaller 
industrial  users  chiefly  through  28  mill  supply  firms  located  in 
industrial  centers.  It  sold  chains  for  replacements  on  trucks  and 
implements  to  automotive,  farm  implement,  and  hardware  whole- 
salers who,  in  turn,  sold  to  garages  and  retailers.  As  a  modifi- 
cation of  this  system  of  distribution,  the  sales  manager  of  the 
company  proposed  the  establishment  of  sales  branches.  His  plan 
was  submitted  to  the  vice-president  in  charge  of  sales. 

Industrial  customers  who  purchased  chains  for  use  on  machines 
in  their  plants  ordered  when  new  machinery  was  installed  or  when 
existing  drives  wore  out.  Many  of  these  orders  from  industrial 
users  ranged  in  amount  from  $25  to  $50.  The  company  seldom 
received  orders  from  an  individual  industrial  user  more  than 
twice  a  year.  Frequently  these  customers  required  engineering 
advice.     The  Tuxbury  Chain  Company  endeavored  to  provide 
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this  service  through  five  engineer  salesmen  whom  it  sent  to  cus- 
tomers' plants  when  it  received  requests  for  advice,  either  directly 
or  through  wholesalers;  the  company  employed  no  other  sales- 
men. When  there  was  not  enough  technical  advisory  work  to 
keep  the  five  salesmen  occupied,  they  made  visits,  for  purposes 
of  sales  promotion,  to  mill  supply  firms,  automobile  and  imple- 
ment manufacturers,  and  industrial  customers  who  purchased 
directly  from  the  factory,  but  no  orders  were  solicited  on  these 
visits. 

Requests  for  the  manufacture  of  special  types  of  chains  were 
made  directly  to  the  company.  In  many  instances,  the  company 
suggested  slight  changes  in  the  designs  submitted  by  a  customer, 
in  order  to  reduce  the  cost  of  manufacturing  the  special  type  of 
chain  ordered.  These  recommendations  frequently  were  made 
by  correspondence.  Though  constituting  but  a  small  part  of  the 
total  sales  volume,  special  orders  were  profitable  and  appeared 
to  be  increasing  in  number.  The  four  major  competitors  of  the 
Tuxbury  Chain  Company  were  making  no  calculated  effort  to 
appeal  to  this  market.  The  experience  of  the  company  had  been 
that  on  the  average  one  type  of  chain  out  of  each  ioo  manufac- 
tured on  special  orders  was  worth  adding  to  the  standard  line. 

The  28  mill  supply  firms  maintained  stocks  ranging  in  amount 
from  $5,000  to  $15,000,  the  size  of  the  stocks  depending  upon 
the  requirements  of  the  locality  served.  Four  of  the  28  distribu- 
tors had  exclusive  agencies  for  Tuxbury  chains.  These  firms 
received  commissions  on  all  sales  of  Tuxbury  chains  in  their 
respective  districts,  except  sales  to  truck  or  implement  manu- 
facturers for  incorporation  in  their  products.  The  company  gave 
the  other  24  firms  special  discounts  which  permitted  them  to  sell 
Tuxbury  chains  in  their  own  localities  at  an  advantage  over  other 
wholesalers.  The  effect  of  this  preferential  discount  was  to 
restrict  sales  largely  to  the  favored  distributors.  All  Tuxbury 
distributors  had  stocks  of  supplies  other  than  chains  for  sale  to 
the  industries  in  their  districts.  For  example,  a  distributor  in 
the  South  sold  a  variety  of  supplies  for  textile  mills.  The  Tux- 
bury Chain  Company  suggested  that  its  wholesale  distributors 
take  a  20%  gross  margin  on  Tuxbury  chains.  The  company 
believed  this  to  be  lower  than  the  distributors'  average  gross 
margin  on  other  items.  There  was  no  assurance  of  uniform  price 
quotations  in  each  district.    It  was  unlikely,  however,  that  sell- 
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ing  prices  would  be  higher  than  those  suggested  by  the  company. 

The  plan  proposed  by  the  sales  manager  called  for  the  imme- 
diate establishment  of  5  branches  in  the  more  important  dis- 
tricts and  for  a  gradual  increase  of  that  number  to  15.  The 
sales  manager  believed  that  the  company  would  need  1 5  branches 
eventually  if  it  were  to  secure  the  benefits  from  aggressive  sell- 
ing.   The  branches  were  to  sell  all  types  of  Tuxbury  chains. 

The  average  inventory  necessary  for  each  branch  was  estimated 
at  $20,000.  The  Tuxbury  Chain  Company  always  had  main- 
tained from  60  days'  to  90  days'  stock  at  the  factory  for  the 
benefit  of  the  wholesale  distributors,  and,  even  with  a  branch 
organization,  a  factory  stock  department  would  have  to  be  main- 
tained. It  was  not  feasible  to  ship  parts  to  a  branch  and  assemble 
chains  there  as  ordered,  because  of  the  highly  skilled  labor  neces- 
sary for  assembling;  a  man  skilled  in  assembling  one  design 
commonly  was  not  adept  in  assembling  another.  It  was  likely, 
however,  that  the  amount  of  stock  carried  at  the  factory  could 
be  reduced  after  the  branch  organization  was  firmly  established. 
The  manufacturing  period  varied,  according  to  the  size  of  chain, 
from  5  days  to  2  weeks. 

Average  estimated  sales  per  branch  were  $40,000  for  the  first 
year.  The  annual  minimum  fixed  expense  for  the  proper  admin- 
istration and  operation  of  each  branch  was  estimated  at  $12,000; 
this  figure  included  the  salary  of  an  engineer  salesman.  The 
company  expected  that  sales  could  increase  50%  per  branch 
without  affecting  expenses  appreciably.  Each  suggested  branch 
territory  included  from  500  to  1,000  industrial  users  of  chains 
and  approximately  500  dealers  in  automotive  equipment.  About 
one-fourth  of  those  firms  already  used  or  sold  Tuxbury  chains. 
The  sales  manager  proposed  that  the  control  of  credits  and  col- 
lections be  decentralized  also. 

The  sales  manager  was  of  the  opinion  that  increased  sales 
volume  must  come  principally  from  small  industrial  users  and 
from  manufacturers  who  incorporated  Tuxbury  chains  in  their 
products.  Availability  of  stocks  of  standard  chains  for  imme- 
diate service  in  case  of  breakdowns  was  an  influential  selling  point 
in  obtaining  orders  from  small  industrial  companies  which  could 
not  afford  to  maintain  supplies  of  chains  as  insurance  against 
loss  of  time.  Large  industrial  users  commonly  maintained  reserve 
stocks  of  chains  at  their  plants. 
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One  competitor  of  the  Tuxbury  Chain  Company  operated  6 
branches  with  complete  stocks  and  16  branches  without  stocks. 
This  competitor  also  had  wholesale  distributors  in  territories  not 
served  by  the  branches.  In  the  districts  where  this  competitor 
operated  branches  with  stocks,  sales  of  Tuxbury  chains  had  not 
increased  so  rapidly  as  in  other  districts.  Observation  of  devel- 
opments in  other  industries  indicated  that  the  establishment  of 
sales  branches  frequently  became  general  when  one  manufacturer 
took  the  lead. 

Should  the  sales  manager's  plan  for  establishing  sales  branches 
have  been  approved? 


9.  Collis  Belting  Company 
supply  FIRMS 

In  1924  the  Collis  Belting  Company,  which  manufactured 
single-  and  double-ply,  high-grade  industrial  belting  in  more  than 
30  sizes,  was  distributing  its  output  nationally  through  28  mill 
supply  firms,  2  sales  branches,  and  9  salesmen  who  operated 
from  the  home  office  in  Indiana.  At  that  time  approximately 
20%  of  the  company's  sales  were  made  to  sawmills,  10%  to 
cottonseed  oil  mills,  30%  to  steel  mills,  10%  to  railroad  shops 
and  roundhouses,  10%  to  automobile  manufacturers,  and  20% 
to  a  miscellaneous  group  of  industries  among  which  textile  mills 
were  the  largest  purchasers. 

From  1921  to  1924  the  expense  of  maintaining  the  sales 
branches  had  been  approximately  20%  of  their  sales.  Executives 
of  the  company  were  of  the  opinion  that  the  expense  should 
have  been  but  10%  of  sales  and,  for  that  reason,  contemplated 
discontinuing  those  branches  as  they  had  discontinued  three 
others  in  192 1. 

In  192 1  the  company  had  been  operating  five  sales  branches, 
at  Richmond,  Birmingham,  Fort  Worth,  Seattle,  and  New  Or- 
leans. The  company  at  that  time  also  had  sold  through  25  mill 
supply  firms  to  which  it  granted  exclusive  agencies  and  through 
its  own  salesmen  who  made  their  headquarters  at  the  home 
office. 

A  few  of  the  mill  supply  firms  purchased  both  single-  and 
double-ply  belting  outright;  a  majority,  however,  purchased  mini- 
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mum  stocks  of  single-ply  belting  outright  and  took  stocks  of 
double-ply  belting  on  consignment.  The  mill  supply  firms 
assumed  the  credit  risks  on  all  sales  which  they  made.  They 
also  sold  canvas  and  rubber  belting  and  such  supplies  as  oil 
waste,  pulleys,  and  hangers;  they  agreed,  however,  not  to  sell 
the  leather  belting  of  any  other  manufacturer.  On  belting  which 
they  purchased  outright  they  planned  to  secure  a  gross  margin 
of  from  15%  to  20%  when  competitive  conditions  permitted; 
their  commission  on  sales  of  consigned  stock  was  10%. 

Supplies  of  belting  were  stored  at  the  sales  branches  in  order 
to  facilitate  deliveries  to  customers.  In  192 1  the  sales  branch 
at  Richmond  maintained  a  stock  of  $48,000;  the  branch  at  Bir- 
mingham a  stock  of  $30,000;  the  branch  at  Fort  Worth  a  stock  of 
$30,000;  and  the  Seattle  and  New  Orleans  branches  each  a  stock 
of  $20,000.  The  company  could  save  in  freight  charges  by  mak- 
ing shipments  of  rolls  of  several  thousand  feet  of  belting  to  the 
branches;  each  piece  of  belting  had  to  be  wrapped  in  water-proof 
paper.  Large  rolls  of  belting,  moreover,  received  the  same  freight 
classification  as  small  rolls.  In  no  instance  were  the  sales  of  any 
one  sales  branch  large  enough  to  make  carload  shipments  to  it 
advisable.  A  shipment  of  approximately  $40,000  worth  of  belt- 
ing was  needed  to  secure  carload  rates.  Usually  from  two  to 
four  salesmen  and  one  belting  repair  man  made  their  headquarters 
at  each  branch  office.  One  of  the  salesmen  acted  as  branch  man- 
ager. A  belting  repair  man  was  employed  to  furnish  installation 
and  repair  service  to  customers  and  to  prepare  special  belts  in 
emergencies.  This  latter  type  of  work,  however,  was  required 
infrequently. 

Prior  to  192 1  the  annual  rate  of  stock-turn  at  each  branch 
was  from  4  to  5  times,  and  the  average  sales  expense  was  between 
10%  and  12%  of  sales.  Sales  expense  included  rent  of  sales 
rooms,  salaries  of  salesmen,  salaries  of  belt  repair  men,  and  sup- 
plies which  were  necessary  to  the  maintenance  of  the  branch. 
Until  192 1  the  company  was  satisfied  with  the  performance  of 
its  branches.  Distribution  through  the  branches  was  less  expen- 
sive than  distribution  by  salesmen  operating  from  the  home  office. 
The  sales  expense  of  the  branches  also  was  less  than  the  custom- 
ary gross  margin  which  the  mill  supply  firms  secured  on  the 
belting  which  they  purchased  from  the  company,  and  about  equal 
to  the  rate  of  commission  which  the  company  paid  to  the  mill 
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supply  firms  on  sales  of  consigned  stock.  In  192 1,  however,  the 
rate  of  stock-turn  for  each  branch  was  about  2.5,  and  the  sales 
expense  was  approximately  20%  of  sales.  The  company  could 
not  afford  to  operate  five  branches  at  a  loss.  Consequently  it 
discontinued  all  branches  except  those  at  Seattle  and  Birming- 
ham. Those  it  continued  even  though  they  showed  losses,  for 
the  averred  reason  that  the  industries  located  in  and  near  Seattle 
and  Birmingham  required  prompter  delivery  than  couid  be  fur- 
nished by  freight  from  Indiana. 

In  each  of  the  three  districts  where  sales  branches  were  dis- 
continued, the  company  appointed  a  mill  supply  firm  as  its  exclu- 
sive agent.  The  arrangements  made  were  similar  to  those  between 
the  company  and  its  other  mill  supply  distributors.  Three  of 
the  company's  salesmen  traveled  from  the  Seattle  branch,  three 
from  the  Birmingham  branch,  and  nine  from  the  central  office  to 
parts  of  the  United  States  not  served  by  those  two  branches  or 
by  mill  supply  firms  with  agencies  for  Collis  belts. 

The  salesmen  were  paid  salaries  or  commissions,  the  amount 
and  type  of  payment  being  agreed  upon  by  each  salesman  and 
the  sales  manager.  Usually  the  type  of  payment  depended  upon 
the  preference  and  ability  of  the  salesman.  The  company 
believed  that  the  total  direct  sales  expenses  of  a  salesman  should 
be  less  than  10%  of  the  amount  of  his  sales. 

A  salesman  might  secure  an  order  for  a  $5  belt  from  a  manu- 
facturer one  month,  and  on  his  next  call  he  might  sell  the  manu- 
facturer $5,000  worth  of  belting.  The  number  of  the  company's 
customers  was  not  large  enough  and  the  range  in  the  size  of 
orders  was  too  great  to  permit  a  significant  average  sale  per 
customer  to  be  computed.  The  frequency  with  which  a  salesman 
called  upon  his  customers  depended  upon  the  number  of  cus- 
tomers in  his  territory;  on  an  average  he  called  on  each  customer 
from  four  to  six  times  a  year.  Purchasers  sometimes  asked  belt- 
ing salesmen  to  specify  the  type,  width,  and  quality  of  belts  to 
be  used;  hence,  it  was  essential  that  belting  salesmen  have  some 
technical  knowledge.  Some  of  the  selling  points  stressed  by  the 
Collis  Belting  Company's  salesmen  in  influencing  industrial  pur- 
chasing agents  were  quality  of  material,  skill  of  workmanship, 
promptness  of  delivery,  and  price. 

The  company  advertised  in  trade  publications  of  the  industries 
to  which  a  majority  of  its  belts  were  sold.     Competition  in  the 


INDUSTRIAL  GOODS  275 

belting  industry  came  from  two  types  of  manufacturers:  large 
manufacturing  companies  with  central  offices  at  their  factories 
and  sales  branches  at  strategic  points  throughout  the  United 
States;  and  small  manufacturers  who  confined  their  operations 
to  one  or  two  industrial  centers.  It  was  possible  to  manufacture 
belts  with  as  small  an  investment  of  capital  as  $500;  conse- 
quently, many  companies  were  established  which  were  not  finan- 
cially able  to  maintain  varied  stocks  of  high-grade  belting  at  all 
times. 

It  had  been  the  experience  of  the  Collis  Belting  Company  that 
the  amount  of  its  sales  depended  upon  general  business  condi- 
tions. When  the  demand  for  manufactured  products  decreased, 
some  of  the  machines  in  factories  became  idle.  In  order  to  reduce 
expenses,  the  plant  superintendents  used  the  belts  from  the  idle 
machines  instead  of  purchasing  new  belts  to  replace  those  which 
were  worn  out.  Ordinarily,  manufacturers  to  whom  the  Collis 
Belting  Company  sold  did  not  maintain  stocks  of  belts  to  meet 
emergencies.  The  company  frequently  was  called  by  telephone 
and  asked  to  quote  a  price  on  a  belt  which  a  manufacturer  desired 
to  have  replaced.  The  company's  customers  stressed  price  in 
making  their  purchases  and  also  commonly  took  into  account 
the  time  required  for  delivery  and  their  past  dealings  with  the 
company. 

Since  the  two  remaining  sales  branches  had  continued  to  be 
unprofitable,  the  company,  in  1924,  was  considering  the  advis- 
ability of  discontinuing  them.  In  both  Seattle  and  Birmingham 
there  were  several  mill  supply  firms.  The  Collis  Belting  Com- 
pany had  not  investigated  to  determine  whether  any  of  these 
would  sell  its  products  on  an  exclusive  agency  basis. 


10.  Intervale  Supply  Company 
supply  FIRMS 

The  Intervale  Supply  Company  of  Minneapolis  sold  a  complete 
line  of  janitors'  supplies  throughout  Minnesota  and  northern  Wis- 
consin. In  1924  this  line  consisted  of  14  divisions  of  products. 
The  products  in  some  divisions  were  made  in  various  grades  and 
sizes  so  that  the  company  sold  in  all  approximately  120  items. 
The  company  manufactured  but  20  of  these  120  items.    The  rest 
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it  purchased  from  other  manufacturers  and  sold  at  wholesale. 
Although  the  company  had  experienced  losses  on  products  pur- 
chased for  resale,  the  executives  were  agreed  that,  in  view  of 
technical  obstacles  and  the  additional  space  and  machinery  that 
would  be  required,  it  would  be  unwise  for  the  company  to  manu- 
facture products  similar  to  those  purchased  for  resale. 

The  Intervale  Supply  Company  had  been  incorporated  in  1909. 
At  that  time  its  activities  had  been  limited  to  the  manufacture 
of  sweeping  compounds  and  floor  oils.  Two  salesmen  had  been 
employed  to  solicit  orders  from  the  purchasing  agents  for  schools, 
office  buildings,  and  unit  stores.  Those  salesmen  had  requested 
the  company  to  add  brooms  to  its  line,  since  brooms  could  be  sold 
at  the  same  time  that  orders  were  obtained  for  the  other  products. 
The  company  had  granted  this  request  and  also  subsequent  re- 
quests made  by  the  salesmen  for  additional  allied  products. 
Those  supplementary  products  were  toilet  paper,  paper  towels, 
polishes,  waste-baskets,  dusters,  and  fumigators.  The  company 
purchased  those  items  from  other  manufacturers  for  resale. 

The  number  of  lines  of  products  manufactured  gradually  had 
increased  until,  by  1924,  the  company  manufactured  not  only 
sweeping  compounds  and  floor  oils  but  also  disinfectants,  liquid 
soaps,  washing  compounds,  water  softeners,  inks,  cleaners  for 
lavatories,  paste  soaps,  and  a  compound  for  opening  drains.  The 
Intervale  label  was  placed  on  six  products;  the  others  had  dif- 
ferent trade-marks.  Sales  by  divisions  of  products  for  1922,  1923, 
and  the  first  five  months  of  1924  are  shown  in  Exhibit  1.  The 
gross  margin  percentages  in  the  exhibit  were  based  on  direct 
factory  costs  or  purchase  prices.  In  computing  net  profit,  the 
sales  manager  made  an  arbitrary  allocation  of  factory  overhead, 
general  expense,  and  sales  expense  to  each  product  division. 
Sales  resistance  and  the  proportion  of  a  division's  sales  to  total 
sales  influenced  the  allocation  of  those  expenses.  The  expense 
of  advertising  specific  products,  however,  was  charged  directly 
to  the  products  advertised. 

A  small  net  profit  was  shown  for  1922  and  1923.  The  first 
five  months  of  1924  showed  a  small  loss.  This  was  not  unusual, 
however,  because  salesmen  spent  considerable  time  during  the 
first  part  of  each  year  obtaining  from  schools  orders  to  be  filled 
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Exhibit  i 

Net  Sales  of  Intervale  Supply  Company  for  1922  and  1923  and 

Net  Sales,  Gross  Margin,  and  Net  Profits  for  Five 

Months  Ending  May  31,  1924,  by  Divisions 

of  Products 

(Cost=ioo%) 


January  r — May  31,  1924 

1923 

1922 

Products 

Gross 
Margin 

Net 
Profit 

Net  Sales 

Net  Sales 

Net  Sale9 

Sweeping  compounds* 
Floor  oils* 

58% 
65 

35 
68 

15 
36 

58 

13% 
20 

9t 
23 
iot 

3t 
34t 

$   10,364.01 
1,688.42 

4.935.97 
5.027.52 

53,857-37 
8,14573 
7,938.26 

$  21,203.54 

3,994-99 

7,036.05 

9,974.89 

107,655.29 

22,918.26 

12,829.20 

I33.89 
1,643.18 

5,944-91 
50,707.40 

i,34L94 

350.82 

27,120.40 

838.86 

$  20,771.29 

3,401.90 

5,970.61 

10,003.53 

98,368.71 

26,93175 
11,245.40 

1,105.03 
1,602.23 
6,222.42 

36,380.17 
1,458.78 
1,069.70 

19,647.44 
549-25 

Liquid  soaps* 

Papers 

Brooms  and  dusters. . 
Washing  compounds* 
Fumigators  and   sul- 
phur candlesf 

Inks* 

56 

17 
22 

67 
68 

73 
65 

11 

7t 
18% 

23 
57 
28 
20 

321.06 

2,343.22 

20,894.20 

630.28 

521.05 
17,671.22 

687.48 

Polishes 

Sundries 

Sanitary  cleaners* .  .  . 
Cleaning  powders*. . . 
Drain  cleaner* 

$135,02579 

$273,693.62 

$244,728.21 

*Manufactured  by  Intervale  Supply  Company. 

tDiscontinued  December  31,  1923. 

JLoss. 

three  or  four  months  later.    Those  sales  were  not  shown  in  the 
records  until  deliveries  were  made. 

The  company  had  14  salesmen  who  sold  the  entire  line  of 
products  directly  to  retail  stores,  office  buildings,  schools,  and 
other  institutions.  One  missionary  salesman  was  employed  to 
introduce  new  products.  All  the  salesmen  were  paid  salaries  and 
expenses.  One  of  the  14  salesmen  solicited  orders  from  only 
those  firms  which  never  had  used  the  company's  products.  It  was 
impossible  for  the  salesmen  to  visit  all  the  prospective  customers 
in  their  assigned  territories,  and  the  general  manager  was  of  the 
opinion  that  the  company  could  not  afford  to  enlarge  the  sales 
force.  It  usually  required  six  months  to  train  a  new  salesman, 
and  the  cost  was  approximately  $1,200.  The  administration  of 
the  sales  force  took  a  large  part  of  the  sales  manager's  time. 
The  sales  manager  also  was  in  charge  of  advertising  and  assisted 
in  purchasing. 
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The  company  sold  several  products  to  a  few  wholesalers.  For 
example,  it  sold  sweeping  compound  to  several  wholesale  drug 
firms.  This  was  the  only  product  which  those  customers  pur- 
chased from  the  company.  The  wholesalers  frequently  ordered 
by  telephone.  The  company  sold  washing  compound  and  the 
drain  opener  to  13  wholesale  grocers  and  to  2  hardware  whole- 
salers. The  company  had  trade-marked  and  introduced  those  2 
items  in  1923,  and  in  1924  was  advertising  them  extensively  in 
newspapers  and  directly  by  mail.  The  missionary  salesman  called 
on  grocery  and  hardware  retailers  to  introduce  those  new  products. 
All  orders  received  by  that  salesman  were  turned  over  to  whole- 
salers designated  by  the  purchasers.  The  company  made  some 
sales,  however,  directly  to  industrial  consumers  who  used  those 
two  products  in  quantities.  For  example,  it  sold  water  softener 
by  the  barrel  to  creameries.  The  price  to  wholesalers  was  15% 
less  than  the  price  to  those  customers  to  whom  direct  sales  were 
made.  Sales  to  wholesalers  in  1923  of  the  products  manufactured 
by  the  company  were  $45,200.  The  company  did  not  resell  to 
wholesalers  any  of  the  products  which  it  purchased  from  other 
manufacturers. 

A  salesman  commonly  made  10  calls  a  day  on  janitors  or 
building  superintendents  of  office  buildings  and  schools,  and  25 
a  day  on  proprietors  of  retail  stores.  Calls  were  made  once 
a  week  in  office  buildings  and  once  a  month  in  schools.  The 
average  institutional  order  received,  exclusive  of  paper,  was  $10, 
except  for  schools,  which  ordered  only  on  competitive  bid  con- 
tracts for  a  year's  supply.  The  retail  stores  were  solicited  once 
each  6  weeks  and  a  majority  of  the  orders  received  from  them 
ranged  in  amount  from  $2.50  to  $10. 

The  Intervale  Supply  Company  had  three  competitors  in  the 
territory  in  which  it  operated.  Those  competitors  had  complete 
lines,  but  did  not  manufacture  all  the  products  which  they  sold. 
The  Intervale  Supply  Company  had  exclusive  rights  for  the  dis- 
tribution of  several  of  the  products  which  it  purchased,  but  repre- 
sentation of  the  paper  line  was  shared  with  competitors.  It  was 
the  practice  of  the  company's  salesmen  to  use  the  paper  line  as 
a  leader  for  securing  orders.  The  company  did  not  cut  prices 
on  the  other  products.  The  purchased  articles,  and  particularly 
the  paper  products,  required  considerable  warehouse  space.    The 
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articles  which  the  company  manufactured  were  not  made  until 
orders  were  received;  warehouse  space  for  those  products,  con- 
sequently, was  limited  to  that  required  for  raw  materials.  In 
1923  the  company's  average  inventory  was  $35,500;  of  this, 
$12,500  represented  the  paper  inventory. 

The  products  which  the  company  purchased  for  resale  appeared 
to  be  unprofitable,  but  the  salesmen  contended  that  it  was  neces- 
sary to  carry  those  items  in  order  to  make  sales  in  other  lines. 
The  company  at  one  time  had  instructed  its  salesmen  to  solicit 
orders  for  only  those  products  manufactured  by  the  company, 
but  the  salesmen  had  reported  that  if  such  a  practice  were  fol- 
lowed permanently  they  would  lose  customers  such  as  the  pur- 
chasing agents  for  office  buildings  and  schools,  who  preferred  not 
to  split  their  orders.  The  company  had  not  undertaken  to  in- 
vestigate the  attitude  of  customers  toward  full-line  firms  and 
toward  specialty  firms.  It  was  the  offhand  opinion  of  the  sales 
manager  that  unless  the  company  continued  to  purchase  mer- 
chandise from  outside  sources  it  would  have  to  confine  sales  to 
wholesalers  and,  consequently,  to  dispense  with  the  services  of 
half  a  dozen  salesmen. 

Early  in  1925,  the  company  decided  to  discontinue  the  pur- 
chase of  merchandise  for  resale  and  to  market  its  own  products 
through  supply  firms  and  wholesalers. 


11.  Strength  Union  Company 
selected  distributors 

The  Strength  Union  Company,  in  1925,  judged  that  certain 
modifications  in  its  distribution  policies  might  be  advisable.  At 
that  time  the  company  was  distributing  its  pipe-fitting  special- 
ties through  selected  supply  firms.  Those  selected  distributors 
did  not  hold  exclusive  agencies,  but  the  company  protected  them 
against  other  dealers,  to  whom  it  sold  upon  request,  by  allowing 
the  selected  distributors  a  larger  discount  than  it  allowed  other 
firms. 

During  the  first  few  years  after  it  was  organized,  in  1900,  the 
company's  sales,  which  then  amounted  to  less  than  $10,000  a 
year,  were  confined  to  the  vicinity  of  New  York,     Later  the 
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company  achieved  national  distribution,  and,  in  1925,  sales  were 
more  than  $750,000. 

The  company  had  concentrated  upon  a  few  high-grade  pipe- 
fitting  specialties,  especially  upon  a  branded  pipe  union,1  the 
patented  features  of  which  made  it  superior  for  use  on  steam 
pipe  lines,  high-pressure  pipe  lines,  and  pipe  lines  in  oil  fields. 
In  1 9 10  the  company  had  begun  to  advertise  its  branded  prod- 
ucts with  full  pages  in  trade  papers  reaching  engineers,  steam- 
fitters,  and  master  plumbers  in  the  power,  railroad,  and  oil  indus- 
tries. The  products  had  gained  wide  recognition  for  their  high 
quality,  and  thus  had  been  taken  out  of  the  purely  competitive 
price  class.  The  company  did  not  offer  a  complete  line  of  pipe 
fittings.  There  were  three  large  companies  in  the  United  States 
which  did  have  complete  lines  of  pipe  and  pipe  fittings.  Those 
companies  had  sales  branches  throughout  the  country,  and  in 
almost  every  city  the  complete  line  of  fittings  of  each  firm  was 
stocked  by  at  least  one  supply  firm. 

When  it  had  begun  to  distribute  its  specialties  widely,  the  com- 
pany had  granted  exclusive  agencies  to  supply  firms  in  most 
territories.  Individual  bargaining  with  supply  firms,  however, 
had  resulted  in  varying  types  of  arrangements  and  discounts. 
As  the  reputation  of  its  products  grew,  the  company  had  con- 
cluded that  its  sales  possibilities  were  limited  by  the  exclusive 
agencies.  It  accordingly  had  terminated  the  agency  arrange- 
ments gradually,  and  in  each  territory  had  selected  several  dis- 
tributors for  its  products.  These  distributors  were  steamfitters' 
and  plumbers'  supply  firms  and  oil  industries'  supply  firms.  Mill 
supply  firms  which  furnished  industrial  companies  with  such 
supplies  as  belting  and  small  tools  ordinarily  did  not  stock  pipe 
fittings.  A  supply  firm  ordinarily  stocked  only  one  brand  of 
heavy  pipe  fittings,  although  it  might  take  orders  for  other 
brands  if  its  customers  insisted. 

The  largest  market  for  the  company's  specialties  was  in  the 
oil,  power,  and  railroad  fields.  The  specialties  were  of  heavy 
construction,  and,  ordinarily,  lighter  and  cheaper  pipe  fittings 
would  serve  domestic  purposes  equally  as  well.  The  Strength 
Union  Company  had  secured  distribution  in  the  oil  fields  through 
one  large  supply  firm  which  had  branches  in  all  the  principal  oil 
districts.    A  few  railroads  which  used  Strength  unions  usually 

1  A  pipe  union  is  a  device  for  joining  two  pieces  of  pipe. 
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purchased  the  goods  directly  from  the  company  to  keep  up  their 
stocks  for  replacement  and  repair  purposes.  Most  power  houses 
and  large  industrial  companies,  such  as  steel  mills,  also  kept 
small  stocks  of  pipe  fittings  on  hand  for  repairs  and  replacements. 
These  supplies  they  purchased  from  local  supply  firms.  Any 
new  construction  work,  extensive  alterations,  or  repair  work 
usually  were  let  out  on  contract  by  the  power  and  industrial  com- 
panies to  steamfitting  and  plumbing  contractors.  These  con- 
tractors purchased  their  materials,  both  for  particular  jobs  and 
for  the  small  stocks  which  they  carried,  from  supply  firms.  Each 
contractor  ordinarily  purchased  from  only  one  supply  firm.  In 
many  instances  the  supply  firms  partially  financed  contractors' 
operations  by  extending  credit  for  materials  until  after  the  jobs 
were  completed  and  the  contractors  had  received  their  pay.  An 
industrial  company  or  power  company  in  purchasing  fittings 
directly  from  a  supply  firm  sometimes  confined  its  purchases  to 
one  source,  but  in  most  instances  it  purchased  from  the  supply 
firm  which  gave  the  lowest  prices  or  the  promptest  delivery. 
Although  the  purchasing  agents  employed  by  the  industrial  and 
power  companies  placed  the  orders,  they  usually  were  influenced 
materially  in  the  selection  of  brands  by  the  preferences  or  speci- 
fications of  the  power  engineers  or  master  plumbers  employed  by 
the  same  companies.  The  company  had  no  definite  information 
regarding  the  proportion  of  its  products  used  in  new  construc- 
tion, but  it  estimated  roughly  that  50%  of  the  unions  went  into 
new  construction  and  50%  into  repair  and  replacement  work. 

The  Strength  Union  Company  in  1925  had  three  salesmen  who 
visited  its  distributors  to  take  orders  and  to  maintain  cordial 
relations.  They  did  some  missionary  work  by  calling  on  large 
contractors  and  users  to  encourage  them  to  order  Strength  unions 
and  pipe  fittings  through  the  distributors.  Salesmen  visited  each 
distributor  once  or  twice  a  year.  Between  salesmen's  visits,  the 
selected  distributors  sent  in  orders  without  solicitation  by  sales- 
men. These  reorders  amounted  to  almost  60%  of  the  company's 
total  annual  sales.  The  total  sales  expense,  including  advertis- 
ing and  freight,  amounted  usually  to  10%  of  sales;  the  salaries 
and  traveling  expenses  of  salesmen  amounted  to  about  3%  of 
sales. 

In  every  city  there  were  several  supply  firms,  of  varying  de- 
grees of  size  and   responsibility,  which   stocked   steamfittings. 
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Usually  in  cities  of  over  50,000  there  were  3  or  more  well-estab- 
lished supply  firms  with  large  patronage,  competent  sales  or- 
ganizations, and  adequate  storage  and  delivery  facilities.  Some 
large  supply  firms  had  branches  in  several  cities  and  towns.  In 
addition  to  these  well-established  supply  firms,  there  were  usually 
a  large  number  of  smaller  firms.  These  often  were  operated  by 
men  who  had  been  salesmen  of  large  distributing  or  manufac- 
turing companies  and  who,  on  securing  some  capital,  had  started 
their  own  businesses  and  attempted  to  take  over  their  former 
customers.  They  sometimes  specialized  in  selling  particular 
articles  or  brands.  In  other  instances,  steamfitters  or  plumbing 
contractors  carried  on  the  supply  business,  in  addition  to  their 
contract  work.  These  small  distributors,  with  their  small  sales 
organizations,  small  stocks,  and  perhaps  inadequate  accounting 
records,  frequently  cut  prices. 

Officials  of  the  Strength  Union  Company  asserted  that  the 
number  of  small  distributors  had  increased  rapidly  in  the  10 
years  prior  to  1925.  Newly  established  dealers  who  previously 
had  been  salesmen  for  distributors  of  the  Strength  Union  prod- 
ucts frequently  asked  to  be  allowed  to  stock  the  Strength  Union 
line  on  the  same  terms  as  the  large  distributors.  The  company 
usually  had  refused  these  requests,  fearing  that  to  comply  would 
bring  about  price  competition  on  Strength  Union  products. 

The  experience  of  the  company  in  shifting  from  distribution 
through  exclusive  agents  to  less  restricted  distribution  indi- 
cated that  the  competitive  conditions  in  each  city  and  the  char- 
acter of  the  management  of  supply  firms  were  important  factors 
in  the  development  of  the  sales  policy.  In  one  large  eastern 
city,  for  example,  one  large  supply  firm  had  held  the  exclusive 
agency  for  Strength  Union  products  for  over  10  years.  This 
distributor  was  the  leading  supply  firm  in  the  city;  it  was  ag- 
gressive in  salesmanship,  maintained  the  resale  prices,  sold  the 
Strength  Union  products  on  a  quality  basis,  and  secured  an 
annual  sales  volume  for  Strength  Union  products  which  was 
believed  to  be  greater  than  the  company  could  secure  by  selling 
to  several  supply  firms. 

In  other  cities,  however,  the  company  had  experienced  large 
increases  in  sales  when  it  discontinued  the  exclusive  agency 
arrangements  and  selected  one  or  two  additional,  well-established 
supply  firms  in  each  city  to  stock  its  line.    The  high  reputation 
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of  the  Strength  Union  products  had  made  it  possible  for  the  com- 
pany readily  to  secure  reputable  distributors  to  stock  Strength 
Union  products  without  exclusive  territorial  rights.  In  one  large 
middle-western  city,  however,  the  use  of  numerous  distributors 
had  resulted  disastrously.  The  company  had  discontinued  its 
exclusive  agency  and  had  sold  on  its  usual  terms  to  all  distrib- 
utors who  requested  stocks.  Sales  at  the  start  had  increased, 
but  after  two  years  the  prevalence  of  serious  price-cutting  com- 
petition in  Strength  Union  products  in  that  city  made  the  line 
unprofitable  to  all  dealers.  The  dealers  had  become  dissatisfied 
and  had  begun  to  substitute  competing  lines.  By  limiting  its 
sales  on  wholesale  terms  to  two  selected  distributors  in  the  city, 
the  company  had  succeeded  in  changing  the  situation  so  that 
prices  were  maintained  at  a  level  profitable  to  the  distributors, 
and  the  sales  volume  for  the  city  again  had  become  normal. 

The  company  granted  the  same  discount  to  all  its  selected  dis- 
tributors regardless  of  quantities  purchased.  At  one  time  it  had 
established  a  sliding  scale  of  quantity  discounts  to  distributors. 
This  practice  had  been  discontinued,  however,  because  it  was 
thought  to  encourage  price  cutting;  the  dealers  tended  to  pass 
the  extra  discount  on  to  their  customers.  The  company  decided, 
moreover,  that  it  was  not  good  policy  to  place  its  small  distrib- 
utors at  a  competitive  disadvantage  through  quantity  discounts. 
The  small,  local  firms  were  important  in  distribution  because 
they  could  make  immediate  delivery  in  their  territories,  and 
because  in  small  cities  personal  friendship  and  local  financing 
through  credit  extension  were  important  elements  in  the  trade. 
The  company  frequently  received  substantial  orders  from  supply 
firms  which  regularly  stocked  competing  lines.  On  such  orders, 
the  company  allowed  a  smaller  discount  than  it  gave  its  selected 
distributors. 

By  1925,  the  manufacturers  of  competing  brands  of  heavy 
pipe  fittings  had  developed  products  which  were  of  practically 
equal  merit  with  Strength  Union  products.  The  competing  com- 
panies also  were  advertising  extensively  in  trade  papers.  The 
Strength  Union  Company  had  made  no  outstanding  improve- 
ments in  the  products,  and,  although  the  company  still  empha- 
sized their  special  features,  those  features  had  become  less  ef- 
fective in  distinguishing  Strength  Union  products  from  compet- 
ing products.    The  patents,  moreover,  had  expired.    The  officials 
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of  the  company  noticed,  in  1925,  that  price  cutting  on  Strength 
Union  products  was  becoming  more  prevalent  and  that  competi- 
tion on  a  price  basis  with  other  heavy  pipe  fittings  was  becoming 
more  intense. 

Were  the  methods  of  distribution  followed  by  the  Strength 
Union  Company  sound? 

In  view  of  the  fact  that  the  patents  on  its  fittings  had  expired 
by  1925,  what  changes  in  distribution  policy  should  the  company 
have  planned? 


12.  Platt  Axle  Company 
service  stations 

The  Platt  Axle  Company,  a  "unit  manufacturer,"  produced 
a  patented  rear  axle  which  was  used  on  six  different  makes  of 
trucks.  A  "unit  manufacturer"  in  the  automotive  industry  was 
one  who  made  one  patented  or  trade-marked  mechanical  unit 
for  sale  to  manufacturers  of  cars  and  trucks. 

There  were  several  different  types  of  truck  rear  axles  in  com- 
mon use;  the  chain  drive,  which  was  said  to  be  practically  obso- 
lete; the  internal  gear  drive,  used  by  the  Platt  Axle  Company 
and  a  few  others;  the  worm  drive,  adopted  by  many  large  truck 
manufacturers  who  made  their  own  axles  and  also  by  the  leading 
competitor  of  the  Platt  Axle  Company;  and  the  double  reduc- 
tion, either  with  all  gears  in  the  central  housing  or  with  part  of 
the  reduction  in  the  wheels.  The  advertising  of  several  manu- 
facturers had  been  directed  quite  as  much  towards  establishing 
the  superiorities  of  their  respective  types  of  axles  as  of  their 
individual  brands.  In  192 1  there  were  probably  about  600,000 
trucks  in  the  United  States  equipped  with  Platt  axles. 

Many  unit  manufacturers  had  left  the  distribution  of  repair 
parts  for  their  products  to  the  manufacturers  of  the  cars 
equipped  with  their  units,  but  in  192 1  several  of  these  unit 
manufacturers,  in  order  to  secure  close  control  of  the  service 
rendered  to  users  of  their  units,  made  arrangements  for  local 
firms  in  numerous  cities  to  act  as  service  stations  for  their  re- 
spective units.  This  plan  was  opposed  by  many  truck  manu- 
facturers, who  desired  to  keep  the  control  of  service  on  all  parts 
of  their  trucks  in  the  hands  of  their  dealers  and  distributors  in 
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order  to  assure  satisfaction  to  owners  of  the  trucks  and  to  pro- 
vide greater  profits  to  the  dealers.  The  Piatt  Axle  Company  had 
to  decide  whether  or  not  to  follow  the  lead  of  its  competitors. 

The  sales  organization  of  the  Piatt  Axle  Company  was  small, 
since  the  market  for  truck  axles  was  limited  to  a  comparatively 
small  number  of  truck  manufacturers.  During  1920  and  192 1 
all  sales  were  handled  by  the  general  manager  and  the  sales 
manager,  but  even  during  prosperous  times  the  Piatt  Axle  Com- 
pany never  had  employed  more  than  three  salesmen  in  addition 
to  its  executive  officers. 

The  Piatt  Axle  Company  sold  repair  parts  to  truck  manufac- 
turers only,  and  allowed  them  a  50%  discount  from  the  list 
prices.  The  truck  manufacturers  sold  to  territorial  distributors 
at  a  25%  discount,  and  the  latter  in  turn  sold  to  local  dealers 
at  from  18%  to  20%  off  the  list  prices.  Garages,  repair  shops, 
and  truck  owners  paid  the  list  prices. 

Complaints  occasionally  were  received  from  users  of  trucks 
equipped  with  Piatt  axles  that,  although  it  was  often  incon- 
venient, they  practically  were  forced  to  go  to  the  service  sta- 
tions of  the  truck  dealers  for  repairs  on  Piatt  axles,  since  in 
other  garages  and  general  repair  shops  they  ordinarily  were 
subjected  to  delays  and  excessive  charges  in  securing  spare  parts. 
Inasmuch  as  the  garages  and  repair  shops  received  no  discount 
from  list  prices  in  buying  from  the  truck  distributors,  they  not 
only  did  not  carry  a  stock  of  Piatt  parts,  but  they  made  an  addi- 
tional charge  in  order  to  obtain  a  profit.  In  practice,  the  mark- 
up seldom  was  uniform,  but  was  based  on  what  the  traffic  would 
bear.  It  also  was  reported  that  garages  and  repair  shops  fre- 
quently slighted  Piatt  repairs  for  repairs  on  which  they  secured 
a  high  discount  on  spare  parts,  and  that  mechanics  often  did 
not  have  sufficient  technical  knowledge  of  the  Piatt  axle  to  make 
satisfactory  repairs.  Furthermore,  garages  and  repair  shops 
found  it  easy  and  profitable  to  buy  what  the  manufacturers  of 
the  equipment  referred  to  as  "pirate  parts,"  and  consequently 
they  sometimes  substituted  such  parts.  The  so-called  "pirate 
parts"  were  made  by  firms  which  did  not  manufacture  the  car  or 
the  unit  on  which  the  part  was  to  be  used  and  were  sold  to 
garages  and  repair  shops  by  what  were  known  as  "replacement 
parts"  wholesalers.    "Replacement  parts"  wholesalers  also  acted 
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as  distributors  of  repair  parts  for  several  unit  manufacturers 
like  the  Piatt  Axle  Company. 

It  was  proposed  that  the  Piatt  Axle  Company  should  establish 
a  service  organization  which  would  be  independent  of  the  truck 
manufacturers  and  make  it  possible  for  the  company  to  super- 
vise the  service  given  to  Piatt  users.  Under  the  proposed  plan, 
the  company  would  make  a  contract  with  a  dealer  in  each  of  the 
large  automobile-distributing  centers  to  carry  a  full  line  of  Piatt 
parts  in  readiness  to  supply  all  distributors,  dealers,  and  garages 
in  his  district,  regardless  of  whether  or  not  they  represented 
manufacturers  of  trucks  equipped  with  Piatt  axles.  It  was  ex- 
pected that  the  distribution  of  parts  by  the  truck  manufacturers 
to  their  branches  and  dealers  would  be  continued  on  the  same 
basis  as  previously,  but  the  Piatt  stations  were  to  be  ready  to 
sell  to  branches  and  dealers  at  the  same  discount  as  they  secured 
from  the  truck  manufacturers. 

The  discount  to  the  Piatt  service  stations,  according  to  the 
proposal,  was  to  be  473^%.  The  service  stations  were  to  sell 
to  the  wholesale  distributors  and  dealers  in  trucks  at  the  same 
discount  that  the  latter  then  received  from  truck  manufacturers. 
All  garages  were  to  be  supplied  at  a  10%  discount;  it  was  ex- 
pected that  this  discount  would  enable  them  to  sell  to  consumers 
at  list  prices.  Each  service  station  would  be  required  to  watch 
its  dealers  to  make  sure  that  charges  were  uniform,  and  that 
there  were  garages  in  all  parts  of  its  district  carrying  an  ade- 
quate supply  of  parts. 

The  manufacturers  to  whom  the  Piatt  Axle  Company  sold  its 
products  did  not  agree  in  their  attitude  towards  the  proposal. 
Two  manufacturers,  who  together  took  about  20%  of  the  Piatt 
output,  stated  that  they  would  be  glad  to  have  the  company  pro- 
vide this  service  for  their  truck  users.  The  four  other  truck 
manufacturers  objected  to  the  plan  on  the  ground  that  thereby 
they  would  suffer  a  substantial  loss  of  discounts  on  spare  parts 
and  that,  as  the  number  of  stations  carrying  spare  parts  in- 
creased, the  burden  of  inventory  charges  on  each  station  would 
be  increased.  It  was  the  contention  of  these  manufacturers  also 
that  the  matter  of  service  was  so  vital  to  the  reputation  of  their 
trucks  that  they  should  keep  in  their  own  hands  the  control 
of  the  distribution  of  repair  parts  for  the  trucks. 
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Should  the  Piatt  Axle  Company  have  made  independent  ar- 
rangements for  the  marketing  of  its  repair  parts? 


13.  Massasoit  Leather  Company 
liquidation  of  inventory 

Because  of  injudicious  expansion  and  failure  to  forecast  the 
hide  and  leather  markets  correctly,  the  Massasoit  Leather  Com- 
pany, during  a  period  of  severe  depression  in  the  leather  trade, 
was  forced  to  undergo  a  receivership.  One  of  the  first  problems 
engaging  the  attention  of  the  receiver  was  the  disposition  to  be 
made  of  an  inventory  of  finished  leather,  amounting  nearly  to 
$1,000,000,  mostly  heavy  bark-tanned  leather  in  black  finishes. 

The  Massasoit  Leather  Company  originally  was  organized  to 
manufacture  bark-tanned1  leather  for  the  uppers  of  work  shoes, 
and  its  operations  had  expanded  gradually  until  it  had  become 
one  of  the  largest  producers  in  the  work-shoe  leather  industry. 
In  19 1 5  several  tanners,  anticipating  an  increasing  demand  for 
dress  shoes,  started  the  production  of  colored  side  leather2  for 
use  in  cheap  shoes  of  that  type.  The  Massasoit  Leather  Com- 
pany, which  was  one  of  the  leading  producers  of  heavy  work- 
shoe  leather,  was  slow  in  recognizing  the  demand  for  colored 
side  leather.  In  191 7,  on  the  entrance  of  the  United  States  into 
the  war,  the  government  insisted  that  tanners  whose  facilities 
were  adapted  to  the  manufacture  of  heavy  leather  should  con- 
centrate on  it  in  order  to  supply  shoe  manufacturers  who  had 

1  Tanning  is  a  process  producing  a  chemical  change  in  a  hide  or  skin,  resulting 
in  the  formation  of  leather.  Tannin  or  tannic  acid,  which  is  the  active  transform- 
ing agent,  is  found  in  numerous  plants;  hence  there  is  a  wide  variety  of  vegetable 
tannages.  The  vegetable  tanning  process  sometimes  is  carried  on  by  the  use  of  the 
bark  or  wood  itself,  but  more  frequently  by  the  use  of  liquids  extracted  from 
the  bark,  wood,  or  fruits  of  various  plants.  The  chrome,  or  mineral,  process  of 
tanning  employs  chrome  salts,  usually  bichromate  of  potash  or  bichromate  of  soda. 
One  of  the  great  advantages  of  this  process  is  the  shorter  time  required.  Most 
calf  and  kid  upper  leather  is  of  chrome  tannage,  as  is  also  much  side  leather. 

2  Cattle  hides  to  be  tanned  into  upper  leather  are  trimmed  and  divided  into  two 
sections  or  sides.  Sides  are  split  into  grains  and  splits,  the  grain  being  the  outer 
surface,  and  the  splits  the  inner  layers.  This  type  of  leather  is  known  as  side 
leather,  and  practically  every  known  finish  of  calfskin  has  been  more  or  less  suc- 
cessfully imitated  in  side  leather.  The  texture  of  side  leather  is  net  so  fine  as  that 
of  calf,  nor  does  it  have  the  grain  marking  of  calf  leather.  It  is  possible,  how- 
ever, to  produce  an  artificial  grain  in  side  leather  by  various  methods  of  embossing 
and  printing. 
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government  Contracts  for  army  shoes.  High  wages  during  the 
war  changed  the  aspect  of  the  work-shoe  business.  Men  who 
formerly  had  purchased  only  work  shoes  made  of  heavy  bark- 
tanned  leather  began  to  demand  dress  shoes  either  of  calf  or 
colored  side  leather. 

After  the  war,  however,  the  Massasoit  Leather  Company  con- 
tinued to  manufacture  the  same  types  of  leather  as  previously, 
except  in  one  tannery  where  the  manufacture  of  light-colored  side 
leather  was  introduced  during  the  autumn  of  191 9.  Business 
was  good  in  the  latter  part  of  that  year,  and  executives  of  the 
company  confidently  expected  that  it  would  remain  so.  Large 
quantities  of  hides  were  purchased  at  top  prices.  Even  when  it 
was  realized  that  the  market  was  at  the  peak,  railroad  congestion 
was  delaying  delivery  of  hides  so  seriously  that  the  management 
continued  purchasing  "spot"  hides  in  order  that  its  tanneries 
might  have  an  adequate  supply  of  raw  material.  During  1920, 
however,  prices  of  hides  declined  rapidly,  and  the  Massasoit 
Leather  Company  was  forced  to  write  down  inventories  of  fin- 
ished leather  in  accordance  with  replacement  values  of  hides. 
At  the  same  time  several  shoe  manufacturers,  who  owed  the 
Massasoit  Leather  Company  for  leather,  became  involved  in 
financial  difficulties,  and  the  company  was  unable  to  collect  pay- 
ment. It  became  necessary,  therefore,  to  go  to  the  banks  for 
additional  funds,  and  eventually  bank  loans  totaled  over  $3,000,- 
000.  Late  in  1920  the  company  stopped  the  production  of 
bark-tanned  leather. 

The  Massasoit  Leather  Company  belonged  in  general  to  the 
group  of  tanners  who  followed  the  policy  of  buying  low-grade 
raw  material,  operating  on  a  large  scale,  and  making  medium- 
grade  leathers  that  could  be  sold  in  large  lots.  Shoe  manufac- 
turers to  whom  it  sold  leather  distributed  their  products  for  the 
most  part  through  wholesalers. 

The  sales  of  the  Massasoit  Leather  Company  were  handled 
from  the  Boston  office  by  a  sales  manager  and  four  salesmen 
paid  on  a  straight-salary  basis.  In  New  York  City,  St.  Louis, 
San  Francisco,  and  foreign  countries  orders  were  obtained  by 
commission  firms;  the  commissions  varied  from  2%  to  5%  of  net 
sales,  according  to  conditions.  Trade  in  Chicago  was  taken  care 
of  by  a  firm  of  two  men  who  received  salaries  and  a  commission 
of  2%  on  net  sales  above  $450,000.     Samples  were  carried  in 
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New  York  City,  St.  Louis,  and  San  Francisco;  a  small  stock  was 
carried  in  Chicago.  Sales  ordinarily  were  made  only  after  in- 
spection of  samples  or  stocks  by  buyers. 

Because  of  the  variations  in  grades,  uniform  market  prices 
could  not  be  established,  and  no  price  quotations  could  be  pub- 
lished that  were  of  assistance  in  determining  market  values.  The 
Massasoit  Leather  Company  learned  the  prices  of  other  tanners, 
therefore,  principally  from  the  reports  of  salesmen  and  the  state- 
ments of  leather  buyers.  All  orders  received  had  to  be  confirmed 
by  the  sales  manager,  who  exercised  his  own  judgment  freely  as 
to  whether  the  company  could  afford  to  sell  at  the  price  tenta- 
tively agreed  on  between  the  salesman  and  the  buyer.  The  ap- 
proval of  the  sales  manager  also  had  to  be  secured  for  all  sales 
made  by  representatives  of  the  company  who  were  selling  on  a 
commission  basis. 

In  July,  1922,  when  the  receiver  was  appointed,  65%  of  the 
Massasoit  Leather  Company's  inventory  consisted  of  heavy  bark- 
tanned  leather.  This  stock  had  been  on  hand  for  more  than  18 
months;  in  January,  1922,  it  was  inventoried  at  22  cents  per 
square  foot  for  top  grades;  there  was  a  normal  price  differential 
of  from  1  to  2  cents  between  grades.  On  an  inventory  taken  by 
a  representative  of  bank  creditors  in  April,  1922,  however,  this 
part  of  the  stock  was  inventoried  at  20  cents  per  square  foot. 
For  the  most  part  it  had  been  manufactured  from  high-priced 
hides,  and  its  value  had  been  written  down  twice  prior  to  Jan- 
uary, 1922.  It  was  a  question  in  July  whether  to  place  a  low 
selling  price  on  this  leather  in  order  to  liquidate  the  stock  or  to 
postpone  liquidation  in  the  hope  of  being  able  to  sell  the  leather 
slowly  at  better  prices. 

Work  shoes  made  of  bark-tanned  leather  always  had  been 
cheaper  than  other  shoes.  One  reason  for  this  was  that  the 
bark-tanning  process  produced  a  better  "split"  than  the  chrome 
process,  which  had  an  astringent  effect.  Since  in  tannery  cost 
accounting,  splits  were  treated  as  by-products,  "grains"  of  bark 
leather  could  be  produced  more  cheaply  than  "grains"  of  chrome 
tannage.  Popular  grades  of  bark -tanned  leather,  therefore,  had 
sold  for  a  long  time  at  a  price  about  4  cents  per  square  foot  be- 
low that  for  chrome-tanned  work-shoe  leather.  Through  im- 
provements in  the  process  of  tanning  by  several  competitors  of 
the  Massasoit  Leather  Company,  however,  the  quality  of  the 
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splits  obtained  from  the  chrome-tanning  process  had  been 
brought  to  a  point  where  chrome-tanned  grains  could  be  pro- 
duced almost  as  cheaply  as  bark-tanned  grains.  Thus  at  the 
same  time  that  the  style  tendency  set  against  bark  leather,  a 
reduction  in  the  price  differential  between  the  two  types  of 
leather  gave  further  impetus  to  the  movement  away  from  bark 
leather.  At  the  same  price  as  competing  leathers,  heavy  bark- 
tanned  leather  was  not  in  demand.  The  rise  in  hide  prices  dur- 
ing the  first  six  months  of  1922,  however,  affected  the  more 
popular  types  of  leather  before  it  did  bark-tanned  leather  and 
began  to  restore  the  price  differential.  It  was  then  a  question 
whether  the  buying  power  and  style  preference  of  purchasers  of 
medium-  and  low-priced  shoes  would  be  such  that  a  differential 
of  a  few  cents  per  square  foot  in  the  price  of  leather  would  lead 
shoe  manufacturers  to  substitute  bark-tanned  leather  for  colored 
side  leather  or  the  various  chrome  tannages  of  work-shoe  leather. 

In  July,  1922,  the  Massasoit  Leather  Company  needed  to  turn 
its  inventory  into  cash  in  order  to  buy  hides  and  resume  opera- 
tions on  a  large  scale;  apparently  a  new  period  of  general  busi- 
ness prosperity  was  beginning.  The  bulk  of  the  company's  pro- 
duction at  that  time  was  colored  side  leather,  and  the  remainder 
was  chrome-retan1  work-shoe  leather.  Since  the  demand  appar- 
ently was  good  for  those  leathers,  the  Massasoit  Leather  Com- 
pany wished  to  increase  its  output;  it  was  especially  desirous  of 
increasing  the  sales  of  chrome-retan  leather  for  work  shoes. 

Despite  the  urgent  need  for  cash,  several  executives  were  of 
the  opinion  that  it  would  be  advisable  to  sell  the  bark-tanned 
leather  gradually  in  order  not  to  flood  the  market  with  larger 
quantities  than  it  readily  could  absorb.  The  existence  of  the 
large  stock  of  bark-tanned  leather  belonging  to  the  Massasoit 
Leather  Company  was  well  known  in  the  leather  trade.  Other 
tanners  had  hesitated  to  produce  similar  merchandise  during 
1920  and  192 1,  and  in  1922,  therefore,  the  company's  com- 
petitors had  only  small  stocks  of  this  kind  of  leather. 

What  policy  should  the  Massasoit  Leather  Company  have 
adopted  in  July,  1922,  in  regard  to  its  inventory  of  bark-tanned 
leather? 

xThe  retan  process  is  a  double  process,  consisting  of  a  primary  chrome  tannage 
followed  by  a  vegetable  extract  tannage. 
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14.  Neville  &  Company 
cotton-cloth  brokers 

Until  1919,  Neville  &  Company,  a  cotton-cloth  converter,  had 
purchased  cloth  almost  exclusively  through  brokers,  buying  di- 
rectly from  the  mills  or  their  selling  agents  only  under  excep- 
tional circumstances.  At  that  time,  however,  the  executives  of 
Neville  &  Company  had  decided  gradually  to  increase  the  pro- 
portion of  the  purchases  made  without  the  intervention  of  bro- 
kers. By  1922  the  company  was  buying  approximately  90%  of 
its  total  requirements  of  cloth  directly  from  cloth  manufacturers 
or  their  selling  agents.1  Although  it  was  apparent  to  the  exec- 
utives that  decided  benefits  had  been  realized  from  the  company's 
plan  of  dispensing  very  largely  with  the  services  of  cloth  brokers, 
nevertheless,  in  1922,  the  executives  reopened  the  question  of 
the  extent  to  which  the  company  should  use  brokers  in  purchas- 
ing cloth. 

As  a  converter,  Neville  &  Company  bought  cotton  grey  cloth, 
had  that  cloth  bleached,  dyed,  printed,  mercerized,  or  finished 
in  some  other  way  for  its  account  by  finishing  companies,  and 
then  sold  the  cloth  to  cutters-up,  industrial  firms  requiring  cotton 
cloth  in  the  manufacture  of  their  products,  and  wholesalers.  The 
converter  rather  than  the  cloth  manufacturer,  therefore,  bore  the 
risk  of  style  and  finish. 

Neville  &  Company,  one  of  the  largest  converters  in  the 
United  States,  bought  several  million  yards  of  grey  cloth  an- 
nually. Of  this  quantity,  from  80%  to  90%  consisted  of  staple 
fabrics  such  as  print  cloths,  sheetings,  drills,  twills,  and  ducks, 
and  from  10%  to  20%  consisted  of  fancy  weaves,  including 
dress  goods,  fancy  shirtings,  and  cloth  for  use  in  making  under- 
wear. 

In  deciding  in  1919  to  increase  the  proportion  of  purchases 
which  it  made  directly,  the  company  had  been  influenced  by  the 
fact  that  it  ordinarily  was  impossible  to  place  large  orders 
through  brokers  without  the  knowledge  of  such  orders  quickly  be- 
coming known  to  the  trade  in  general.  Frequently,  it  was  stated, 
when  a  broker  had  secured  a  large  order  for  some  particular 
fabric  from  a  leading  converter  such  as  Neville  &  Company,  the 
broker  used  that  order  as  a  sales  argument  to  obtain  additional 

1  Sec  John  Gates  &  Company,  page  424. 


292  PROBLEMS  IN  MARKETING 

orders  for  the  cloth  from  other,  smaller  converters.  Not  only  did 
this  enable  competitors  to  take  advantage  of  market  forecasts 
made  by  the  large  converter,  but  it  tended  to  produce  an  artificial 
and  ill-founded  activity  in  the  market,  since  the  smaller  convert- 
ers were  inclined  to  follow  the  lead  of  their  large  competitors  in 
purchasing.  This  activity  occurred  at  the  peak  of  the  seasonal 
market.  The  converters'  sales  were  concentrated  in  the  spring 
and  autumn  of  each  year,  when  new  lines  were  introduced;  con- 
sequently, the  converters  ordinarily  placed  large  seasonal  orders 
for  cloth  to  cover  their  sales  peaks  instead  of  buying  in  smaller 
quantities  regularly  throughout  the  year. 

In  discontinuing  the  use  of  brokers,  Neville  &  Company  also 
had  hoped  to  obtain  its  grey  cloth  more  cheaply,  inasmuch  as  no 
brokers'  commissions  would  be  involved  in  the  direct  purchases. 
Cloth  brokers'  commissions  varied  from  y2  of  i%  to  2%, 
depending  upon  the  type  of  fabric  sold  and  being  higher  for 
fancy  fabrics  than  for  staples.  The  commissions  were  paid  to 
the  brokers  by  the  sellers,  but  were  allowed  for  in  the  prices 
which  the  sellers  quoted.  The  brokers  did  not  stand  in  an 
agency  relationship  either  to  the  mills  or  the  converters,  but 
acted  independently  of  both,  taking  orders  wherever  they  could 
be  secured. 

In  1922,  after  reviewing  the  situation,  the  executives  of  Ne- 
ville &  Company  decided  that  it  would  be  inadvisable  to  dis- 
continue the  services  of  brokers  entirely.  The  company's  cloth 
buyer  estimated  that  in  not  more  than  one  case  out  of  a  hundred 
did  he  effect  an  actual  saving  by  buying  directly  rather  than 
through  brokers.  The  brokers,  he  stated,  were  more  familiar 
with  the  market  than  he  could  be.  Certain  brokers  specialized 
on  particular  fabrics,  such  as  print  cloths  or  sheetings;  one 
broker  concentrated  upon  the  sale  of  newly  introduced  fabrics. 
Competition  between  the  brokers  was  keen,  moreover,  and  each 
sought  to  underquote  the  others.  It  was  the  cloth  buyer's  opin- 
ion that  without  the  information  which  brokers  were  able  to 
supply  as  to  conditions  in  the  market,  both  grey  cloth  buyers 
and  sellers  were  likely  to  make  occasional  serious  errors  in  buy- 
ing and  selling.  For  instance,  at  various  times  he  had  obtained 
cloth  from  large  sellers  who  did  not  use  brokers  at  a  price 
slightly  below  the  general  market  price  because  the  sellers  were 
unaware  that  competitors  had  raised  their  price  for  that  cloth. 
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The  executives  of  Neville  &  Company  concluded  that  in  general 
the  company  should  place  sufficient  orders  with  brokers  to  insure 
their  interest  in  the  company,  so  that  they  would  keep  the  com- 
pany informed  as  to  style  trends,  new  developments  in  the 
market,  and  particularly  advantageous  opportunities  to  pur- 
chase. 

In  the  early  part  of  1927,  Neville  &  Company  was  making 
from  50%  to  75%  of  its  purchases  of  staple  grey  cloth  directly 
from  the  mills  or  their  selling  agents,  ordinarily  from  the  latter. 
The  company  received  solicitations  for  orders  from  numerous 
mill  selling  agents,  but  not  directly  from  mills  which  did  not 
employ  selling  agents.  The  brokers,  therefore,  provided  a  means 
of  transacting  business  with  the  substantial  number  of  mills 
which  had  no  selling  agents.  The  company  also  frequently 
placed  orders  with  mill  selling  agents  through  brokers.  Some- 
times, for  certain  fabrics,  only  2  or  3  sources  were  available,  but 
many  fabrics  could  be  obtained  from  40  or  50  mills.  Neville  & 
Company  made  purchases  from  a  large  proportion  of  the  avail- 
able sources. 

During  the  last  six  months  of  1926  Neville  &  Company  bought 
69%  of  its  fancy  fabrics  through  brokers,  as  compared  with 
44%  of  staples  purchased  through  brokers.  In  purchasing 
staples,  the  buyer  ordinarily  knew  the  mills  from  which  he 
could  obtain  cloth  of  the  desired  type  and  quality,  and,  in  plac- 
ing his  order,  was  influenced  chiefly  by  the  prices  offered.  In 
purchasing  fancy  fabrics,  on  the  other  hand,  which  constituted 
about  one-twelfth  of  the  company's  purchases  of  grey  cloth,  the 
buyer  needed  information  not  only  as  to  prices,  but  also  as  to 
style  trends,  new  weaves  or  types  of  cloth  developed,  and  avail- 
able sources.  Because  fancy  fabrics  constituted  so  small  a  por- 
tion of  the  company's  business,  the  buyer  preferred  to  rely  very 
largely  upon  the  brokers  for  this  information  rather  than  to 
undertake  to  keep  himself  informed  independently  of  them. 

The  buyer  for  Neville  &  Company  in  February,  1927,  cited 
the  change  which  had  taken  place  in  the  buying  habits  of  cut- 
ters-up  and  other  customers  of  the  company  as  a  factor  which 
removed  one  of  the  reasons  for  the  company's  unwillingness  to 
buy  through  brokers.  In  the  three  or  four  years  prior  to  1927, 
the  company's  customers  had  begun  to  buy  in  small  quantities 
to  meet  current  merchandising  requirements  rather  than  in  large 
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quantities  in  the  spring  and  autumn.  This  change  had  made  it 
possible  for  Neville  &  Company  to  distribute  its  purchases  of 
grey  cloth  evenly  throughout  the  year.  Consequently,  unless 
the  company  was  buying  heavily  in  anticipation  of  an  increase 
in  prices,  no  one  order  was  large  enough  to  occasion  artificial 
activity  in  the  market  even  though  the  company's  competitors 
were  aware  that  the  order  had  been  placed. 


15.  Blackstone  Company 
warehouse  distributor 

In  1920  the  Blackstone  Company,  one  of  the  largest  warehouse 
distributors  of  iron  and  steel  products  in  the  United  States,  had 
warehouses  in  St.  Louis,  Detroit,  Buffalo,  New  York,  and  Chi- 
cago. The  company,  at  that  time,  contemplated  the  establish- 
ment of  additional  warehouses  in  Boston,  Cleveland,  Cincinnati, 
Philadelphia,  and  other  cities  which  it  then  served  from  its 
existing  warehouses. 

The  Blackstone  Company,  like  other  warehouse  distributors, 
bought  iron  and  steel  products  in  large  quantities,  stored  them, 
and  then  sold  them  in  small  quantities  to  meet  customers'  require- 
ments. The  Blackstone  Company  paid  the  same  prices  to  steel 
manufacturers  as  were  paid  by  large  users  buying  directly  from 
the  manufacturers.  In  accordance  with  the  Pittsburgh  Basing 
Point  system,  the  manufacturers'  prices  included  freight  charges 
for  the  distance  from  Pittsburgh  to  the  points  of  destination. 
The  Blackstone  Company's  selling  prices  were  $15  per  ton  higher 
than  the  prices  paid  to  the  manufacturers.  The  company  took 
the  cash  discounts  offered  by  the  manufacturers,  the  terms  being 
y2  oi  1%  10  days,  net  30  days. 

The  Blackstone  Company  and  the  steel  mills  sold  to  practically 
the  same  classes  of  customers,  including  railroads  and  other  trans- 
portation companies,  automobile  manufacturers,  oil  companies, 
and  building  contractors.  Frequently  a  building  contractor 
bought  steel  for  the  basement  and  first  floor  of  a  new  building 
from  the  Blackstone  Company  for  immediate  delivery  and,  at 
the  same  time,  ordered  steel  for  the  rest  of  the  building  from  steel 
mills.    In  this  way  the  builder  had  stocks  of  steel  on  hand  as 
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required.  The  Blackstone  Company  also  sold  large  quantities  of 
material  for  plant  maintenance.  Small  machine  shops  and  similar 
establishments  purchased  from  the  Blackstone  Company.  The 
company  did  not  compete  with  the  steel  mills;  it  took  small  orders 
which  would  not  have  been  profitable  to  the  mills.  About  12% 
of  the  entire  steel  output  of  the  United  States  was  handled  through 
warehouse  distributors. 

The  Blackstone  Company  sold  a  general  line  of  iron  and  steel 
products  for  fabricating  and  manufacturing  purposes,  including 
structural  steel,  plates  and  bars,  tubes,  and  black  and  galvanized 
sheets.  It  also  sold  specialties  such  as  high-speed  steel;  tool  steel, 
which  frequently  was  purchased  in  very  small  lots;  and  machin- 
ery and  boiler  specialties,  including  flanges,  braces,  hangers,  and 
tube  expanders.  The  company  did  no  fabricating.  Its  total  sales 
amounted  to  about  $10,000,000  annually.  The  company  had 
built  up  its  sales  volume  mainly  on  the  basis  of  the  service  which 
it  provided.  It  carried  a  complete  line  and  was  able  to  make 
deliveries  immediately  upon  receipt  of  orders.  Orders  placed 
with  steel  mills  ordinarily  had  to  be  manufactured  according  to 
specifications  before  shipment.  There  were  many  small  ware- 
house distributors  which  carried  only  partial  lines. 

The  districts  in  which  the  Blackstone  Company  considered  es- 
tablishing warehouses  in  1920  were  being  served  by  warehouses 
of  competitors,  but  the  standard  of  service  maintained  by  those 
competitors  was  not  equal,  the  executives  of  the  Blackstone  Com- 
pany believed,  to  that  of  the  Blackstone  Company.  The  Black- 
stone Company,  for  instance,  carried  wider  plates  and  heavier 
machinery  for  cutting  those  plates  than  did  most  of  its  competi- 
tors. The  industries  in  those  districts  were  such  as  to  require  the 
services  of  warehouse  distributors  like  the  Blackstone  Company. 
If  the  company  established  the  proposed  warehouses,  however,  the 
territories  served  by  its  New  York,  Buffalo,  Detroit,  and  Chicago 
warehouses  would  be  curtailed  and  intensive  sales  efforts  would  be 
necessary  in  those  territories  to  offset  the  consequent  loss  in  their 
sales. 

Without  the  additional  warehouses,  the  Blackstone  Company, 
in  selling  in  Boston,  Philadelphia,  Cleveland,  and  Cincinnati,  was 
at  a  disadvantage  as  compared  with  local  distributors,  because  of 
the  freight  differentials.  On  sales  in  those  cities  local  distributors 


296  PROBLEMS  IN  MARKETING 

had  to  pay  freight  charges  only  for  the  distance  from  Pittsburgh, 
while  the  company,  when  it  sold  there,  had  to  pay  freight 
charges  for  the  distance  from  Pittsburgh  to  its  warehouses  and 
thence  to  the  locations  of  the  customers.  The  manufacturers' 
prices  in  Philadelphia,  for  example,  were  2  cents  per  ton  less  than 
the  New  York  City  prices,  because  of  the  lower  freight  charges 
on  shipments  to  Philadelphia  under  the  Pittsburgh  Basing  Point 
system.  The  prices  in  Trenton,  New  Jersey,  were  the  same  as  in 
New  York. 

Should  the  new  warehouses  have  been  established? 


16.  Harrison  Steel  Corporation 
cancelation  of  tonnage  contracts 

On  August  9,  1920,  the  Harrison  Steel  Corporation  received  a 
request  from  the  Tyler  Warehousing  Company  for  the  cancela- 
tion of  a  contract,  dated  May  10,  1920,  which  called  for  the  deliv- 
ery of  500  tons  of  structural  shapes  monthly  for  a  period  of  six 
months,  specifications  for  the  shapes  to  be  given  by  the  purchaser 
each  month  in  anticipation  of  delivery  six  weeks  later.  Two 
of  these  monthly  instalments  had  been  shipped  by  the  Harrison 
Steel  Corporation  and  accepted  by  the  Tyler  Warehousing  Com- 
pany. The  third  instalment  was  in  process  of  manufacture  under 
the  specifications.  The  Tyler  Warehousing  Company  was  ready 
to  receive  this  third  instalment,  but  requested  that  the  remaining 
three  shipments  be  canceled  because  of  lack  of  orders  on  the 
company's  books  to  take  up  the  steel  if  manufactured  and 
shipped. 

In  August,  1920,  the  steel  industry  was  just  beginning  to  feel 
the  depression  which  already  had  become  evident  in  other  indus- 
tries. Because  of  the  steady  demand  for  steel  and  a  continual 
rise  in  prices,  there  had  been  practically  no  cases  of  cancelations 
or  requests  for  cancelations  from  customers  during  the  preceding 
18  months.  In  fact,  customers  who  ordered  on  the  tonnage  basis 
to  resell  had  fallen  into  the  habit  of  placing  orders  with  several 
steel  manufacturers  for  perhaps  three  times  the  amount  of  steel 
that  the  customers  expected  to  need,  in  order  to  obtain  suffi- 
ciently prompt  deliveries  from  some  source  to  satisfy  their  own 
customers. 


INDUSTRIAL  GOODS  297 

The  Tyler  Warehousing  Company  handled  standard  sizes  of 
structural  shapes  in  its  warehouses  in  order  to  give  prompt  de- 
livery to  building  contractors  and  manufacturers  who  needed 
small  shipments  on  immediate  delivery.  In  normal  times  its  pur- 
chases from  the  Harrison  Steel  Corporation  averaged  about  300 
tons  a  month.  It  was  considered  a  good  customer  by  the  steel 
corporation.  In  the  present  case,  however,  the  Harrison  Steel 
Corporation  concluded  that  final  decision  must  be  made  not 
merely  with  reference  to  that  case,  but  on  the  probability  that 
similar  requests  would  be  received  often  during  the  next  few 
months;  hence,  a  definite  policy  had  to  be  established. 

It  had  been  the  custom  in  the  industry  for  many  years  to 
grant  cancelations  of  these  tonnage  contracts  in  whole  or  in  part 
almost  without  discussion,  provided  cancelation  was  requested 
before  specifications  for  the  steel  had  been  given  by  the  pur- 
chaser. The  basis  for  this  custom  was  that  the  manufacturer 
could  not  start  to  make  the  steel  until  definite  specifications  as 
to  size,  quality  of  steel,  and  other  necessary  instructions  had  been 
stipulated.  Thus  the  sending  in  of  each  monthly  set  of  specifica- 
tions amounted,  in  effect,  to  a  separate  order.  The  full  amount 
of  the  contract  was  carried  on  the  books  of  the  steel  manufac- 
turer, however,  as  an  unfulfilled  order,  and  general  production 
plans  as  to  size  of  labor  force,  expansion,  and  general  overhead 
expense  were  determined  largely  on  the  basis  of  the  quantity  of 
unfulfilled  orders  on  the  company's  books.  It  did  affect  the  steel 
manufacturer,  therefore,  to  have  these  contracts  canceled.  The 
tonnage  contract  was  filled  out  on  a  regular  blank.  The  con- 
tract form  used  by  the  Harrison  Steel  Corporation  included  the 
following  clauses: 

Specifications  shall  be  furnished  to  seller  by  buyer  in  substantially 

equal  monthly  quantities  beginning and  ending 

A  buyer's  failure  to  furnish  specifications  as  aforesaid  may  at  the 
seller's  option  and  without  notice  to  the  buyer  be  treated  and  consid- 
ered as  a  refusal  to  accept  and  receive  the  unspecified  portion  of  the 
goods.  ...  In  the  event  of  inevitable  delay  due  to  fires,  strikes,  or 
other  causes  beyond  the  control  of  the  seller,  the  buyer  may,  subject  to 
previously  obtaining  the  consent  of  the  seller,  cancel  the  portion  of  the 
goods  not  manufactured  or  in  process  of  manufacture  at  the  time  his 
request  to  cancel  reaches  the  works. 

If  the  Harrison  Steel  Corporation  had  insisted  that  the  Tyler 
Warehousing  Company  fulfil  its  part  of  the  contract,  the  Har- 
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rison  Steel  Corporation  would  have  been  adopting  a  policy  which 
would  have  run  counter  to  that  followed  previously  by  the  indus- 
try and  the  probable  future  policy  of  the  other  independent 
steel  companies.1 

Should   the  Harrison  Steel  Corporation  have  permitted  the 
Tyler  Warehousing  Company  to  cancel  its  contract? 


17.  Lambert  Lake  Gas  Company 
coal  contracts 

The  daily  consumption  of  coal  of  the  Lambert  Lake  Gas 
Company  was  about  500  tons.  In  order  to  be  assured  of  a  con- 
tinuous supply,  the  company  normally  stored  60  days'  require- 
ments at  the  plant.  The  coal  used  in  the  manufacture  of  gas  was 
of  a  highly  volatile  type.  The  company  had  confined  its  purchases 
to  one  district  in  West  Virginia.  Until  192 1  the  Lambert  Lake 
Gas  Company  had  placed  a  contract  each  year  in  March  for  its 
annual  coal  supply.  The  contracts  had  been  given  regularly  to 
the  same  company.2  Each  was  a  typical  coal  contract  which  con- 
tained a  provision  that:    "In  case  of  strikes,  accidents,  or  other 

*The  policy  of  the  United  States  Steel  Corporation  during  the  period  of  high 
prices  in  1919  and  the  early  part  of  1920  was  to  keep  its  scale  of  prices  sub- 
stantially below  that  which  could  have  been  obtained  through  the  unprecedented 
demand.  By  doing  this,  it  was  stated  in  the  trade  that  the  United  States  Steel 
Corporation  received  a  large  number  of  orders  from  customers  who  were  willing 
to  wait  several  months  for  the  delivery  of  their  steel  in  order  to  receive  the 
benefit  of  lower  prices  than  were  being  charged  by  the  independent  companies. 
Those  customers  who  desired  more  prompt  delivery  placed  their  orders  with  the 
smaller  companies  at  higher  prices.  The  situation  that  resulted  from  this  policy 
was  that  the  United  States  Steel  Corporation  had  on  its  books  the  orders  of  those 
manufacturers  and  contractors  who  had  specific  operations  in  prospect  for  which 
they  needed  definite  quantities  of  steel  for  which  specifications  were  given  at  the 
time  each  original  order  was  placed.  As  a  result,  the  United  States  Steel  Corpora- 
tion was  able  to  continue  manufacturing  steel  to  be  delivered  at  the  old  level  of 
prices  for  months  after  the  depression  was  felt  by  the  independents.  Most  of  the 
independents,  on  the  other  hand,  in  accepting  the  higher-priced  orders,  took  a 
large  quantity  of  tonnage  contracts,  specifications  for  which  were  not  to  be  given 
until  a  few  weeks  before  delivery.  Many  of  these  orders  were  placed  by  jobbers 
who  were  estimating  the  probable  future  needs  of  their  customers.  When  the 
depression  came,  the  jobbers  had  no  market  for  the  steel,  and  consequently  wished 
to  withdraw  from  their  obligations  to  the  producers.  The  volume  of  unfilled 
orders  of  the  independents,  therefore,  fell  away  rapidly  and  production  was  cur- 
tailed immediately  after  the  first  decline  in  prices. 

2  The  following  statement  cites  the  practice  of  one  coal  mining  company  in 
selling  on  contracts. 

The  10  mines  of  the  Thatham  Coal  Company,  operated  in  a  non-union  field,  had 
an  annual  production  capacity  in  1922  of  about  3.000,000  tons.     In  1020  and  1921 
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causes  beyond  the  control  of  the  seller,  or  hindrances  interfering 
with  the  mining  and  shipping  of  coal,  the  shipments  will  be  re- 
duced in  the  same  proportion  as  the  rated  capacity  of  mines  from 
which  this  coal  is  supplied  is  curtailed.  The  buyer  is  likewise  en- 
titled to  suspend  or  reduce  shipments  of  coal  when  similar  causes 
beyond  the  buyer's  control  interfere  with  the  operation  of  the 
buyer's  use  of  said  coal."  It  was  provided  further  that:  "The 
price  named  in  this  contract  is  based  upon  the  existing  rates  of 

annual  contracts  were  signed  for  approximately  2,020,000  tons,  whereas  production 
in  those  years  was  respectively  2,194,648  and  1,780472  tons. 

The  contracts  were  divided  as  to  customers  approximately  in  the  following 
proportions: 

Railroads    1,400,000    tons 

Cotton  mills   200,000    tons 

Other   manufacturers    100,000    tons 

Retailers  100,000    tons 

Export    200,000    tons 

Bunkering    20,000    tons 

The  total  cost  of  the  coal  mined,  exclusive  of  fixed  charges,  dividend  payments, 
and  income  taxes,  was  $2.55  per  ton  in  1920  and  $2.52  in  1921,  and  receipts  from 
coal  sold  were  respectively  $3.26  and  $3.03  per  ton. 

Coal  costs  in  January,  1922,  were  $2.06,  in  February  $1.91,  and  in  March  $1.64 
per  ton,  compared  with  costs  in  the  same  months  in  1921  of  $2.83,  $3.17,  and  $3.19 
per  ton  respectively.  Receipts  for  coal  sold  for  these  three  months  were  $2.49, 
$2.34,  and  $2.22  per  ton  in  1922,  and  $3.65,  $346,  and  $3.43  per  ton  in  1921. 
Wage  reductions  had  been  made  in  July  and  October,  192 1,  and  in  March,  1922, 
from  the  October,  1920,  scale  which  had  been  the  highest  ever  paid.  The  three 
reductions  aggregated  an  average  decrease  from  the  October,  1920,  scale  of  about 

3S%- 

The  Thatham  Coal  Company  in  April,  1922,  already  had  contracted  to  sell 
coal  to  several  customers  at  $1.95  per  ton,  f.o.b.  cars  at  mines  for  run-of-mines 
coal.  Although  one  or  two  contracts  had  been  made  at  $2.25  for  egg  coal,  most  of 
its  contracts  were  for  run-of-mines,  and  it  was  expected  that  $1.95  would  be  the 
prevailing  price.  From  the  31-cent  margin,  the  difference  between  $1.95  and  $1.64, 
the  corporation  needed  5  cents  per  ton  for  fixed  charges,  7  cents  for  preferred  stock 
sinking  fund  and  dividend  payments,  and  9  cents  for  income  taxes,  leaving  only 
10  cents  per  ton  for  surplus. 

If  the  labor  strike,  which  was  under  way  in  the  union  fields  in  the  spring  of 
1922,  were  to  continue  for  a  long  period  and  the  railroads  were  able  to  provide  a 
sufficient  supply  of  cars,  the  Thatham  Coal  Company  probably  would  produce 
a  record  quantity  of  coal  at  no  great  advance  in  cost.  If  a  car  shortage  should 
occur  in  the  course  of  the  miners'  strike,  however,  there  undoubtedly  would  be  a 
sharp  advance  in  coal  prices.  If  the  Thatham  Coal  Company  contracted  for  the 
sale  of  tonnage  to  the  same  extent  as  in  1920  and  192 1,  it  probably  could  not 
benefit  from  increased  prices  which  were  caused  by  a  car  shortage;  it  would  be 
impossible  to  fill  all  contracts,  and  to  have  coal  available  for  the  spot  market. 
There  had  been  cases  where  companies,  which  had  sold  on  contract  about  80%  of 
their  estimated  output,  had  supplied  80%  of  their  tonnage  to  contracts  and  20% 
to  the  spot  market,  when  their  output  was  reduced  more  than  20%  through  car 
shortage.  The  legality  of  that  action  never  had  been  established,  but  it  had  been 
considered  unethical  by  the  Thatham  Coal  Company  and  many  other  coal  producers. 
Despite  the  existence  of  the  strike  in  the  union  fields  in  the  spring  of  1922,  the 
Thatham  Coal  Company  decided  to  sell  the  bulk  of  its  estimated  output  on  contract 
as  usual. 
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pay  for  all  mine  labor  and  the  price  will  be  subject  to  readjust- 
ment in  the  event  existing  rates  of  pay  are  changed." 

Early  in  192 1  a  question  was  raised  as  to  the  advisability  of 
a  continuance  of  the  annual  contract  plan.  Coal  and  labor  prices 
in  general  were  falling.  Another  disturbing  element  was  trans- 
portation difficulties.  The  experience  of  the  Lambert  Lake  Gas 
Company  had  been  that  coal  contracts  were  binding  upon  the 
purchaser  in  that  he  was  required  to  take  the  coal  as  delivered 
under  the  terms  of  a  contract;  yet  in  case  of  mining  or  trans- 
portation difficulties  no  means  had  been  devised  to  enforce  or 
insure  deliveries.  In  1920,  when  railroad  difficulties  handicapped 
the  coal  company  in  making  deliveries,  for  example,  the  gas  com- 
pany had  waited  in  anticipation  of  a  resumption  of  shipments 
until  the  supply  on  hand  at  the  plant  had  become  so  low  that 
a  shut-down  was  threatened.  Consequently,  in  order  to  supply 
gas  to  its  customers,  the  company  had  been  forced  to  enter  the 
open  market  and  purchase  spot  coal  at  a  price  much  higher  than 
the  contract  price.  In  view  of  this  experience,  the  contract,  which 
normally  would  have  been  let  in  March,  192 1,  was  not  signed 
until  June  1  of  that  year. 

In  February,  1922,  shortly  before  the  calling  of  a  coal  strike 
in  all  the  nearby  union  fields,  the  coal  company  notified  the  gas 
company  that  the  price  of  coal  was  to  be  advanced  40  cents  a 
ton.  This  increase  was  considered  just  by  both  companies  on  the 
ground  of  higher  production  costs.  Although  the  rates  for  the 
sale  of  gas  fixed  by  the  local  public  utilities  commission  had 
enabled  the  gas  company  to  show  satisfactory  net  earnings  in 

192 1,  this  increase  of  40  cents  a  ton  in  the  price  of  coal  left 
small  margin  for  contingencies.  In  February,  1922,  the  coal 
company  also  asked  the  gas  company  to  renew  its  contract  for 

1922.  Its  experience  during  the  preceding  two  years  made  the 
gas  company  reluctant  to  assume  a  Jong-time  contract.  In  addi- 
tion, it  was  expected  that  the  price  of  coal  would  decline  nearly 
to  the  prewar  level  later  in  the  year.  The  coal  company  was 
in  a  non-union  district,  and  although  entirely  surrounded  by 
union  fields,  little  labor  trouble  was  anticipated;  the  company 
always  had  paid  as  liberal  wages  as  were  paid  in  union  mines. 
The  coal  company  also  owned  a  large  supply  of  private  cars. 
The  Lambert  Lake  Gas  Company  was  located  near  the  seaboard 
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so  that  deliveries  were  possible  by  either  rail  or  rail  and  water. 
By  rail  the  distance  from  the  mines  was  about  700  miles  through 
congested  gateways  and  junctions.  The  rail  and  water  route  was 
400  miles  from  the  mines  to  tidewater  and  500  miles  from  tide- 
water to  the  port  nearest  the  Lambert  Lake  Gas  Company. 

By  failing  to  sign  the  contract  and  relying  upon  the  West 
Virginia  open  market,  the  gas  company  would  have  to  take  into 
consideration  the  fact  that  the  gas  coal  fields  were  small  and 
not  widely  separated.  It  was  probable  that  the  transportation 
problems  of  one  field  would  be  the  same  as  those  experienced  by 
neighboring  producers.  The  contract  contained  so  many  safety 
clauses  in  case  of  mining  or  transportation  difficulties  that  there 
was  practically  no  legal  obligation  on  the  part  of  the  coal  com- 
pany to  make  deliveries  in  emergencies.  At  the  time  that  the 
contract  was  offered,  it  was  believed  by  the  gas  company  that 
little  could  be  gained  by  acceptance  and  that  advantages  of  price 
declines  later  in  the  year  might  be  lost. 

Should  the  Lambert  Lake  Gas  Company  have  contracted  as 
usual  for  its  gas  coal  supply,  or  should  it  have  relied  upon  obtain- 
ing coal  in  the  open  market  to  meet  its  requirements? 


18.  Sugar  Beet  Contracts 

The  following  contracts  used  by  three  beet  sugar  companies 
in  1922  are  typical  examples  of  the  methods  of  purchasing  sugar 
beets.1  Several  of  the  large  companies  each  used  more  than  one 
type  of  contract.     A  beet  sugar  company  ordinarily  sent  out 

••^The  following  statement  was  published  in  1913  in  U.  S.  Department  of  Agri- 
culture, Report  No.  98,  Systems  of  Marketing  Farm  Products  and  Demand  for  Such 
Products  at  Trade  Centers,  p.  151. 

"By  far  the  largest  percentage  of  sugar  beets  are  grown  on  small  plots  and  the 
product  furnished  the  sugar  factory.  In  starting  a  new  sugar  factory  it  is  generally 
customary  for  the  factory  to  buy  a  number  of  farms,  the  acreage  of  which  will 
furnish  from  one-third  to  one-half  of  the  supply  of  beets,  but  as  the  company 
becomes  older  and  more  settled  the  land  is  often  sold  off  or  rented  to  farmers.  In 
California  the  individual  plots  are  much  larger,  and  in  consequence  the  number 
of  growers  furnishing  a  sugar  factory  with  beets  is  smaller  than  in  practically 
any  other  state  outside  of  Utah.  In  Colorado  and  in  Michigan  the  plots  are 
small,  ranging  from  5  up  to  40  acres  in  general  and  in  a  few  cases  100  and  over. 

"The  sugar  company  generally  makes  three-  to  five-year  contracts  with  the 
farmers  to  grow  beets  on  a  certain  number  of  acres  each  year.  This  contract 
binds  the  farmer  to  grow  the  beets  and  to  have  the  supervision  of  the  agricul- 
turist of  the  sugar  company." 
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field  men  in  the  spring  to  solicit  acreage  on  these  contracts  from 
prospective  beet  growers. 

MEMORANDUM  OF  AGREEMENT 

This  Agreement,  between  the  Great  Plains  Sugar  Company, 
party  of  the  first  part,  hereinafter  called  the  "Company,"  and 

Post  Office R.  F.  D of 

County,  Nebraska,  party  of  the  second  part,  hereinafter  called  the 
"Grower." 

Witnesseth:  That  said  Grower  agrees  to  plant,  cultivate,  care  for, 
harvest,  silo,  and  deliver  during  the  season  of  192. . . .,  in  compliance 
with  the  directions  of  the  Company,  as  may  be  given  from  time  to 

time, acres  of  sugar  beets  on  the  following  described 

lands,  to-wit:  

Section Township ,  Range , 

in County,  Nebraska. 

Seed  for  said  planting  will  be  furnished  by  the  Company  at  20  cents 
per  pound;  and  none  other  shall  be  used.  The  price  of  said  seed,  so 
furnished,  shall  be  deducted  by  the  Company  from  the  amount  due  for 
beets  first  delivered  under  this  contract,  as  being  an  advance  payment 
on  the  purchase  price  of  said  beets,  and  is  hereby  made  a  lien  thereon. 

The  Grower  agrees  to  keep  said  beets  protected  from  the  sun  and 
frost  after  their  removal  from  the  ground,  and  deliver  them  to  the 
delivery  station  named  below,  in  a  sound  and  marketable  condition,  free 
from  dirt,  stones,  trash  and  other  foreign  substances,  liable  to  interfere 
with  the  operation  of  the  factory.  The  Company  can,  at  its  option, 
reject  any  diseased,  frozen  or  wilted  beets  or  beets  that  are  not  suitable 
for  the  manufacture  of  sugar. 

All  sound  beets,  as  defined  in  the  preceding  clause  hereof,  will  be 
ordered  in  by  the  Company,  and  notice  to  deliver  same  mailed  to  the 
Grower,  at  the  above  address,  shall  be  sufficient.  The  Grower  agrees 
to  deliver  said  beets  as  called  for  in  said  notice. 

Beets  delivered  and  accepted  will  be  paid  for  by  the  Company,  at  the 
rate  of  Five  Dollars  ($5.00)  per  ton. 

The  Company  will  pay  Seventy-five  Cents  per  ton  additional  for 
beets  siloed  and  delivered;  siloed  beets  shall  not  be  delivered  except 
upon  notice  and  call  of  the  Company. 

Payment  is  to  be  made  on  the  15th  of  each  month  for  beets  deliv- 
ered and  accepted  during  the  previous  month. 

Beets  are  to  be  properly  trimmed  below  the  base  of  the  bottom  leaf, 
and  are  to  be  subject  to  deduction  for  tare. 

Beets  are  to  be  delivered  by  the  Grower  and  weighed  by  the  Com- 
pany's weigher  at 

All  weighings  made  by  the  Company  shall  be  accepted  as  final,  it 
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being  understood,  however,  that  the  Growers  are  at  liberty  to  select  and 
employ,  at  their  own  expense,  any  competent  weigh-master  to  whom  the 
Company  shall  give  free  access  to  its  weigh  houses  for  the  purpose  of 
checking  the  Company's  weighings. 

The  Grower  agrees  not  to  dispose  of  any  beets  grown  under  this  con- 
tract to  any  person  or  persons  other  than  said  Company. 

The  performance  of  all  agreements  made  contingent  upon  strikes, 
fires,  accidents  or  other  causes  beyond  our  control.  No  agent  of  the 
Company  is  authorized  to  change  any  of  the  terms  or  provisions  of  this 
contract. 

Signed,  in  duplicate,  this day  of ,  192. . . 

— 1922 — 

Memorandum  of  Agreement  between 

Grower,  and  Franciscan  Sugar  Co., ,  California. 

1.  The  Franciscan  Sugar  Company,  hereinafter  called  the  "Com- 
pany," and 

hereinafter  called  the  "Grower,"  have  agreed  as  follows: 

2.  The  Grower  agrees  that  during  the  season  of  1921-1922  he  will 

grow  sugar  beets  upon  about acres  of  land  hereinbelow 

described,  and  that  he  will,  in  compliance  with  the  directions  of  the 
Company,  which  may  be  given  from  time  to  time,  prepare  said  land, 
and  plant,  replant,  block,  thin,  cultivate,  irrigate,  harvest  and  deliver 

said  crop  in  good  condition  at  the  Company's  factory  at , 

as  may  be  directed  by  the  Company;  deliveries  to  be  made  not  more 
than  five  days  before  the  opening  of  the  factory  for  the  campaign  of 
1922  and  not  later  than  five  days  before  the  close  of  said  campaign. 

3.  The  Company  will  furnish  seed,  for  which  the  Grower  will  pay 
fifteen  (15)  cents  per  pound;  and  no  seed  other  than  that  furnished  by 
the  Company  shall  be  used  in  the  planting  or  replanting  of  said  crop. 

4.  Beets  shall  not  be  irrigated  after  July  15,  except  by  written  per- 
mission of  the  Company. 

5.  The  Grower  agrees  to  deliver  beets  free  from  stones,  trash  or 
other  foreign  substances  liable  to  interfere  with  the  work  in  the  factory. 

6.  Beets  must  be  squarely  topped  at  base  of  bottom  leaf.  Actual 
deduction  for  tare  shall  be  made  for  earth,  and  green  and  sunburned 
tops. 

7.  The  Company  will  weigh  and  pay  the  Grower  for  all  beets  deliv- 
ered in  accordance  with  this  agreement  and  when  accepted  by  the  Com- 
pany the  following  price  per  ton  of  2,000  pounds:  Beets  testing  15% 
sugar,  Five  Dollars  and  Twenty-five  Cents  ($5.2  5)  per  ton  with  an 
additional  Thirty-five  Cents  (35c)  per  ton  for  each  1%  of  sugar  above 
15%;  fractions  to  the  closest  1/10  of  1%  in  proportion.  A  deduc- 
tion of  Thirty-five  Cents  (35c)  per  ton  for  each  1%  of  sugar  below  15% 
will  be  made  down  to  11%;  fractions  to  the  closest  1/10  of  1%  in 
proportion   (see  scale  of  prices  on  other  side).     Beets  testing  under 
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1 1  %  not  covered  under  this  contract,  but  may  be  accepted  by  the  Com- 
pany at  its  option. 

8.  The  Company  will  also  pay  all  railroad  freights  on  beets  loaded 
on  car,  provided  cars  are  loaded  to  full  capacity.  Demurrage  charges, 
if  resulting  from  delay  by  the  Grower  in  loading  at  dump,  shall  be  at 
the  Grower's  cost. 

9.  To  ascertain  the  quality  of  said  beets,  the  Company  shall  have 
the  privilege  at  various  times  during  the  growing  and  harvesting  season 
of  causing  the  beets  to  be  sampled  and  polarized. 

10.  If  factory  of  the  Company  shall  be  damaged  by  fire  or  other 
cause,  preventing  the  working  of  said  crop  of  beets,  the  Company  may 
assign  this  agreement  or  at  its  option  pay  the  Grower  Fifteen  Dollars 
($15.00)  for  each  acre  planted,  leaving  to  the  Grower  the  use  of  the 
land  and  the  growing  crop  thereon.  If  such  damage  occurs  before 
planting  seed,  this  agreement  is  canceled. 

The  Company  shall  have  the  right  to  deduct  from  any  money  due  the 
Grower  under  the  terms  of  this  contract,  all  advances  made  to  said 
Grower  for  seed  furnished,  money  advanced,  work  performed,  and  any 
other  obligation  due  the  Company  from  said  Grower.  When  any  money 
has  been  advanced  the  Grower  by  the  Company,  the  Company  shall 
have  the  right  to  enter  upon  the  lands  covered  by  this  contract  and  care 
for  and  harvest  the  beets,  provided  the  Grower  has  not  complied  with 
the  instructions  of  the  Company  to  care  for  or  harvest  said  beets.  Cost 
of  this  work  to  be  deducted  from  money  due  the  Grower  under  the 
terms  of  this  contract. 

12.  This  contract  cannot  be  assigned  without  the  written  consent  of 
the  Company. 

13.  The  Grower  may,  at  his  own  expense,  have  representatives 
(weighman,  tareman,  and  chemist)  in  scale  house,  tare  room,  and 
laboratory  to  check  weights  and  work  done,  such  representatives  to  be 
experienced  in  the  line  of  work  to  be  performed  and  satisfactory  to  both 
parties. 

14.  No  agent  of  the  Company  is  authorized  to  make  erasures,  addi- 
tions, or  alterations  of  the  printed  terms  of  this  contract. 

Date   

P.  O.  Address 

Loading  Station 

Name  of  Land  Owner 

Description  of  Land 

TERMS  OF  LEASE 

Cash  Rental 

Crop  Rental Share  of  Beets 

Does  Contractor  Desire  Sugar  Company  to  Engage  His  Help? 
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Schedule  of  Prices 

To  Be  Paid  for  Beets  Delivered  Under  This  Contract 

Per  Ton 


For  Beets  conta 
For  Beets  conta 
For  Beets  conta 
For  Beets  conta 
For  Beets  conta 
For  Beets  conta 
For  Beets  conta 
For  Beets  conta 
For  Beets  conta 
For  Beets  conta 
For  Beets  conta 
For  Beets  conta 
For  Beets  conta 
For  Beets  conta 
For  Beets  conta 


ining  25%  sugar $8.75 

ining  24%  sugar 8.40 

ining  23%  sugar 8.05 

ining  22%  sugar 7.70 

ining  21%  sugar 7.35 

ining  20%  sugar 7.00 

ining  19%  sugar 6.65 

ining  18%  sugar 6.30 

ining  17%  sugar 5.95 

ining  16%  sugar 5.60 

ining  15%  sugar 5.25 

ining  14%  sugar 4.90 

ining  13%  sugar 4.55 

ining  12%  sugar 4.20 

ining  11%  sugar 3.85 

Fractions  to  the  nearest  1/10  of  1%  in  proportion. 

Kind  of  Soil 

Irrigated  or  Not 

Water  Supply   

Crop  on  Land  in  192 1 Approximate  Yield 

Crop  on  Land  in  1920 Approximate  Yield 

Crop  on  Land  in  1919 Approximate  Yield 

Insect  Trouble  Last  Year 

Any  Plant  Disease  Last  Year 

When  Fertilized Kind 

Remarks  


Original 
Duplicate 

No 

Acres 

Wasatch  Sugar  Company 
SUGAR  BEET  CONTRACT 

Utah 

1922 

This  Agreement,  entered  into  in  duplicate  this day 

of 1922,  between  Wasatch  Sugar  Company, 

hereinafter  called  the  "Sugar  Company, "  and 

of 

County  of ,  Utah,  hereinafter 

called  the  "Grower." 

Witnesseth:     That  the  Grower  shall,  during  the  year  1922  from 
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seed  supplied  by  the  Sugar  Company  only,  grow 

acres  of  sugar  beets  and  shall  deliver  and  sell  the  entire  crop  therefrom 
to  the  Sugar  Company  and  the  Sugar  Company  shall  buy  and  pay  for 
the  same  upon  the  terms  and  conditions  hereinafter  set  forth. 

i.  That  the  Grower  shall  prepare  and  cultivate  the  said  land  and 
harvest  the  beets  grown  thereon  in  a  husbandlike  manner  and  shall 
deliver  all  of  said  beets  with  the  tops  closely  cut  off  at  the  base  of  the 
bottom  leaf,  and  shall  exercise  reasonable  care  in  protecting  said  beets 
from  frost  by  covering  same  with  tops,  and  protect  from  sun,  where 
necessary,  after  removal  from  the  ground.  The  Sugar  Company  shall 
furnish  the  beet  seed  necessary  for  the  planting  of  said  land  at  20 
cents  per  pound  to  the  Grower,  and  shall  plant  the  same  when  so 
requested  by  the  Grower  at  a  charge  of  65  cents  per  acre  and  at  the 
rate  of  15  pounds  to  the  acre.  Seed  furnished  by  the  Sugar  Company 
shall  not  be  planted  upon  any  land  not  contracted  to  the  Sugar  Com- 
pany. Any  seed  furnished  by  the  Sugar  Company  and  not  planted  shall 
be  returned  in  good  order  to  the  Sugar  Company  not  later  than  July  1, 
and  the  Grower  credited  therefor. 

2.  That  delivery  of  beets  shall  be  made  as  follows:  Until  and  includ- 
ing October  10,  only  as  ordered  by  the  Sugar  Company,  and  after 
October  10  the  Grower  shall  deliver  without  further  notification  all 
unharvested  beets,  the  Sugar  Company  reserving  the  right  to  reject 
beets  testing  less  than  12%  sugar.  The  Sugar  Company,  at  its  option, 
may  accept  or  reject  any  beets  not  delivered  on  or  before  November 
30,  except  beets  siloed  and  delivered  as  directed  by  the  Sugar  Company. 

3.  That  all  such  beets  shall  be  delivered  at  the  expense  of  the  Grower 
in  a  manner  and  condition  satisfactory  to  the  Sugar  Company,  in  the 

sheds  at  the Factory,  or  on  cars  at  the 

receiving  station.    In  case  of  no  cars  the 

Grower  agrees  to  unload  in  piles  as  directed  by  the  Sugar  Company. 

4.  That  the  Sugar  Company  is  not  obligated  to  accept  diseased, 
frozen,  damaged  or  improperly  topped  beets,  or  beets  which  do  not 
meet  the  requirements  of  this  contract. 

5.  That  the  weight  of  the  dirt  and  trash  delivered  with  the  beets 
shall  be  determined  and  deducted  in  the  customary  manner.  To  ascer- 
tain the  quality  of  said  beets,  the  Sugar  Company  shall  have  the  privi- 
lege at  any  time  during  the  growing  and  harvesting  season  of  causing 
the  beets  to  be  sampled  and  polarized. 

6.  Settlement  for  beets  will  be  made  as  per  the  following  table,  and 
is  based  on  the  average  net  amount  received  by  the  Sugar  Company 
per  pound  of  all  sugar  sold  between  October  1,  1922,  and  October  1, 
1923,  from  the  1922  crop  of  beets. 

Prices  of  beets  for  combinations  not  shown  in  the  table  (including 
fractional  parts)  will  be  increased  or  diminished  in  proportion.  A 
payment  of  $5  a  ton  will  be  made  on  the  fifteenth  day  of  each  month 
for  beets  delivered  during  the  previous  month.    Subsequent  settlements 
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c             rrr. — — 

Sugar 

I'rii  e  of  Sugar  per  100  Pounc 

s 

in  Beet 

.\  ,00 

4  -5° 
5.00 

5.00 

5-5o 

6.00 

6.50 

7.00 

7-5o 

8.00 

8.50 

9.00 

14.0 

5.00 

5.00 

5-21 

5.68 

6.15 

6.63 

7.10 

7-57 

8.05 

8.52 

MS 

5.00 

5.00 

5.00 

5-44 

5-93 

643 

6.92 

7.41 

7.91 

8.40 

8.90 

150 

5.00 

5.00 

5-15 

5-67 

6.18 

6.70 

7.21 

7-73 

8.24 

8.76 

9.27 

i55 

500 

5.00 

5-34 

5-87 

6.40 

6.94 

7-47 

8.01 

8-54 

9.07 

9.61 

16.0 

5.00 

5.00 

555 

6.10 

6.66 

7.21 

7-77 

8.32 

8.88 

9-43 

9.98 

16.5 

5.00 

5-iS 

5-76 

6-33 

6.91 

7.48 

8.06 

8.64 

9.21 

9-79 

10.36 

17.0 

5.00 

5-38 

5-98 

6.58 

7.17 

7-77 

8.37 

8.97 

9  56 

10.16 

10.76 

i7S 

5.00 

5,S8 

6.20 

6.82 

7-43 

8.05 

8.67 

9.29 

9.91 

10.53 

11. 15 

1S.0 

SM 

5-7« 

6.42 

7.06 

7.71 

8-35 

8-99 

9-63 

10.27 

10.92 

11.56 

will  be  computed  on  the  following  dates,  and  payment  made  15  days 
thereafter. 

First  subsequent  settlement,  February  1,  1923;  second  subsequent 
settlement,  June  1,  1923;  final  settlement,  October  1,  1923. 

The  first  and  second  subsequent  settlements  will  be  eighty  per  cent 
(80%)  of  the  full  balance  due  on  each  date,  on  that  proportion  of  all 
beets  received  from  each  grower  as  the  total  sugar  sold  to  that  date 
bears  to  the  total  sugar  produced. 

7.  The  Grower  may,  at  his  own  expense,  have  representatives  (weigh- 
men,  taremen,  accountant,  and  chemist)  in  scale  house,  tareroom,  and 
laboratory  to  inspect  weights  and  work  done  and  to  check  net  amount 
received  by  the  Sugar  Company  for  sugar  sold,  such  representatives 
to  be  experienced  in  the  line  of  work  to  be  performed  and  satisfactory 
to  the  Sugar  Company. 

8.  It  is  agreed  that  the  price  per  ton  of  wet  pulp  from  1922  sugar 
beets,  as  weighed  on  the  scales  of  the  Sugar  Company  at  its  pulp  silo, 
shall  be  as  follows:  October  and  November,  50  cents;  December,  55 
cents;  January  and  February,  65  cents;  and  thereafter,  75  cents. 

9.  Any  advances  made  to  the  Grower  by  the  Sugar  Company  the 
Grower  agrees  to  repay,  and  the  repayment  thereof  shall  be  deemed 
secured  by  a  first  lien  on  the  crop  of  beets  above  referred  to;  and  the 
Sugar  Company  shall  have  the  right  to  deduct  any  amount  owing  to 
it  by  the  Grower  from  whatever  may  be  due  the  Grower  for  beets 
delivered. 

10.  No  agent  of  the  Sugar  Company  is  authorized  to  make  any  alter- 
ations, erasures,  or  additions  to  this  printed  form  of  contract. 

n.  This  agreement  shall  bind  both  the  Grower,  his  heirs  and  legal 
representatives,  and  the  Sugar  Company,  its  successors  and  assigns,  and 
shall  not  be  transferable  by  the  Grower  without  the  written  consent  of 
the  Sugar  Company,  its  successors  and  assigns. 

Wasatch  Sugar  Company 
By 

Agent 


Grower 
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19.  Stebbins  &  French 
sale  of  noils 

In  1922  Stebbins  &  French,  a  Boston  firm  of  wool  merchants 
which  had  been  active  in  the  wool  trade  for  more  than  30  years, 
admitted  two  new  partners.  At  their  suggestion,  the  firm  con- 
sidered making  a  change  in  its  customary  method  of  selling  noils. 
The  firm's  salesmen  ordinarily  sold  noils  as  well  as  tops  and 
all  other  types  of  wool  handled  by  the  firm.  The  new  partners 
proposed  that  the  firm  should  market  its  entire  output  of  noils 
by  contract  with  a  firm  of  noils  merchants  instead  of  by  means 
of  its  own  salesmen. 

Stebbins  &  French  bought  all  grades  of  wool  for  resale  to 
woolen  mills  and  worsted  mills.  Woolens  and  worsteds,  usually 
produced  in  different  mills,  were  differentiated  chiefly  by  the  fact 
that  worsted  yarn  was  spun  from  long  fibers,  separated  from  the 
short  fibers  and  drawn  parallel  by  the  combing  process,  whereas 
woolen  yarn  was  spun  from  short  fibers.  The  ropes  of  straight 
fibers  which  came  from  the  combing  machines  were  known  as 
"tops,"  and  were  used  for  spinning  worsted  yarn.  The  short 
fibers  removed  by  the  combing  process  were  known  as  "noils." 
These  noils  and  short-fiber  wool  were  suited  to  the  manufacture 
of  woolen  yarns. 

In  the  United  States  the  chief  centers  for  both  the  woolen  and 
the  worsted  industries1  were  Lawrence,  Massachusetts;  Provi- 
dence, Rhode  Island;  and  Philadelphia,  Pennsylvania.  Geo- 
graphical concentration  in  the  woolen  industry,  however,  had 
not  progressed  so  far  as  in  the  worsted  industry,  although  the 
number  of  small,  country  woolen  mills  had  decreased  greatly 
since  1880.  The  worsted  industry  was  not  developed  on  a  factory 
basis  until  the  second  half  of  the  nineteenth  century,  but,  in 
the  United  States,  it  had  outgrown  the  older  woolen  manufac- 
turing industry.  The  value  of  the  output  of  worsted  mills  in 
the  United  States  in  192 1  was  $524,638,921  as  compared  with  a 
value  of  $230,944,847  for  the  output  of  the  woolen  mills. 

Stebbins  &  French  purchased  both  "territory  wools"  and 
"fleece  wools"  from  wool  growers  and  country  dealers  and  also 
imported  British  and  South  American  wools.    Territory  wools 

1  For  a  comprehensive  account  of  woolen  and  worsted  manufacturing  in  the 
United  States,  see  A.  H.  Cole,  The  American  Wool  Manufacturer  (Harvard  Uni- 
versity Press,  1926). 
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were  those  grown  west  of  the  Mississippi  River  under  range  con- 
ditions, and  fleece  wools,  sometimes  referred  to  simply  as  do- 
mestics, were  those  grown  under  farm  conditions  in  the  eastern 
half  of  the  United  States.  Two  main  types  of  sheep  were  bred 
in  the  United  States,  merinos  and  cross-bred  mutton  sheep;  few 
pure-bred  mutton  sheep  were  grown.  "Fine  wool"  was  obtained 
from  merino  sheep  and  high  cross-breds.  The  growing  importance 
of  the  trade  in  mutton  had  decreased  not  only  the  domestic  sup- 
ply of  fine  wool  as  compared  with  the  supply  of  ''medium"  and 
"low  medium,"  but  also  the  world  supply  of  merino  wool.  Albert 
W.  Elliot,  writing  in  the  Commercial  Bulletin  of  January  20, 
1923,  stated: 

.  .  .  .  Australia  in  191 1  produced  85%  of  merino  wool  and 
15%  of  cross-bred  wool.  In  192 1  Australia  produced  65%  of  merino 
wool  and  35%  of  cross-bred  wool.  In  other  words,  in  a  clip  of  2,000,000 
bales  the  production  of  merino  wool  had  fallen  from  1,700,000  bales  to 
1,300,000  bales,  a  decrease  in  the  production  of  merino  wool  of  400,000 
bales  or  about  130,000,000  pounds.  In  191 1  the  clip  of  the  United 
States  was  about  300,000,000  pounds  and  the  production  of  69s  quality 
and  above  was  about  50%. 1  In  192 1  the  clip  of  the  United  States  was 
about  250,000,000  pounds  and  the  production  of  60s  and  above  was 
only  about  40%.  During  that  period  there  was  a  decrease  in  the  pro- 
duction of  merino  wool  in  the  United  States  of  about  50,000,000 
pounds.  In  Uruguay,  in  191 1,  the  proportion  of  merino  wool  in  the 
total  clip  was  about  80%;   in  192 1  it  was  only  about  20%.     Here 

1  "Fleece  wools  are  graded  by  two  systems,  one  by  bloods,  the  other  by  counts 
spun.  (This  means  the  number  of  hanks  of  560  yards  each  to  a  pound  of  yarn.) 
Domestic  and  foreign  wools  are  usually  graded  by  bloods.  United  States  terri- 
tory wools  are  graded  a  little  differently,  as  per  the  second  column  below,  and 
pulled  wool  is  only  roughly  graded  into  four  classes  (third  column).  The  blood 
classifications  originated  from  the  breeding  of  the  sheep,  but  as  a  matter  of  fact 
they  have  become  arbitrary  terms  denoting  a  certain  degree  of  fineness.  The  same 
fleece  may,  and  frequently  does,  contain  ^4,  Y%,  and  Y\  blood  wool." 

Comparative  Grades* 


U.  S.  Counts 

Foreign 

U.  S.  Domestic 

U.  S.  Territory 

Pulled 

Spun 

Counts 

Full  blood  (XX) 

Fine 

AA 

60s 

66-743 

Y  blood  (X) 

H 

50s 

6o-66s 

>2  blood 

X 

A 

40s 

54-60S 

Y%  blood 

Vs 

B 

36s 

48-543 

%  blood 

J4 

B 

32s 

44-483 

Low  y± 

Low  yi 

C 

20s 

40-44S 

Common 

Common 

C 

1 6s 

36-403 

Braid 

Braid 

C 

I2S 

32-365 

'First  National  Bank  of  Boston,  Wool  and  Wool  Manufacture. 
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again  was  a  decrease  of  nearly  50,000,000  pounds.  In  Argentina,  never 
in  recent  years  a  very  large  producer  of  merino  wool,  the  proportion  of 
merino  to  the  total  clip  also  declined,  probably  a  loss  of  at  least 
25,000,000  pounds.  Therefore,  in  Australia,  North  America,  and  South 
America,  the  production  of  merino  wool  in  the  last  10  years  has  declined 
nearly  260,000,000  pounds,  or  the  equivalent  of  about  800,000  bales  of 
Australian  wool,  which  is  the  equivalent  of  50%  of  the  entire  produc- 
tion of  merino  wool  in  Australia  10  years  ago.  South  Africa  is  the 
only  section  of  the  world  where  the  production  of  merino  wool  has  held 
its  own. 

The  fibers  of  the  medium  and  low-medium  wools  were  longer 
and  coarser  than  those  of  the  fine  wool  and  hence  were  suited 
for  making  medium  and  coarse  worsted  yarns.  In  periods  when 
the  demand  for  worsted  goods  was  strong  and  the  demand  for 
woolens  comparatively  light,  the  prices  of  the  medium  and  low- 
medium  wools  were  as  high  as,  or  higher  than,  those  of  fine  wool. 

Wool  growing  in  the  United  States  was  not  on  the  whole  well 
or  scientifically  managed.  The  sheep  were  not  carefully  bred  and 
the  packing  of  the  wool  for  the  market  was  slovenly.  No  uniform 
system  of  grading  was  in  use,  moreover,  and  many  sheep  growers 
did  not  know  what  grades  of  wool  they  actually  produced.  Little 
domestic  wool  was  exported.  In  192 1  the  United  States  im- 
ported 318,000,000  pounds  of  wool,  and  the  domestic  clip 
amounted  to  273,000,000  pounds.1 

The  wool  merchant,  such  as  Stebbins  &  French,  represented 
the  important  link  between  wool  growers  and  manufacturers.  The 
most  complicated  part  of  a  wool  merchant's  business  was  the 
buying  of  the  raw  wool.  The  selling  function  was  simplified  by 
the  concentration  of  the  manufacturing  market  for  wool.  In  the 
United  States,  as  well  as  in  South  America,  most  of  the  wool 
clip  was  disposed  of  by  private  sale.  In  England  and  Australasia, 
on  the  other  hand,  the  prevailing  method  of  sale  was  the  public 
auction. 

The  place  held  by  a  firm  of  wool  merchants  like  Stebbins  & 
French  in  the  marketing  of  the  wool  clip  in  the  United  States 
was  indicated  as  follows,  by  Paul  T.  Cherington.2 

As  a  result  of  the  conditions  under  which  it  is  grown,  the  greater 
part  of  the  "fleece"  wool  supply  is  first  assembled  in  ungraded  lots  by 
local  merchants.    These  middlemen  may  be  either  local  wool  merchants, 

1  Robert  L.  Studley,  Commercial  Bulletin,  Boston,  January  20,  1923. 

2  Paul  T.  Cherington,  The  Wool  Industry  (Chicago,  A.  W.  Shaw  Company,  1016), 
pp.  61-65. 
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who  usually  buy  outright  the  small  lots  brought  in  by  farmers,  or  they 
may  be  local  general  merchants,  who  handle  wool  in  connection  with  a 
general  merchandise  business,  either  on  a  factorage,  or  on  a  regular  pur- 
chase, basis.  It  is  nearly  always  from  these,  rather  than  from  the  wool 
growers,  that  the  Boston  or  Philadelphia  merchant  draws  his  eastern 
supply,  and  during  normal  years  most  of  the  business  is  done  on  a  mer- 
chant, rather  than  a  commission,  basis.  In  sluggish  seasons  the  com- 
mission method  is  employed  more  freely  by  those  small  initial  collectors 
of  wool,  but  in  years  of  wide  fluctuations  in  price,  all  risks  are  shifted 
to  the  coast  merchant  as  soon  as  he  can  be  induced  to  take  them.  In 
a  few  cases  eastern  mills  buy,  in  the  "fleece"  wool  sections,  direct  from 
representatives  who  collect  small  lots  for  them.  Occasionally,  an 
eastern  merchant  may  attempt  to  secure  his  supply  direct  from  the 
farmers,  but  this  method  is  expensive,  slow,  and  pays  only  under  excep- 
tional circumstances.  Most  of  the  purchases  in  the  East  are  of 
"bunched"  lots  bought  by  the  representatives  of  eastern  dealers  who 
make  regular  circuits  among  the  "country"  merchants. 

The  "southern"  wools  are  uniformly  poor  in  character,  and  are  almost 
a  negligible  factor  of  the  wool  supply,  usually  amounting  to  not  more 
than  about  one-twentieth  of  the  country's  clip.  They  are,  however, 
marketed  in  much  the  same  way  as  the  fleece  wools  of  the  eastern 
states. 

Throughout  the  western  wool-growing  states  the  typical  flock  is  very 
large  (often  five  thousand  sheep,  and  sometimes  eight  or  even  ten 
thousand),  and  consequently  the  wool  comes  into  the  market  in  big  lots. 
The  accompanying  large  capital  and  the  characteristic  business  sagacity 
of  the  western  flock-master  almost  entirely  eliminate  any  middleman 
like  the  country  merchant  of  the  East,  except  in  the  Pacific  Coast  states. 
Throughout  the  West  the  characteristic  form  of  sale  is  direct  to  the 
"buyer"  sent  out  by  the  wool  merchants,  or  even  by  the  mills  of  the 
Atlantic  Coast. 

In  the  years  when  conditions  produce  recklessness  among  buyers,  the 
western  buying  methods  are  materially  modified  by  the  practice  of  buy- 
ing wool  "on  the  sheep's  back"  months  before  it  is  ready  for  shearing, 
and  hence  long  before  its  real  value  can  be  so  much  as  guessed  at. 

Such  speculation  is  generally  condemned  by  wool  buyers  as  being 
altogether  unsafe.  But  even  those  who  condemn  it  most  sharply  are 
occasionally  found  to  practice  it. 

The  wool-marketing  methods  of  California  and  the  Oregon-Wash- 
ington district  vary  somewhat  from  those  prevailing  in  the  other  western 
states — partaking  of  the  nature  of  both  the  eastern  and  western  sys- 
tems. In  California  considerably  more  than  one-half  of  the  clip  is 
usually  sold  directly  to  eastern  buyers,  while  the  remainder  moves 
through  San  Francisco  commission  houses.  The  California,  Washing- 
ton, and  Oregon  wools  are  almost  the  only  wools  clipped  in  this  country 
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which  are  shipped  in  bales.    This  baling  is  done  at  grading  warehouses, 
and  the  bales,  being  of  graded  wool,  are  sold  by  sample. 

In  the  Willamette  Valley  in  Oregon,  where  about  a  million  and  a  half 
pounds  of  wool  are  sold  each  year,  the  growers  have  been  fairly  suc- 
cessful in  pooling  their  small  lots  into  larger  lots  to  be  sold  en  bloc 
either  by  direct  competitive  bid  or  through  a  commission  house.  In 
eastern  Oregon  during  the  past  five  or  six  years,  about  40%  of  the  wools 
have  been  sold  on  "sealed  bids"  submitted  by  the  buyers  on  appointed 
days.  This  system  is  peculiar  in  that  submitted  bids  are  binding  on 
the  bidders,  but  the  grower  may  refuse  all  bids  if  he  chooses  to  do  so. 
The  remaining  portion  of  the  eastern  Oregon  wools  is  moved  by  private 
sale. 

The  work  of  the  "buyer"  sent  out  by  the  eastern  wool  merchant 
houses  is  the  most  important,  most  complex,  and  most  uncertain  feature 
of  wool-marketing  as  it  is  practiced  in  this  country.  The  wool  buyer 
is  required  to  be  a  clever  judge  of  the  profit-yielding  powers  of  each  lot 
of  wool  bought,  but  the  price  he  offers  cannot  be  based  on  that  judg- 
ment alone.  There  are  crop  data  for  the  wool  clip  of  the  various  wool- 
growing  countries,  but  in  the  United  States  these  find  no  centralized 
mechanism  for  their  interpretation,  such  as  is  offered  by  the  London 
wool  auctions,  or  as  may  be  found  in  the  cotton  and  wheat  exchanges 
which  do  so  much  to  stabilize  prices  in  those  commodities.  The  indi- 
vidual interpretation  of  these  data  lies  at  the  bottom  of  the  whole  wool 
price-making  system  in  this  country.  It  is  responsible  for  such  sudden 
outbursts  of  speculation  as  occurred  in  the  "sheep's  back"  buying  craze 
in  1909,  and  it  makes  the  buyer's  position  often  very  precarious.  Col- 
lusion on  the  part  of  the  buyers,  or  pooling  by  the  flock-masters  may  be 
resorted  to,  but  under  ordinary  conditions  uncertainty  and  instability 
characterize  this  branch  of  the  business. 

The  functions  of  the  eastern  wool  merchant,  so  far  as  the  domestic 
wools  are  concerned,  resolve  themselves  into  two  main  tasks.  The  first 
is  the  purchase  of  large  blocks  of  high-grade  "territory"  wools,  and  the 
purchase  or  marketing  on  commission  of  numerous  small  lots  of  medium 
or  low-grade  "fleece"  wools.  The  second  task  is  the  assembling  of 
these  wools,  grading  them,  and  storing  them  in  lofts  at  the  chief  buying 
centers  for  eastern  mills,  ready  for  purchase  in  graded  lots  for  delivery 
in  quantities  and  at  prices  to  suit  their  manufacturing  customers.  Many 
of  these  merchants  also  assume  functions  of  a  financial  nature.  It  is 
not  an  uncommon  practice  for  them  to  advance  to  the  growers  of  the 
West,  or  to  the  small  merchants  of  the  East,  substantial  sums  of  money 
on  consigned  wool,  or  even  on  prospective  clips,  and  it  is  sometimes 
necessary  for  the  merchant  to  carry  his  manufacturer  customer  for 
months  or  even,  in  some  cases,  until  he  can  realize  on  his  manufactured 
product. 

The  marketing  of  imported  wools,  while  sometimes  conducted  as  a 
special  business,  is  more  often  combined  with  trade  in  domestic  wools. 
As  a  rule  it  involves  outright  purchase,  either  direct  through  buyers 
sent  out  from  here  to  cover  the  London,  Liverpool,  or  Australian  auc- 
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lions,  or  to  buy  in  the  Argentine  or  Cape  markets,  or  else  through 
brokers  or  agents  permanently  located  abroad. 

In  purchasing  foreign  wool  Stebbins  &  French  patronized  the 
London  wool  auctions  and  also  bought  in  other  foreign  markets. 
The  London  wool  auctions  were  one  of  the  prominent  institutions 
in  the  wool  trade  of  the  world.1  These  auctions  had  been  in 
regular  operation  for  a  period  of  90  years.  Ordinarily  there  were 
6  series  of  sales  each  year — January,  March,  May,  July,  Sep- 
tember, and  November. 

The  wool  that  was  offered  for  sale  at  these  auctions  was  Eng- 
lish colonial  wool,  Australian  wool  predominating.  No  domestic 
wool  and  no  South  American  wool  were  sold  at  the  London  auc- 
tions. The  wool  that  was  sold  ordinarily  was  consigned  to  the 
order  of  financial  houses  in  London  which  had  made  advances 
of  money  to  the  growers  during  the  growing  season.  The  ship- 
ping facilities  of  London  also  aided  in  the  development  of  the 
auctions. 

For  a  period  of  at  least  10  years  before  the  World  War,  the 
quantity  of  wool  sold  annually  at  the  London  auctions  was 
practically  constant,  in  the  neighborhood  of  700,000  to  800,000 
bales  per  year.  During  this  time  the  exports  of  wool  from  Aus- 
tralia and  South  Africa  increased  heavily,  but  with  the  increase 
in  the  volume  of  exports  there  also  developed  more  direct  buy- 
ing by  English  wool  firms  and  especially  by  wool  merchants  and 
manufacturers  of  the  continental  countries  of  Europe. 

These  auctions,  which  were  open  to  anyone  who  wished  to  buy, 
were  attended  mainly  by  representatives  of  English  wool  mer- 
chants, continental  wool  merchants,  and  American  wool  mer- 
chants and  manufacturers.  Stebbins  &  French  frequently  pur- 
chased wool  at  these  auctions.  The  prospective  buyers  looked 
over  the  catalogs  of  samples  that  were  prepared  by  the  selling 

xAn  excellent  description  of  the  London  Wool  Auctions  is  given  in  J.  H.  Clap- 
ham's  Woolen  and  Worsted  Industries,  pp.  90-98. 

In  1894  a  wool  exchange  had  been  established  in  New  York  City.  A  large 
building  had  been  erected,  equipped  with  salesroom,  storage  space,  and  several 
floors  of  offices  for  wool  merchants.  Plans  had  been  made  for  auction  sales  similar 
to  the  London  sales.  A  bank  also  had  been  established.  The  first  sale  was  the 
most  successful.  Thereafter  less  and  less  interest  in  the  sales  was  shown,  and  in 
1898  the  exchange  went  out  of  existence.  The  reasons  given  for  the  failure  of  this 
experiment  were  the  personality  of  the  management  and  control,  the  unsuitably 
of  the  location,  and  the  lack  of  uniformity  in  the  methods  by  which  American 
domestic  wool  was  bred  and  packed  for  market.  The  wool  exchange  found  it 
necessary  to  list  over  200  classes  of  wool,  and  these  could  not  be  clearly  defined. 
See  Paul  T.  Cherington,  The  Wool  Industry,  pp.  65-69. 
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brokers.  Because  of  variations  in  length  and  strength  of  fiber, 
in  freedom  from  dirt,  and  in  percentages  of  grease,  inspections  of 
the  samples  were  indispensable.  At  the  auctions,  bids  were  made 
occasionally  by  wool  merchants  and  manufacturers  personally, 
but  more  frequently  the  bids  were  made  through  buying  brokers, 
especially  when  the  individual  merchant  or  manufacturer  did  not 
purchase  in  large  quantities.  For  his  service,  the  buying  broker 
received  a  commission  of  %%.  The  terms  were  cash  within 
seven  days,  and  the  wool  must  be  removed  to  the  warehouse 
within  a  week. 

Public  auctions  also  were  held  in  Australia,  the  principal  ones 
being  at  Sydney,  Melbourne,  and  Geelong.  The  Australian  wool 
auctions  were  growing  steadily  in  importance.  In  19 16  the 
quantity  of  Australian  wool  that  was  handled  through  Sydney 
was  approximately  three-fourths  as  great  as  the  quantity  of 
Australian  wool  sold  in  London. 

Like  other  wool  firms,  Stebbins  &  French  ordinarily  bought 
wool  in  the  grease.  The  firm  sold  wool  in  the  grease  and  also 
scoured  or  combed,  when  market  conditions  enabled  it  to  obtain 
greater  profits  thereby.  The  scouring  process  removed  the  animal 
grease,  dirt,  burrs,  and  other  foreign  substances  from  the  wool. 
Ordinarily  the  wool,  as  it  came  from  the  sheep's  back,  lost  from 
50%  to  70%  of  its  weight  in  the  scouring  process.  Wool  mer- 
chants, in  buying  wool  in  the  grease,  estimated  the  probable 
shrinkage  in  scouring,  in  order  to  base  their  calculations  on  the 
prices  of  scoured  wool.  There  were  numerous  plants  to  which 
wool  merchants  could  send  grease  wool  for  scouring  or  combing. 
The  decision  whether  to  have  a  particular  lot  of  wool  scoured  or 
combed  before  resale  depended  upon  market  conditions  and  upon 
the  preference  of  the  individual  mill  to  which  it  was  to  be  sold. 

Many  of  the  larger  worsted  mills  in  the  United  States  did  their 
own  combing.  A  wool  comb  was  an  expensive,  intricate  ma- 
chine, and  ordinarily  a  worsted  mill,  if  it  operated  a  combing  de- 
partment, was  equipped  with  only  enough  combs  to  provide  for 
its  normal  needs.  There  were  numerous  firms,  including  some 
worsted  mills,  however,  which  combed  wool  on  commission  for 
wool  merchants  or  for  other  worsted  manufacturers.  Several 
other  firms,  known  as  top  makers,  bought  wool,  combed  it  on 
their  own  account,  and  sold  the  tops  to  worsted  mills  and  the 
noils  to  noils  merchants. 
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Stcbbins  &  French  sold  wool  in  the  grease  and  scoured  to  both 
woolen  and  worsted  mills.  Its  total  sales  ordinarily  were  about 
$11,000,000  a  year.  When  market  conditions  furnished  an  op- 
portunity, the  firm  sold  tops  to  worsted  mills  which  operated  no 
combs  or  which  were  in  need  of  immediate  delivery  and  to  mills 
which  required  quantities  of  tops  in  excess  of  their  combing 
capacities.  Including  imported  tops,  about  60%  of  the  firm's  sales 
were  of  tops.  The  noils  produced  from  the  wool  which  Stebbins 
&  French  purchased  and  had  combed  on  commission  were  sold 
by  the  firm's  salesmen  to  woolen  manufacturers.  Noils  averaged 
about  10%  of  the  firm's  total  sales,  occasionally  falling  as  low  as 

3%. 

Stebbins  &  French  employed  salesmen  to  solicit  orders  from 
the  mills,  and  occasionally  it  sold  both  wool  and  noils  through 
brokers.  Those  brokers  participated  chiefly  but  not  exclusively 
in  transactions  between  wool  merchants.  They  were  intermedi- 
aries through  whom  sales  were  made  chiefly  to  other  wool  mer- 
chants by  firms  that  had  stocks  which  for  any  reason  they  wished 
to  sell  quickly.  In  each  instance  the  seller  provided  the  broker 
with  a  sample  of  the  wool  and  stipulated  a  minimum  price.  A 
broker  occasionally  was  employed  by  a  wool  merchant  to  buy 
specific  lots  of  wool  from  other  merchants  whom  the  buyer  was 
averse  to  approaching  personally.  The  broker  received  a  com- 
mission of  1%  of  the  selling  price;  the  brokerage  fee  usually  was 
paid  by  the  seller. 

The  argument  which  the  new  members  of  the  firm  advanced  in 
favor  of  their  proposal  that  the  noils  should  be  sold  to  a  noils 
merchant  instead  of  directly  to  woolen  manufacturers  was  briefly 
as  follows:  During  a  period  when  worsted  mills  were  buying 
both  wool  and  tops  heavily,  the  demand  from  woolen  mills  for 
short-fiber  wool  and  noils  usually  was  less  active  than  normally, 
the  popularity  of  worsteds  indicating  a  lack  of  popularity  of 
woolen  goods.  Consequently,  since  noils  were  produced  inciden- 
tally in  the  production  of  tops,  the  firm  had  its  largest  output 
of  noils  at  the  very  time  that  there  was  least  demand  for  them. 
It  might  be  advantageous,  therefore,  if  when  the  worsted  industry 
was  most  active  the  firm's  salesmen  could  concentrate  on  the 
sale  of  tops  and  wool  without  undertaking  to  sell  noils.  The 
proposed  contract  with  a  noils  merchant  would  make  this  pos- 
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sible,  relieve  the  firm  of  price  risks  on  noils,  and  enable  it  to 
avoid  carrying  charges. 

Woolen  manufacturers  usually  bought  noils  wherever  they 
could  secure  them  to  best  advantage,  although  some  woolen  manu- 
facturers preferred  to  buy  noils  from  the  same  firms  from  which 
they  purchased  wool.  The  new  members  of  the  firm  pointed  out 
that  a  noils  merchant  had  an  advantage  in  the  noils  trade  because 
he  could  be  relied  upon  as  a  regular  source  of  specific  grades  of 
noils,  whereas,  in  the  case  of  a  wool  merchant  selling  noils,  the 
noils  trade  was  incidental,  and  the  quantity  and  grades  of  his 
stock  of  noils  fluctuated. 

The  older  members  of  the  firm  stated  that  the  firm  had  been 
reasonably  successful  with  its  policy  of  selling  noils  by  means 
of  its  salesmen,  and  that  they  were  unwilling  to  enter  into  such 
a  contract  as  was  proposed. 


20.  Burley  Tobacco  Growers'  Cooperative  Association 

For  their  1920  crop,  growers  of  Burley  tobacco  received,  at  the 
loose-leaf  auction  markets  in  Lexington,  Kentucky,  an  average 
price  of  13  J/2  cents  a  pound,  whereas  their  costs  were  estimated  at 
34  cents  a  pound.  To  prevent  a  recurrence  of  this  situation,  plans 
for  the  organization  of  a  cooperative  marketing  association  were 
developed  by  a  committee  of  citizens  in  the  Burley  district,  and 
on  June  4,  192 1,  a  campaign  was  launched  among  the  growers 
to  obtain  their  signatures  to  a  five-year  contract  approved  by 
the  committee. 

By  November  14,  192 1,  55,617  signatures,  representing  84% 
of  the  Burley  tobacco  grown  in  the  district,  had  been  secured. 
The  contract  had  specified  that  unless  control  of  at  least  75% 
of  the  crop  was  secured  the  proposed  cooperative  association 
would  not  be  organized. 

Burley  tobacco,  used  for  smoking  tobacco  and  navy  plug,  was 
grown  principally  in  eastern  and  central  Kentucky,  but  some  also 
was  raised  in  Ohio,  West  Virginia,  Tennessee,  and  Indiana. 
Tobacco  usually  was  planted  in  beds  in  February,  transplanted 
into  fields  in  May,  harvested  in  August  and  September,  and  hung 
in  barns  for  about  three  months  to  cure,  before  being  sold. 

Under  the  loose-leaf  auction  marketing  system,  which  had 
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been  in  use  for  approximately  15  years  in  the  Burley  district, 
the  farmers  hauled  their  tobacco  to  an  auction  house  in  a  near-by 
town  during  December,  January,  and  February.  There  the  to- 
bacco of  each  farmer  was  piled  in  one  lot  by  itself  on  the  floor 
and  sold  immediately,  for  cash,  to  buyers  representing  the  large 
manufacturers.  During  the  height  of  the  selling  season,  sales 
were  held  daily.1 

The  Burley  Tobacco  Growers'  Cooperative  Association  as 
formed  following  the  successful  campaign  for  signatures  was  a 
non-profit  organization  without  capital  stock.  Any  Burley  to- 
bacco grower,  including  the  landlord  or  tenant  or  lessor  or  lessee 
of  land  on  which  tobacco  was  grown,  provided  the  landlord  or 
lessor  received  all  or  a  part  of  the  rental  in  tobacco,  was  eligible 
for  membership.  In  1920  about  45%  of  the  farms  in  the  Burley 
region  were  operated  by  tenants.  Members  of  the  association 
were  required  to  deliver  to  the  nearest  warehouse  of  the  associa- 
tion or  to  points  specified  by  it,  as  soon  as  possible  after  cutting 
or  curing,  all  the  tobacco  grown  or  acquired  by  them.  For  any 
tobacco  withheld  contrary  to  the  contract  terms,  the  owners 
agreed  to  pay  the  association  damages  amounting  to  5  cents  a 
pound.  All  the  tobacco  delivered  in  any  one  crop  year  was 
handled  in  one  major  pool,  subdivided  into  minor  pools  by  types 
and  grades.  Fifty-two  grades  were  established  by  the  associa- 
tion. Grading  of  the  tobacco  wras  done  by  the  association,  and  its 
classification  was  final.  All  growers  having  tobacco  in  the  same 
minor  pool  received  payment  at  the  same  rate  and  at  the  same 
time,  although  the  association  reserved  the  right  to  handle  some 
tobacco  in  one  way  and  some  in  another,  to  sell  it  immediately 
upon  delivery  or  to  cure,  process,  or  manufacture  it.  The  associa- 
tion paid  to  its  members  the  full  amount  received  for  the  tobacco 
less  interest,  insurance,  freight,  and  the  actual  costs  of  operation. 
Members  were  paid  in  part  at  the  time  of  delivery,  the  expense 
of  such  advances  being  included  in  the  costs  of  operation.  Sales 
took  place  in  Lexington  at  the  central  office  of  the  association  by 
means  of  samples  assembled  from  the  various  warehouses. 

The  affairs  of  the  association  were  controlled  by  a  board  of  25 
directors,  22  of  whom  were  elected  by  members  from  among 
themselves  according  to  districts  which  were  established  by  the 

1  Kentucky  Agricultural  Experiment  Station,  Bulletin  202,  A  Preliminary  Study 
of  the  Marketing  of  Burley  Tobacco  in  Central  Kentucky. 
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association,  and  3  of  whom  were  chosen  at  large,  by  the  22  so 
elected,  to  represent  the  interests  of  the  public.  The  board  of 
25  directors  appointed  an  executive  committee  of  5  directors 
to  conduct  the  affairs  of  the  association,  subject  to  the  general 
control  of  the  board.  Each  member  of  the  association  had  one 
vote. 

The  association  was  authorized  to  organize  corporations,  with 
common  and  preferred  stock,  for  the  purpose  of  operating  ware- 
houses, drying  or  curing  plants,  storehouses,  or  factories  to  proc- 
ess, manufacture,  or  store  tobacco  of  members  on  a  non-profit 
basis.  Shortly  after  the  formation  of  the  association,  warehouses 
at  130  local  receiving  points  were  purchased  by  6  district  ware- 
house corporations  organized  by  the  association  in  accordance 
with  the  terms  of  its  contract  with  members.  Payment  was  made 
in  June  and  July,  1922,  from  the  proceeds  of  an  issue  of  8% 
first  preferred  cumulative  stock,  one-fifth  of  which  was  retired 
each  year  for  5  years.  For  the  purpose  of  retiring  this  stock, 
the  association  retained  a  percentage  of  the  returns  from  the 
sale  of  tobacco  delivered  by  members.  Common  stock  was  issued 
to  each  member  in  an  amount  proportionate  to  the  sum  withheld 
from  the  proceeds  of  his  tobacco.  Common  stock,  which  carried 
with  it  voting  rights,  could  be  held  only  by  members,  but  pre- 
ferred stock  could  be  sold  to  any  person  or  firm. 

In  the  autumn  of  1926,  after  five  years  of  successful  opera- 
tion, officials  of  the  Burley  Tobacco  Growers'  Cooperative  Asso- 
ciation expressed  their  confidence  that  the  growers  would  sign  a 
contract  covering  at  least  another  five  years  dating  from  delivery 
of  the  1926  crop,  when  the  original  contract  would  expire.  The 
membership  in  the  association  had  increased  from  55,617  in 
192 1  to  108,000  in  1926.  Officers  of  the  association  reported 
that  by  October  7,  1926,  the  association  had  sold  by  sample 
750,000,000  pounds  of  a  total  of  870,000,000  pounds  delivered 
to  it  by  the  growers.  It  had  paid  the  growers  more  than  $144,- 
000,000,  an  average  of  $16.67  Per  hundred  pounds  delivered  or 
of  $19.11  per  hundred  pounds  sold;  the  highest  average  price 
received  at  the  Lexington  market  in  any  prewar  year  since  1906 
had  been  $14.11  per  hundred  pounds.  The  association  received 
119,914,613  pounds  in  the  1921-22  season;  197,009,743  pounds 
in  the  1922-23  season;  245,307,781  pounds  in  the  1923-24  sea- 
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son;  and  171,344,953  pounds  in  the  1924-25  season.1  The  vice- 
president  of  the  association  stated  before  the  Federal  Trade  Com- 
mission in  June,  1925,  that  since  its  organization  the  association 
had  handled  from  54%  to  75%  of  all  the  Burley  tobacco  grown 
in  the  world  in  that  period. 

There  was  some  dissatisfaction  on  the  part  of  the  members  of 
the  association  because  they  did  not  receive  full  payment  for 
their  crops  as  soon  as  they  delivered  them  to  the  association. 
The  complaints  did  not  appear  to  be  serious,  however,  and  the 
officials  of  the  association  pointed  out  that  the  payments  made 
the  growers  at  the  time  of  delivery  in  many  instances  exceeded 
the  full  price  which  they  had  received  for  their  crops  in  years 
prior  to  the  World  War. 

The  payments  made  to  members  by  the  association  on  the  first 
four  crops  handled  were  reported  as  follows : 2 

Paid  to  Members 

192 1  Crop 

Paid  on  delivery — December  to  April,  1922 $  9,465,85842 

Second  payment,  May   15,  1922 9,467,034.99 

Final  payment,  January  15,  1925 4,516,184.58 

Total  for  1921  crop $23449,077.99 

1922  Crop 

Paid  on  delivery — December  to  April,  1923 $18,746,363.18 

Second  payment,  May  26,   1923 14,997,090.54 

Third  payment,  May  20,  1924 9,600,464.35 

Final  payment,  February  13,  1925 6,082,701.28 

Total  for  1922  crop $49,426,619.35 

1923  Crop 

Paid  on  delivery — December  to  April,  1924 $21,412,827.36 

Second  payment,  June  20,  1925 12,419,439.87 

Total  for  1923  crop $33)832,267.23 

1924  Crop 

Paid  on  delivery — December  to  April,  1925 $15,262,105.73 

In  1926  the  association  and  its  subsidiary  warehouse  corpora- 
tions owned  land  and  buildings  which  were  valued  at  more  than 
$6,250,000  and  which  were  four-fifths  paid  for.  It  owned  14 
redrying  machines  and  storage  houses  with  a  maximum  capacity 
of  200,000  hogsheads.  Approximately  72%  of  the  1922  crop 
delivered  to  the  association  was  redried  in  the  association's  own 

1U.  S.  Department  of  Agriculture,  Agricultural  Cooperation,  September  28,  1925, 
Vol.  Ill,  No.  20,  p.  410. 

2  Tobacco,  April  1,  1926,  p.  28. 
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plants;  in  1923  the  proportion  was  66%;  and  during  1924  and 
1925  the  association  did  all  its  own  redrying.  The  association 
estimated  that  in  the  three  years — 1923,  1924,  and  1925 — it 
saved  $954,772  by  redrying  the  tobacco  itself  instead  of  having 
that  service  performed  by  outside  interests. 

Certain  changes,  as  described  in  the  following  statement,  were 
to  be  made  in  the  association's  methods  of  marketing  the  1926 
crop:1 

A  new  plan  for  the  cooperative  selling  of  Burley  tobacco  is  announced 
by  the  management  of  the  Burley  Tobacco  Growers'  Association,  Lex- 
ington, Kentucky.  Eighteen  sales  houses,  located  in  Kentucky,  Ten- 
nessee, Indiana,  Ohio,  and  Missouri,  have  been  established,  at  which 
the  tobacco  delivered  by  the  members  of  the  association  will  be  sold  at 
public  auction  after  being  graded  and  commingled  according  to  grade. 

An  effort  is  to  be  made  to  sell  the  entire  1926  crop  of  the  member- 
ship during  the  months  of  December,  January,  February,  and  March, 
using  both  auction  and  private  sales  methods.  Tobacco  will  be  received 
from  growers  at  the  same  places  as  heretofore,  participating  certificates 
will  be  issued,  and  an  advance  made.  After  the  tobacco  has  been 
graded  and  various  lots  of  the  same  grade  brought  together,  the  product 
will  be  offered  at  auction  at  the  sales  houses.  It  is  stated  that  as 
rapidly  as  collections  and  pool  calculations  can  be  made  following  sales, 
additional  payments  will  be  made  to  members. 

It  is  further  announced  by  the  management  of  the  association  that 
the  books  of  the  organization  will  be  closed  to  new  members  December 
1,  and  that  only  the  tobacco  of  the  members  of  the  association  will  be 
received,  graded,  and  sold.  Tobacco  not  sold  through  the  auctions 
established  by  the  association  at  the  eighteen  sales  houses  will  be  sold 
either  privately  or  at  public  auction  at  Lexington. 

Several  similar  cooperative  marketing  associations  of  tobacco 
growers  also  were  formed  shortly  after  the  growers'  experi- 
ences with  the  disastrously  low  prices  of  192 1.  Most  of  these 
associations  were  less  successful  than  the  Burley  Tobacco 
Growers'  Cooperative  Association.  The  Connecticut  Valley  To- 
bacco Association,  however,  whose  contracts  with  members  would 
expire  in  1926,  conducted  a  successful  re-sign-up  campaign  in 
1925  by  which  it  secured  control  of  from  85%  to  95%  of  the 
tobacco  in  its  district  for  the  five  years  ending  in  1931. 

As  a  result  of  a  strong  movement  among  members  for  release 
from  their  contracts,  the  Dark  Tobacco  Growers'  Cooperative 
Association  permitted  any  of  its  members  who  wished  to  do  so 

1  U.  S.  Department  of  Agriculture,  Agricultural  Cooperation,  November  22,  1926, 
Vol.  IV,  No.  24,  p.  469. 
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to  market  their  1925  crops  through  independent  warehouses.  That, 
association,  it  was  reported,  had  received  but  one-third  of  the 
crop  in  1924  and  did  not  expect  as  large  receipts  in  1925. 

The  Miami  Valley  Tobacco  Growers'  Cooperative  Association 
allowed  fully  half  its  membership  to  withdraw  in  October,  1925. 
It  was  stated  that  many  of  the  remaining  members  were  anxious 
to  be  released  from  their  contracts. 

A  receiver  was  appointed  in  June,  1926,  for  the  Tobacco 
Growers'  Cooperative  Association,  which  included  four  tobacco 
belts  in  the  Carolinas  and  Virginia,  as  a  result  of  a  suit  brought 
by  members.  It  was  reported  that  deliveries  to  the  Tobacco 
Growers'  Cooperative  Association  never  had  amounted  to  more 
than  34%  of  the  crop  grown,  although  a  sign-up  of  more  than 
50%  was  claimed. 

What  were  the  chief  elements  of  strength  in  the  Burley  To- 
bacco Growers'  Cooperative  Association?  What  were  its  weak- 
nesses? 

2i.  Skagway  Mills 

MARKETING   COTTON 

Executives  of  the  Skagway  Mills,  which  required  approxi- 
mately 65,000  bales  of  cotton  annually,  were  dissatisfied  with  the 
condition  in  which  the  cotton  reached  the  mills  and,  in  192 1, 
employed  a  man  to  investigate  methods  of  handling  and  market- 
ing cotton  in  the  South  with  a  view  to  making  recommendations 
as  to  steps  which  the  company  might  take  to  improve  the  situa- 
tion. This  man,  who  formerly  had  been  a  cotton  merchant,  was 
asked  to  give  special  attention  to  four  proposals,  all  designed  to 
extend  the  company's  activities  back  toward  the  production  of  its 
raw  material: 

1.  That    the    company    should    purchase    and    operate   cotton 
plantations  at  various  points  in  the  South; 

2.  That  the  company  should  purchase  and  operate  cotton  gins; 

3.  That  the  company  should  send  buyers  to  the  South  to  pur- 
chase cotton  directly  from  the  farmers; 

4.  That  the  company  should  organize  or  secure  control  of  a 
firm  of  cotton  merchants,  often  called  a  "shipper." 

The  United  States  produced  approximately  60%  of  the  world's 
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supply  of  raw  cotton.1  The  average  annual  farm  value  of  the 
fiber  produced  for  the  period  191 1  to  1920  was  $1,100,000,000 
and,  in  addition,  cotton  seed  of  an  average  annual  value  of 
$214,700,000  was  produced.  Despite  the  value  of  the  crop  and 
the  fact  that  the  prosperity  of  the  South  was  largely  dependent 
upon  it,  raw  cotton  in  the  United  States  was  marketed  in  shabbier 
condition  than  almost  any  other  important  material  in  world 
commerce.  It  was  poorly  packed,  inadequately  protected  in  stor- 
age, carelessly  handled,  and  the  coverings  of  the  bales  were 
mutilated  by  the  method  of  sampling  in  use.  As  a  result  of  those 
conditions  there  was  a  heavy  loss  of  fiber,  admixture  of  dirt,  and 
deterioration  of  quality  resulting  from  the  absorption  of  moisture. 
Little  improvement  in  the  methods  of  marketing  cotton  had  been 
made  during  the  preceding  25  years. 

The  first  step  in  the  marketing  of  cotton  was  ginning,  that  is, 
the  removal  of  the  seeds  from  the  fiber.  Soon  after  the  cotton  was 
picked,  the  farmer  hauled  it  loose  in  his  wagon  to  the  nearest 
gin.  At  one  time  almost  every  plantation  had  its  own  gin,  but 
with  the  introduction  of  improved  ginning  machines  and  the  use 
of  steam  power  in  place  of  mules  for  operating  the  gins,  most 
plantation  gins  disappeared.  Custom  gins  were  located  in  small 
towns  throughout  the  Cotton  Belt  and  ordinarily  were  operated 
by  independent  owners  or  by  local  cotton  merchants.  The  gin- 
neries appeared  to  be  decreasing  in  number  and  increasing  in  size. 
In  1902  it  was  reported  that  there  were  30,948  active  ginneries, 
and  that  the  average  number  of  bales  ginned  per  active  establish- 
ment was  358.  In  1920  the  number  of  active  ginneries  was 
17,836,  and  the  average  number  of  bales  ginned  per  establish- 
ment was  630.2  Inasmuch  as  a  modern  gin  handled  approximately 

1  The  other  important  cotton-producing  countries  of  the  world  were  India,  China, 
and  Egypt.  Small  quantities  also  were  produced  in  South  America  and  Africa. 
The  bulk  of  the  cotton  grown  in  the  United  States  was  known  as  upland,  with  an 
average  length  of  fiber  for  the  common  grades  of  Y$  inch  to  i  inch.  In  the  bottom 
and  swamp  lands  along  the  lower  Mississippi  River  long-staple  upland  cotton  was 
grown,  with  fibers  from  i%  to  i^  inches  in  length.  In  Arizona  and  southern 
California  progress  had  been  made  in  recent  years  in  growing  long-staple  cotton 
of  the  Egyptian  variety. 

Egyptian  cotton,  although  it  had  special  characteristics,  fell  into  approximately 
the  same  class  as  long-staple  upland  cotton.  It  was  used  especially  for  the  manu- 
facture of  hosiery  yarns  and  yarns  for  fine  weaving.  Indian  cotton  was  of  short 
length  and  low  grade.  It  ranked  lower  in  quality  than  the  bulk  of  the  American 
upland  cotton.  Indian  cotton  was  used  in  Asia  and  in  central  Europe  chiefly  for 
the  manufacture  of  coarse  yarns. 

2  A.  B.  Shepperson,  Cotton  Facts,  Edition  of  November,  1921,  p.  80. 


INDUSTRIAL  GOODS  323 

50  bales  of  cotton  per  day  during  the  ginning  season,  it  was 
obvious  from  those  figures  that  there  were  still  numerous  small 
ginneries. 

After  the  fiber  had  been  separated  from  the  seeds  in  the  gin, 
the  cotton  was  packed  by  a  gin  press  into  bales  which  ordinarily 
were  54  by  27  by  48  inches  in  size,  with  a  density  of  about  12 
pounds  per  cubic  foot  and  a  total  weight  of  about  500  pounds 
per  bale;  from  1,500  to  1,800  pounds  of  cotton  in  the  seed  were 
required  to  produce  a  500-pound  bale  of  cotton.  Each  bale  was 
covered  on  2  sides  and  partially  elsewhere  with  heavy  open  mesh 
bagging  and  was  bound  together  by  5  iron  bands,  called  ties. 
The  farmer  sometimes  sold  the  gin  bales  immediately  after  gin- 
ning; occasionally  he  put  them  into  a  warehouse  for  storage; 
often  he  hauled  them  back  to  the  farm  and  stored  them  in  his 
door  yard. 

When  a  gin  bale,  also  known  as  a  "flat"  or  "plantation"  bale, 
was  offered  for  sale  by  the  farmer,  it  was  sampled  by  each  pro- 
spective buyer.  Holes  were  slashed  in  the  bagging  and  samples 
usually  were  taken  from  both  sides  of  the  bale  and  the  top  center, 
in  order  to  make  sure  that  the  cotton  in  the  bale  was  uniform 
throughout.  Often  a  bale  was  sampled  two  or  three  times  before 
it  was  sold  by  the  farmer.  Each  time  thereafter  that  the  cotton 
was  offered  for  sale  a  sample  was  drawn.  A  bulletin  of  the 
Department  of  Commerce  published  in  191 2  contained  the  follow- 
ing statement  regarding  sampling:1 

The  custom  of  pulling  samples  is  strongly  entrenched,  first,  because 
of  long  usage,  and  second,  because  it  is  highly  profitable  to  merchants 
and  factors.  Its  continuance  is  naturally  desired  by  those  benefited. 
The  buyer  at  points  distant  from  production  regards  it  with  favor  be- 
cause the  sample  furnished  assists  him  in  determining  the  quality  of 
the  cotton  or  in  confirming  the  judgment  of  his  agent.  The  merchant 
and  factor  and  other  intermediaries  favor  it  because  each  sample 
pulled  has  intrinsic  value.  The  aggregation  of  these  samples  at  the 
close  of  the  season  forms  a  considerable  portion  of  a  bulk  estimated  at 
100,000  bales.  This  has  become  known  as  the  city  crop  and  its  aver- 
age annual  value  is  placed  at  $4,000,000.  The  income  of  individual 
middlemen  from  sales  of  samples  varies  according  to  the  number  of 
bales  passed  upon  and  pulled.  The  city  crop  is  said  to  contribute 
largely  toward  paying  running  expenses  of  many  business  houses  that 
raise  or  pull  it.    The  statement  has  been  made  that  as  many  as  45  or 

1  John  M.  Carson,  Packing  and  Marketing  of  Cotton,  U.  S.  Department  of 
Commerce  and  Labor,  Special  Agent  Series  No.  58,  p.  9. 
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50  bales  of  cotton  derived  from  pulling  samples  have  been  sold  at  the 
close  of  the  season  by  an  individual  concern. 

Unless  he  delivered  his  cotton  to  a  country  storekeeper  who 
held  a  lien  upon  it  as  security  for  credit  granted  during  the 
growing  season,  the  farmer  ordinarily  sold  the  cotton  either  to 
representatives  of  local  cotton  firms  or  to  buyers  for  large  shippers 
who  purchased  for  resale  to  foreign  shippers  or  to  cotton  mills. 
Soon  after  the  cotton  was  sold  by  the  farmer,  it  was  shipped  to  the 
nearest  port  or  concentration  point.  The  interior  concentration 
points  were  usually  railroad  junctions  where  cotton  was  received 
from  numerous  small  towns.  In  192 1  there  were  about  50  im- 
portant interior  concentration  points  in  the  South. 

Plantation  bales  shipped  directly  to  a  port,  without  going 
through  an  interior  concentration  point,  were  not  recompressed 
until  they  reached  the  port.  A  large  proportion  of  the  cotton 
passing  through  the  interior  concentration  points  was  recom- 
pressed at  those  points.  The  railroads  ordinarily  quoted  rates 
which  were  subject  to  the  "carrier's  privilege"  of  compression. 
If  the  cotton  was  compressed  in  transit  when  shipped  at  those 
rates,  the  compression  was  done  at  the  expense  of  the  carrier;  if 
the  cotton  was  delivered  by  the  railroad  company  uncompressed, 
however,  to  the  buyer  at  the  interior  concentration  point  or  at 
the  port,  the  cost  of  compressing  was  paid  by  the  seller  or  buyer.1 
Whether  a  railroad  compressed  a  shipment  depended  upon  the 
number  of  bales  in  the  shipment,  the  car  space  available,  the 
direction  in  which  the  empty  car  movement  was  heaviest,  and 
similar  factors. 

At  the  compresses,  which  until  recent  years  in  many  instances 
had  been  controlled  by  railroad  companies,  the  plantation  bales 
were  sorted  into  even-running  lots  such  as  were  required  by 
spinners;  the  nice  adjustment  of  the  mill  machinery  required 
cotton  of  uniform  grade  and  staple  for  efficient  operation.  Then 
the  iron  bands  were  removed  from  each  bale,  and  strips  of  cotton 
bagging  were  thrown  on  the  floor  of  the  compress  and  over  the 
top  of  the  bale,  presumably  to  cover  the  holes  where  the  cotton 
had  been  sampled.  After  compression,  the  holes  not  covered  were 
crudely  repaired.   An  allowance  of  4.8%  was  made  by  the  mills 

1  Several  cases  on  the  relation  of  compression  charges  to  railroad  rates  came 
before  the  Interstate  Commerce  Commission  (29  I.  C.  C.  106;  30  I.  C.  C.  467; 
32  I.  C.  C.  146;  46  I.  C.  C.  712). 
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for  "tare,"  and  it  was  to  the  advantage  of  the  owner  of  the  cotton 
to  have  the  tare  equal  the  full  allowance  in  weight;  bagging  cost 
less  than  cotton.  In  most  compresses  a  plantation  bale  was  re- 
duced in  size  to  54  by  27  by  24  inches,  with  a  density  of  20  to 
25  pounds  per  cubic  foot.  The  compress  bale,  known  as  the 
"square  bale,"  thus  was  more  compact  than  the  plantation  bale, 
although  it  was  not  necessarily  better  protected  for  shipment.  As 
it  came  from  the  ordinary  compress,  it  was  a  rather  dilapidated 
article  of  commerce.  The  usual  charge  for  compression  was  from 
10  cents  to  20  cents  a  hundred  pounds. 

A  negligible  portion  of  the  total  American  cotton  crop  was 
packed  in  round  bales,  usually  weighing  about  250  pounds,  with 
a  density  of  30  to  35  pounds  a  cubic  foot,  which  were  constructed 
by  winding  a  lap  on  a  core.  Round  bales  were  preferred  by 
foreign  spinners  because  of  the  saving  in  ocean  freight  rates.  The 
large  domestic  spinners,  however,  objected  to  the  small  size,  since 
a  record  had  to  be  maintained  of  each  bale  and  since  each  had 
to  be  sampled. 

The  compress  company  issued  a  receipt  for  each  bale  of  cotton 
delivered  to  it.  The  transfer  of  this  compress  receipt  constituted 
a  valid  delivery  in  the  sale  of  cotton.  Compress  receipts  also  were 
used  extensively  by  cotton  buyers  as  collateral  security  for  loans 
from  banks.  When  the  cotton  was  to  be  shipped,  it  was  necessary 
to  deliver  the  compress  receipts  to  the  compress  company  with 
definite  instructions  regarding  the  shipment.  A  bill  of  lading 
then  took  the  place  of  the  compress  receipts  as  security  for  any 
bank  that  had  loaned  money  upon  the  cotton  as  collateral.1 

1The  method  of  financing  foreign  shipments  was  described  as  follows  in  an 
article  in  the  Railway  Age  Gazette,  July  15,  1010,  p.  119.  (See  also  J.  J.  Arnold, 
"Financing  of  Cotton,"  Annals  of  American  Academy  of  Social  and  Political 
Science,  September,  191 1.) 

"When  the  cotton  arrives  at  the  compresses,  in  many  cases  owned  by  the  rail- 
ways, the  local  bills  of  lading  are,  or  should  be,  surrendered  in  exchange  for  com- 
press receipts,  which  are  in  turn  exchanged  for  foreign  order  bills  of  lading  drawn 
to  the  order  of  the  cotton-shipping  firm  and  calling  for  the  shipment  of  the  cotton 
to  Liverpool  or  some  other  foreign  city.  These  bills  of  lading  are  attached  to  a 
draft  drawn  by  the  cotton-shipping  firm  on  a  Liverpool  bank,  for  instance,  and 
this  draft  with  its  bills  of  lading  is  in  turn  attached  to  a  bill  of  exchange  on  New 
York,  on  which  the  local  Texas  or  Mississippi  bank  advances  money  to  the  cotton- 
shipping  firm.  These  two  drafts,  the  one  drawn  on  New  York  being  endorsed  by 
the  local  bank,  are  sent  to  the  local  bank's  correspondent  in  New  York  City, 
where  the  New  York  bank  pays  its  correspondent's  draft.  This  closes  the  transac- 
tion as  far  as  the  local  bank  is  concerned ;  its  liability  has  been  canceled  and  it  has 
received  the  money  that  it  advanced  to  the  cotton  shipper.    The  New  York  bank 
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The  wastes  incident  to  the  slipshod  methods  by  which  Ameri- 
can cotton  generally  was  packed  for  the  market  frequently  had 
been  discussed.  Professor  John  A.  Todd,  after  a  tour  of  study 
in  the  American  Cotton  Belt  in  1913,  made  the  following  com- 
ments in  the  book  in  which  he  reported  the  results  of  his  survey:1 

A  cotton  warehouse  will  hold  50%  more  bales  of  Egyptian  cotton 
than  of  American  cotton,  though  each  Egyptian  bale  weighs  nearly 
half  as  much  again  as  the  American.    The  cost  of  handling  of,  and  the 

is  now  in  the  position  of  having  advanced  the  money  to  the  cotton  shipper  direct, 
and  holds  as  a  security  a  draft  on  a  Liverpool  bank  with  bills  of  lading  attached. 
It  then  ships  the  drafts  with  the  bills  of  lading  to  Liverpool,  and  when  the  Liver- 
pool firm  has  accepted  the  draft  the  New  York  bank's  liability  does  not  cease. 
It  simply  has  the  added  protection  of  the  foreign  banker's  acceptance.  But  between 
the  time  that  the  New  York  bank  has  paid  its  correspondent's  draft  and  the  time 
that  the  Liverpool  bank  accepts  the  draft  drawn  on  it  by  the  cotton  shipper  the 
New  York  bank  is  responsible  for  the  entire  amount  that  has  been  advanced,  and 
has  as  its  only  security  the  bills  of  lading.  The  difficulty  at  present  is  that,  in  the 
first  place,  the  New  York  banks  don't  want  to  accept  this  responsibility,  and,  in 
the  second  place,  the  foreign  bankers  have  become  so  suspicious  of  the  genuineness 
of  the  bills  of  lading  that  they  refuse  to  accept  drafts  unless  the  American  bankers 
will  virtually  guarantee  the  genuineness  of  these  bills." 

The  difficulty  referred  to  in  the  last  part  of  this  quotation  arose  from  the 
so-called  Knight-Yancey  case.  (Notes  on  this  case  were  given  in  current  issues  of 
the  Commercial  and  Financial  Chronicle.)  That  firm  of  cotton  merchants  failed 
April  20,  1910,  with  liabilities  of  over  $5,000,000  and  assets  of  $1,400,000.  It  was 
stated  at  the  time  that  it  had  operated  by  means  of  spurious  bills  of  lading,  which 
were  used  as  a  means  of  obtaining  money  with  which  the  firm  bought  cotton. 
The  cotton  then  was  shipped  for  delivery  on  the  forged  bills  of  lading.  The  firm 
extended  its  operations,  however,  until  insolvency  resulted,  and  the  English  banks 
which  held  drafts  secured  by  these  spurious  bills  of  lading  were  said  to  have  suf- 
fered heavy  losses. 

In  April,  191 1,  a  plan  was  adopted  to  prevent,  if  possible,  the  recurrence  of  the 
use  of  spurious  bills  of  lading.  This  plan  provided  for  the  establishment  in  New 
York  of  a  Central  Bureau  to  which  all  advices  of  bills  of  lading  issued  were  to  be 
sent.  The  Central  Bureau  was  opened  September  1,  191 1.  According  to  the  plan,  the 
shipper  received  the  bill  of  lading  with  a  validation  certificate  attached.  The 
railroad  agent  forwarded  to  the  Central  Bureau  a  signed  copy  of  the  bill  of  lading 
and  a  duplicate  validation  certificate.  The  railroad  agent  sent  to  the  auditor  of 
his  railroad  a  triplicate  validation  certificate.  The  Central  Bureau  filed  the  bill 
of  lading  by  the  railroad,  town,  and  number,  and  notified  the  railroad  that  it  had 
received  a  copy  of  the  bill  of  lading.  The  shipper  filled  out  a  blank  to  be  sent  to 
the  Central  Bureau  by  the  buyer  of  the  bill  of  exchange.  The  master's  receipts 
issued  by  steamship  companies  were  sent  to  the  Central  Bureau  to  complete  the 
file.  The  Central  Bureau  was  to  give  notice  when  fraud  was  detected.  One  hun- 
dred sixteen  railroads  signed  the  agreement  with  the  Central  Bureau  and  the 
bankers'  association.  It  was  expected  that  the  constant  scrutiny  of  the  bills  of 
lading  forwarded  to  the  Central  Bureau  and  the  checking  of  inaccuracies  with  the 
railroads  would  prevent  further  use  of  spurious  bills  of  lading.  This  Central  Bureau 
was  to  be  operated  by  European  dealers  at  their  expense. 

In  September,  1913,  it  was  stated  that  little  attention  was  being  paid  to  the 
Bureau  by  the  foreign  exchange  bankers  and  brokers  interested  in  cotton  bills  of 
lading.  It  was  stated  further  that  only  from  2%  to  5%  of  the  total  bills  issued 
were  thus  verified. 

1  John  A.  Todd,  The  World's  Cotton  Crops,  p.  126. 
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insurance  premiums  on,  American  cotton  in  Liverpool  are  from  30%  to 
100%  more  than  those  for  Egyptian  cotton. 

The  ideal  remedy  for  this  state  of  affairs  may  best  be  suggested  by 
contrast  with  the  conditions  prevailing  in  Egypt.  There  the  whole  sys- 
tem is  centered  in  the  large  export  houses  of  Alexandria,  which  in  most 
cases  buy  the  cotton  from  the  growers,  often  in  the  field.  The  ma- 
jority of  the  ginneries  belong  to  a  great  combine  in  which  these  same 
export  houses  are  largely  interested.  The  farmer's  bale  goes  to  Alex- 
andria for  sale,  and  before  export  is  entirely  rebaled  with  a  new  bag- 
ging and  bands  and  under  a  high  pressure  producing  a  density  of  about 
35  pounds  per  cubic  foot  as  against  the  American  22^2  pounds,  and  a 
tare  of  less  than  3%  as  against  the  American  5%  or  6%.  They  are 
then  exported  in  many  cases  to  shipping  houses  on  the  other  side,  which 
are  branches  of  the  Alexandria  firms,  and  which  again  in  many  cases 
hold  substantial  interests  in  the  mills  that  finally  spin  the  cotton.  The 
result  is,  that  from  the  time  the  cotton  is  picked,  its  treatment  is  under 
the  eye  of  some  one  who  has  a  direct  interest  in  producing  the  best 
final  result,  and  the  comparison  between  Egyptian  and  American  bales 
in  a  Liverpool  warehouse  points  the  moral. 

In  his  book  Professor  Todd  also  suggested  that  if  a  sufficiently 
strong  organization,  such  as  a  well-established  cooperative  asso- 
ciation, existed  in  the  American  raw-cotton  trade,  a  system  of 
certified  samples  taken  from  the  press  boxes  at  the  gins  might 
overcome  the  sampling  obstacle  which  retarded  the  introduction 
of  better  baling  methods.  He  stated  that  under  such  a  scheme, 
for  example,  triplicate  samples  should  be  taken  from  each  bale — 
one  sample  to  be  retained  by  the  grower,  one  to  be  held  by  the 
ginner,  and  one  to  accompany  the  bale  through  the  successive 
marketing  stages  to  the  spinner.  Under  existing  conditions,  how- 
ever, he  deemed  the  obstacles  to  such  a  plan  insuperable.  These 
obstacles  were  the  extra  cost  of  gin  presses,  the  large  number  of 
small  ginneries  operated  by  firms  which  could  not  command  con- 
fidence in  their  certificates  of  grade  and  quality,  and  the  opposi- 
tion to  any  change  in  established  practices. 

At  the  World  Cotton  Conference  in  Liverpool  and  Manchester, 
June  13-22,  1921,  a  report  was  made  by  Mr.  Albert  L.  Scott  and 
Mr.  F.  S.  Blanchard,  of  Boston,  which  included  the  following 
statement  on  the  subject  of  bales: 

It  is  impossible  to  consider  the  problem  of  improving  the  methods  of 
ginning,  baling,  and  compressing  cotton  without  considering  also  the 
whole  general  question  of  the  handling  of  cotton  in  the  South.  For 
example,  baling  requirements  hinge  upon  storage  facilities,  and  com- 
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pression   problems  cannot   be   considered   apart   from   transportation. 

At  the  gin  the  first  mechanical  attack  on  the  fiber  takes  place.  Gin- 
ning wet  or  too  rapid  ginning  means  rough,  wasty,  and  weak  cotton, 
with  often  a  lower  price  to  the  farmer,  and  with  losses  in  production, 
accompanied  by  extra  waste,  at  the  mill.  The  failure  to  install  modern 
cleaning  attachments  means  a  lower  grade,  often  a  lower  price  to  the 
farmer,  and  extra  waste  at  the  mill.  Mixed  packed  bales  mean  a  loss 
to  the  farmer  or  merchant,  due  to  the  necessity  of  separating  and  rebal- 
ing,  or  a  loss  to  the  mill  from  cockled  or  weak  yarn. 

The  question  of  bagging  must  be  considered  in  connection  with  stor- 
age facilities.  If  cotton  is  to  be  stored  in  the  open,  open  mesh,  heavy 
jute  bagging  is  probably  desirable,  at  least  as  far  as  to  the  compress. 
For  if  cotton  is  to  be  allowed  to  get  wet,  it  must  be  allowed  to  dry 
easily,  even  at  the  cost  of  collecting  more  dirt  and  stain.  But  with 
proper  storage  a  much  lighter  weight,  closely  woven  bagging  would  be 
adequate  and  would  keep  the  bale  cleaner.  The  present  jute  bagging  is, 
however,  often  used  a  number  of  times,  and  becomes  so  weak  from  con- 
tinuous exposure  as  to  be  easily  ripped  by  hooks,  or  even  by  hand. 

From  two  to  five  samplings  per  bale  may  be  necessary  in  order  to 
dispose  of  the  crop,  but  it  means  a  direct  loss  of  3  pounds  or  4  pounds 
per  bale — including  weight  of  samples  and  trimmings — and  it  also 
means  the  later  expense  of  patching  at  the  compress — often  carelessly 
done.  The  fire  hazard  from  exposed  sample  holes  is  also  a  factor  to  be 
remembered. 

Country  damage  from  exposure  in  the  open  is  probably  the  greatest 
economic  loss  to  which  the  American  bale  is  exposed.  The  farmer  often 
has  a  theory  that  a  little  added  weight  won't  do  any  harm,  and  at  any 
rate  the  cotton  will  dry  out  all  right. 

The  Memphis  Terminal  Corporation  estimates  that  during  the  1919- 
20  crop  (an  unusually  wet  year),  about  one-third  of  all  the  bales 
received  were  damaged,  on  an  average  about  25  pounds  per  bale  or 
about  an  8-pound  average  for  each  bale  received.  During  the  191 8-19 
crop  they  estimate  an  average  of  5  pounds  per  bale. 

Somebody  pays  for  country  damage — farmer,  merchant,  railroad, 
shipper,  bank,  or  mill. 

Country  damage  is  almost  a  total  loss.  Excessive  moisture  means 
that  some  one  pays  the  price  of  cotton  for  water,  and  it  means  that 
some  one  pays  the  unnecessary  freight.  Actual  figures  taken  from  the 
records  of  a  southern  mill  show  an  average  loss  during  the  years  19 19 
and  1920  between  the  shipping  and  receiving  weights  of  8  pounds  per 
bale  and  between  the  receiving  weights  and  the  picker  weights  of  1.4 
pounds  per  bale.  The  first  loss  falls  on  the  shipper,  the  second  loss  on 
the  mill.  In  the  case  of  a  northern  mill,  from  which  we  have  the  actual 
figures,  most  of  the  loss  in  weight  occurred  after  the  cotton  had  reached 
the  mill  warehouse,  and  the  cost  was  borne  by  the  mill.     During  the 
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year  1920  the  loss  in  transit  was  3.3  pounds  per  bale,  and  in  the  mill 
5.3  pounds  per  bale. 

We  think  we  have  said  enough  about  the  losses  to  warrant  serious 
consideration  of  the  situation.  Excessive  handling,  inadequate  com- 
pression and  thus  high  transportation  costs  are  among  the  other  evils 
which  exist.  The  American  bale  of  cotton  has  long  been  the  object  of 
unfavorable  comment  the  world  over.    What  can  be  done  about  it? 

Many  reforms  have  been  suggested.  Before  making  our  own  sug- 
gestions let  us  briefly  examine  these  reforms,  bearing  in  mind  their 
possibility  of  attainment — human  nature  being  what  it  is. 

1.  Gin  compression — either  into  square  or  round  bales.  Most  advo- 
cates of  reform  come  to  gin  compression  sooner  or  later.  The  subject  is 
such  a  large  and  important  one  that  it  requires  a  very  careful  study  in 
itself,  and  we  can  do  no  more  here  than  to  touch  upon  a  few  of  the 
arguments  pro  and  con.  Cotton  is  ordinarily  pressed  at  the  gin  to  a 
density  of  about  12  pounds  per  cubic  foot;  then  it  is  taken,  usually  not 
over  200  miles,  to  a  compress,  where  it  is  compressed  to  about  22^/2 
pounds — the  railroads  making  a  difference  in  the  freight  rate  between 
compressed  and  uncompressed  cotton  sufficient  to  pay  the  cost  of  com- 
pression. Advocates  of  gin  compression  argue  that  if  cotton  were  com- 
pressed to  about  34  pounds  at  the  gin,  sampled  before  the  bagging  was 
put  on,  covered  with  neat,  light-weight  bagging,  and  shipped  to  con- 
centration points  and  then  to  the  mill,  there  would  be  a  tremendous 
saving  in  unnecessary  handling  and  sampling,  in  freight  rate,  appear- 
ance and  condition  of  the  package,  and  so  forth. 

On  the  other  hand,  it  is  pointed  out  that  in  the  South  there  are  over 
20,000  gins  which  cost  only  a  few  thousand  dollars  and  cannot  afford 
to  install  high  density  presses — even  if  it  could  be  shown  the  ginner  that 
he  would  gain  something  by  it.  It  is  stated  that  if  the  number  of  gins 
were  reduced  too  much,  the  farmers  would  have  to  haul  their  seed  cot- 
ton too  far.  Then  there  is  the  sampling  difficulty.  Except  in  the  case  of 
the  round  bale,  if  cotton  is  to  be  sampled  again  after  leaving  the  gin, 
it  will  have  to  go  without  patching  or  else  be  rebaled.  If  it  is  not 
sampled  the  problem  of  sale  and  distribution  is  made  extremely  difficult, 
for  buyers  are  suspicious  of  samples  not  drawn  under  their  own  super- 
vision, and  proper  regulation  of  sampling  and  protection  of  samples 
would  be  extremely  difficult  to  enforce.  Furthermore,  unless  cotton  is 
to  be  adequately  stored,  there  is  great  danger  that  the  highly  com- 
pressed cotton  left  in  the  open  will  retain  its  moisture  until  the  bale 
becomes  more  easily  damaged — without  the  driving  effect  of  the  greater 
amount  of  air  which  remains  in  the  present  bale  as  it  leaves  the  gin. 

Gin  compression  is  ideal  if  it  can  overcome  these  difficulties.  Despite 
all  these  objections,  we  believe  it  will  gradually  spread  as  the  number  of 
gins  decreases,  and  as  new  and  larger  gins  under  stronger  control 
become  more  common. 

2.  High-density  baling  at  the  compress  is  another  reform  with  many 
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advocates.  It  would  not  meet  the  question  of  country  damage,  but  it 
would  mean  a  saving  in  car  and  shipping  space.  From  the  mill  point 
of  view  we  can  see  no  real  evidence  of  greater  injury  to  the  fiber  from 
high  density  compression,  and  there  is  no  serious  difficulty  in  opening 
such  bales.  There  are  several  different  high-density  devices,  and  we 
shall  not  enter  into  a  discussion  of  the  merits  and  demerits  of  each. 
One  device  which  has  been  developed  can  be  installed  on  existing  com- 
presses at  a  small  cost,  with  practically  no  reduction  in  the  speed  of 
compression,  and  with  the  attainment  of  a  density  which  allows  a  load- 
ing of  over  ioo  bales  to  the  36-foot  box  car — or  over  25%  more  than  at 
present.  However,  unless  the  railroads  make  a  difference  between  car- 
load and  less-than-carload  rates,  there  will  not  be  a  radical  spread  of 
the  use  of  high-density  compression. 

3.  Improved  warehousing  is  another  reform  which  is  widely  advo- 
cated, and  which  aims  at  the  most  serious  evils — though,  as  in  the  case 
of  gin  compression,  the  practical  difficulties  are  very  great.  There  has 
recently  been  considerable  improvement  in  this  respect,  especially  along 
the  line  of  improved  facilities  at  the  compress.  But  the  big  problem  is 
to  protect  the  cotton  while  it  is  in  the  hands  of  the  farmer  or  country 
merchant.  It  will  take  many  years  to  persuade  the  farmers  and  local 
merchants  to  ship  their  cotton  to  large  warehouses  in  concentration 
points,  and  warehouses  in  small  local  markets  are  a  doubtful  venture. 
In  times  when  the  farmers  are  selling  freely,  cotton  will  go  through  to 
concentration  points.  At  other  times  farmers  are  more  likely  to  want 
to  keep  their  cotton  under  their  own  eyes. 

4.  Other  reforms  advocated  are  as  follows: 

Buying  net  weights.  This  in  itself  would  seem  to  do  little  good  to 
northern  mills  that  buy  on  a  basis  of  4.8%  tare,  or  about  24  pounds,  as 
the  present  inadequate  storage  and  the  necessity  of  patching  seem  to 
require  almost  as  much  as  24  pounds  of  bagging,  at  least  up  to  the 
compress. 

Sampling  at  gins  by  standard  methods  has  been  discussed  in  con- 
nection with  gin  compression.  Uniform  gin  boxes  is  a  reform  being 
gradually  adopted,  and  uniform  tare  will  be  more  likely  to  come  about 
if  all  mills — American  and  European — will  buy  on  the  same  basis. 

But  all  these  suggested  reforms  come  short  of  the  mark,  and  no  one 
of  them  offers  the  solution  of  our  problem.  The  difficulty  lies  deeper 
than  this  or  that  reform.  It  lies  in  the  character  and  education  of  the 
cotton  planter  and  in  his  relation  to  the  spinner. 

The  average  cotton  planter  does  not  appreciate  the  value  of  better 
ginning,  better  bailing,  better  warehousing,  and  less  waste  from  sam- 
pling because  he  does  not  see  the  effect  of  these  bad  conditions  reflected 
in  his  pocketbook.  Without  evident  economic  advantage,  reform  comes 
slowly,  and,  in  our  opinion,  there  will  come  no  great  improvement  in 
the  handling  of  cotton  until  it  becomes  a  distinct  and  easily  recognizable 
advantage  to  the  farmers  and  ginners  to  improve  their  methods. 

The  spinners  of  the  world  share  with  the  farmers  the  losses  of  the 


INDUSTRIAL  GOODS  331 

present  system,  and  since  they  are,  generally  speaking,  better  organized 
and  possessed  of  more  means,  it  is  they  who  should  bring  vigorous 
pressure  for  reform.  Real  reform  can  only  come  as  a  result  of  educa- 
tion. The  responsibility  for  this  education  must  largely  fall  upon  the 
spinners. 

But  the  question  is  asked:  "Why  do  you  put  the  burden  for  reforms 
upon  the  manufacturer?  His  duty  is  to  manufacture  the  cotton,  not 
to  grow  or  gin,  or  warehouse,  or  merchandise,  or  transport  it.  Any 
activity  on  the  part  of  the  manufacturer  will  be  resented  by  the  planter, 
or  the  ginner,  or  the  cotton  merchant.  You  had  better  leave  'well  enough 
alone/  they  say,  'bad  as  it  is.'  " 

This  seems  fair  enough  on  the  surface,  but  on  more  reflection  the 
answer  is  clearly  seen.  It  is  the  spinners  who  consume  the  cotton,  and 
it  is  they  who  are  in  a  position  to  show  clearly — in  dollars  and  cents — 
what  it  means  to  them  to  have  well-ginned,  well-handled,  clean  and  dry 
cotton.  The  burden  of  expense  for  the  mishandling  of  the  crop  falls 
but  remotely  on  ginner,  compressor,  and  merchant.  Poor  bagging  shows 
an  extra  profit  to  the  ginner,  excessive  sampling  and  the  "city  crop" 
mean  a  profit  to  various  other  interests,  and  excessive  tare  shows  a  profit 
to  the  merchant.  But  the  loss  to  the  farmer  or  manufacturer  from  poor 
ginning,  country  damage,  excessive  moisture,  or  mixed  staple,  is  a  real 
and  vital  and  daily  thing.  They  should,  therefore,  bestir  themselves 
to  see  what  can  be  done. 

Several  companies  had  made  unsuccessful  attempts  to  improve 
the  baling  of  cotton  in  the  United  States.  The  Planters'  Compress 
Company,  incorporated  in  1902,  had  attempted  to  introduce 
Lowry  presses.  Finding  difficulty  in  making  sales,  the  company 
organized  to  buy  cotton  in  the  seed,  gin  it,  and  bale  it  with  the 
Lowry  press  in  order  to  show  other  ginners  the  worth  of  that 
press.  A  description  of  the  Lowry  press  was  given  in  a  railroad 
rate  decision  (11  I.C.C.  389): 

The  lint  cotton  in  its  fluffy  condition  as  it  comes  from  the  gin  is  fed 
into  a  hopper  at  the  top  of  the  machine  and  there  passes  through  slots 
which  arrange  the  lint  on  a  revolving  column  of  cotton  beneath,  this 
revolving  column  of  cotton  being  held  up  against  the  head-plate  with 
such  pressure  that  the  cotton  is  compressed  as  it  goes  down  through 
the  slots  and  remains  compressed  until  the  entire  bale  is  formed.  The 
cotton  is  not  squeezed  together  as  is  the  case  in  square-bale  compression 
and  therefore  the  bale  made  in  this  way  retains  its  shape  and  density 
without  expansion.  It  has  a  density  of  45  to  47  pounds  per  cubic  foot 
and  weighs  about  250  pounds.  The  diameter  of  such  a  bale  is  about  18 
inches,  perhaps  a  trifle  more,  and  its  length  from  36  to  38  inches. 
Compared  with  the  power  compress  it  is  an  inexpensive  machine,  cost- 
ing from  $3,500  to  $4,000.  It  is  designed  to  be  and  is  in  fact  installed 
and  used  with  the  gin,  in  much  the  same  manner  as  the  mechanism  used 
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for  producing  the  flat  or  plantation  bale.    Its  speed  is  from  8  to  10  bales 
an  hour. 

Other  facts  regarding  this  process  brought  out  during  the  rate 
case  were  as  follows:  The  machinery  necessary  for  a  compress 
plant  to  turn  out  the  ordinary  square  bales  cost  from  $20,000 
to  $25,000,  and  the  entire  plant,  including  land,  buildings,  and 
other  equipment,  cost  about  $50,000;  the  maximum  cost  of  indi- 
vidual plants  was  more  than  $100,000.  There  were  then  about 
240  compress  plants  in  the  South,  representing  an  aggregate 
investment  of  not  less  than  $12,000,000.  In  Texas  there  were 
68  square  compresses  located  at  the  concentration  points  and 
ports,  and  it  would  have  required  4,000  Lowry  machines,  costing 
$3,500  to  $4,000  each,  to  compress  the  cotton  output  handled  by 
those  68  square  compresses. 

The  Planters'  Compress  Company  went  into  bankruptcy  in 
1 9 10,  for  several  reasons.  Since  the  baling  process  with  the 
Lowry  press  was  somewhat  more  expensive  than  ordinary  square 
baling,  the  company  had  sought  lower  railway  rates  to  offset  the 
additional  expense.  These  were  refused  by  the  Interstate  Com- 
merce Commission  (11  I.C.C.  382)  on  the  grounds  that  it  would 
be  impossible  for  carriers  to  provide  separate  rates  for  different 
densities  of  the  same  article,  that  the  proportion  of  the  cotton 
crop  packed  in  high-density  bales  was  too  small  to  warrant  a 
special  rate,  and  that  lower  rates  would  work  a  hardship  upon 
the  owners  of  the  square  compresses. 

At  that  time  there  was  frequent  agitation  against  "trusts," 
and  since  the  Planters'  Compress  Company  was  financed  by  out- 
side capital,  it  had  been  regarded  unfavorably  by  local  interests 
in  the  Cotton  Belt.  Inasmuch  as  the  inertia  of  the  trade  had 
necessitated  the  company's  going  into  the  cotton  business,  the 
company  had  been  forced  to  incur  the  risk  of  financing  large 
quantities  of  cotton.  Difficulty  had  been  encountered,  further- 
more, in  securing  honest  and  efficient  managers  for  the  company's 
local  ginneries.  Since  the  company  never  successfully  overcame 
the  difficulty  of  sampling,  its  round  bales  had  been  popular  only 
with  foreign  buyers,  who  were  enabled  to  save  one-third  the 
ocean  freight  rates  on  square  bales. 

Another  attempt  to  improve  baling  methods  had  been  made 
by  the  Modern  Gin  and  Compress  Company,  which  undertook 
to  buy  cotton  in  the  seed,  gin  it,  and  compress  it.     The  bales 
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which  that  company  had  produced  at  its  own  ginneries  were 
24  by  24  by  28  inches  in  size  and  weighed  approximately  500 
pounds  each.  They  were  constructed  by  folding  a  lap  back  and 
forth  in  the  same  way  that  cloth  often  is  folded,  and  were  com- 
pressed in  rectangular  boxes.  Sampling  after  baling  was  made 
difficult  by  the  better  covering  and  banding.  The  quality  of 
the  fibers  thus  carefully  compressed  was  superior  to  fibers  han- 
dled in  the  usual  way,  but  the  company  had  been  able  to  obtain 
only  a  slight  differential  in  price  from  the  spinners;  this  differ- 
ential was  not  sufficient  to  enable  the  company  to  succeed  in  the 
face  of  opposition  from  the  established  interests  in  ginneries, 
compresses,  and  cottonseed  oil  mills.  Inability  to  secure  lower 
freight  rates,  however,  was  held  to  have  been  chiefly  responsible 
for  the  failure. 

Upon  completing  his  investigation,  the  man  employed  by  the 
Skagway  Mills  to  report  on  the  four  plans  proposed  recom- 
mended that  the  company  should  organize  a  shipping  corpora- 
tion to  supply  it  with  at  least  a  part  of  its  requirements  of  raw 
cotton. 

He  pointed  out  that  the  plan  of  operating  plantations,  although 
it  would  give  the  company  control  of  the  cotton  in  all  its  stages, 
would  be  expensive  and  hazardous,  if  relied  upon  wholly,  since 
crop  failures  might  occur  in  the  areas  in  which  the  company's 
plantations  were  located  or  the  cotton  might  not  prove  to  be  of 
the  quality  or  grade  desired. 

The  proposal  to  buy  directly  from  planters,  if  adopted,  might 
enable  the  company  to  obtain  lower  prices  and  could  be  expected 
to  minimize  waste  from  sampling  and  improper  storage.  That 
method  of  purchasing,  however,  would  arouse  the  opposition  of 
cotton  shippers,  merchants,  and  brokers.  Moreover,  a  large 
number  of  buyers  would  be  required  and  it  would  be  difficult  to 
control  them  from  the  central  office.  They  might,  consequently, 
if  unaware  of  market  changes  in  other  than  their  own  localities, 
make  unwise  purchases.  Buying  directly,  furthermore,  the  com- 
pany probably  would  have  to  take  the  entire  output  of  the 
farmers  it  patronized,  and,  as  a  result,  would  have  to  dispose  of 
that  part  of  the  crop  which  was  not  suited  to  its  purposes. 

A  major  objection  to  the  proposal  that  the  company  operate 
gins  was  that  this  would  limit  the  area  from  which  the  company 
could  purchase,  for  it  was  not  feasible  to  ship  raw  cotton  long 
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distances  for  ginning,  and  the  company  could  not  afford  to  have 
gins  in  all  localities.  This  proposal  meant  that  the  company 
either  would  have  to  buy  cotton  in  the  seed  or  do  custom  ginning 
tor  planters. 

The  Skagway  Mills  decided  to  organize  a  shipping  corporation 
as  recommended,  although  recognizing  that  such  a  step  would 
not  solve  the  problem  of  waste  in  ginning,  baling,  and  country 
handling.  The  corporation  was  organized  in  1923  with  capi- 
talization of  $50,000.  This,  together  with  the  credit  which  the 
corporation  was  able  to  obtain  as  a  result  of  the  reputation  of 
its  president  for  ability  and  reliability,  placed  the  corporation  in 
a  position  to  handle  25,000  bales  annually.  The  corporation 
sold  in  competition  with  other  shippers  not  only  to  the  Skagway 
Mills  but  to  other  manufacturers  as  well.  In  this  way  it  was 
able  to  dispose  of  cotton  that  the  Skagway  Mills  could  not  use. 
The  shipping  company  was  familiar  with  the  Skagway  Mills' 
requirements  and,  hence,  could  make  special  efforts  to  meet  those 
requirements.  It  had  been  suggested  that  other  mills  might  be 
unwilling  to  purchase  from  a  shipping  company  controlled  by  a 
competitor.  This  did  not  prove  to  be  a  serious  objection,  how- 
ever, since  most  mills  were  willing  to  buy  wherever  they  could 
be  served  best. 

Prior  to  the  organization  of  the  shipping  company,  the  Skag- 
way Mills  had  taken  some  steps  toward  direct  purchasing  of 
cotton.  In  19 13  the  mills  had  begun  to  send  representatives  to 
the  South  to  study  conditions  and  to  establish  contacts  with 
shippers.  At  that  time  the  company  was  buying  entirely  through 
cotton  brokers.  It  insisted  that  the  brokers  should  supply  it 
with  the  name  of  the  shipper  from  whom  each  lot  of  cotton  was 
obtained.  The  company,  on  the  basis  of  this  information,  main- 
tained a  record,  dating  from  19 13,  showing  the  grade  and  the 
condition  of  the  cotton  supplied  by  each  shipper. 

In  19 16  the  Skagway  Mills  had  purchased  four  southern  cot- 
ton mills  which  already  were  buying  directly  from  local  shippers. 
The  company  had  continued  to  buy  for  those  mills  directly  from 
shippers  and  gradually  had  begun  to  buy  some  cotton  for  the 
northern  mills  directly  from  shippers  and  to  discontinue  relations 
with  those  brokers  who  had  charged  what  were  judged  to  be 
unduly  high  prices  or  who  had  failed  to  give  satisfactory  service. 
By  means  of  its  direct  contacts  with  shippers,  the  Skagway  Mills 
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was  able  to  check  up  on  the  prices  charged  by  the  brokers  and 
on  the  grades  of  cotton  delivered.  In  some  instances  the  com- 
pany bought  from  a  single  shipper  both  directly  and  through  a 
broker. 

During  the  first  year  that  it  was  in  operation,  the  shipping 
corporation  organized  by  the  Skagway  Mills  suffered  a  heavy 
loss  and  handled  only  7,000  bales.  Many  well-established  ship- 
pers, however,  also  lost  money  in  that  year.  The  cotton  sup- 
plied by  the  shipping  corporation  was  as  good  in  quality  as  that 
supplied  by  any  other  shipper  and  better  than  that  supplied  by 
most  shippers.  The  executives  of  the  Skagway  Mills  were  con- 
vinced, moreover,  that  the  corporation's  activities  had  had  the 
effect  of  bringing  down  the  prices  asked  by  shippers  and  brokers; 
shippers  and  brokers,  it  was  stated,  were  anxious  to  prove  that 
the  experiment  undertaken  by  the  Skagway  Mills  was  a  failure, 
and  that  they  could  meet  the  prices  of  that  company's  shipping 
corporation. 

In  1924,  the  second  year  of  its  operation,  the  shipping  cor- 
poration handled  21,000  bales,  supplying  the  Skagway  Mills 
with  about  25%  of  its  cotton  requirements,  and  made  a  net 
profit  of  approximately  $7,000.  The  quality  of  the  cotton  sup- 
plied by  the  corporation  was  highly  satisfactory  to  the  Skagway 
Mills.  The  corporation  also  showed  a  profit  in  1925,  although 
the  results  of  that  year's  operation  were  slightly  less  gratifying 
than  those  for  1924. 

The  executives  of  the  Skagway  Mills  reviewed  the  situation 
in  September,  1926,  and  were  unconditionally  of  the  opinion 
that  the  shipping  corporation  was  successful  and  that  the  com- 
pany had  been  wise  in  taking  that  step  in  the  direction  of  direct 
buying.  At  that  time  the  company  was  obtaining  about  25% 
of  its  cotton  requirements  from  the  shipping  corporation,  from 
30%  to  35%  directly  from  other  shippers,  and  the  remaining 
40%  or  45%  from  cotton  brokers.  The  company  did  not  wish  to 
discontinue  relations  with  brokers  entirely.  They  were  able  to 
supply  the  company  with  valuable  information  as  to  market  con- 
ditions, to  make  quick  deliveries  in  emergencies,  to  dispose  of 
cotton  that  the  company  wished  to  sell,  to  bring  the  company  in 
contact  with  new  shippers,  and  to  assist  the  company  in  financ- 
ing purchases.    Other  northern  mills  had  continued  to  rely  upon 
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brokers,  although  a  few  of  the  mills  had  sent  men  into  the  South 
to  study  conditions. 

Cooperative  marketing  associations,  the  executives  of  the  Skag- 
way  Mills  were  convinced,  represented  an  important  develop- 
ment in  cotton  marketing.  The  executives  estimated  that  such 
associations  handled  about  10%  of  the  total  cotton  crop  in  the 
United  States.  It  was  possible  that  the  Skagway  Mills  would 
make  arrangements  to  buy  from  the  cooperative  associations.1 

The  cotton  buyer  for  the  company,  in  November,  1926,  made 
the  following  statement  regarding  progress  in  the  methods  of 
handling  cotton: 

Material  improvement  has  been  made  in  storage  facilities  at  the  ports 
and  at  the  larger  interior  concentration  points,  but  much  remains  to  be 
done  to  provide  adequate  storage  and  protection  at  the  smaller  country 
points.  Cotton  is  still  generally  poorly  packed  and  carelessly  handled, 
but  even  in  this  direction  some  progress  has  been  made  through  the 
increased  use  of  round  bales.  Probably  the  most  notable  progress  in 
this  general  direction  has  been  that  made  under  the  direction  of  the 
cooperative  associations.  The  farmers  that  belong  to  these  associations 
ship  their  cotton  as  soon  as  ginned  to  a  good  warehouse.  The  cotton 
is  sampled  once  for  the  association  and  these  samples  are  kept  until  the 
cotton  is  sold.  In  this  way,  association  cotton  is  practically  free  from 
country  damage,  and  sampling  has  been  reduced  to  a  minimum. 


22.  Terms  of  Sale  by  Country  Grain  Dealers 

Corn  is  the  largest  and  in  the  aggregate  the  most  valuable 
agricultural  crop  in  the  United  States.  The  annual  corn  crop 
usually  is  about  3,000,000,000  bushels.  Corn  is  grown  in  all 
parts  of  the  United  States,  but  Iowa  is  the  center  of  the  so-called 
Corn  Belt,  the  region  of  heaviest  production.  The  other  states 
in  the  Corn  Belt  are  Illinois,  Indiana,  Ohio,  Missouri,  and  Ne- 
braska.   A  peculiarity  of  the  corn  trade  is  that  about  70%  of 

1  "During  the  past  five  years  more  than  4,500,000  bales  of  cotton  have  been 
marketed  by  16  large-scale  cooperative  associations  set  up  in  14  states. 

"Approximately  417,000  bales  of  the  1921  crop,  719,000  bales  of  the  1922  crop, 
903,000  bales  of  the  1923  crop,  1,102,700  bales  of  the  1924  crop,  and  1488,000 
bales  of  the  1925  crop,  were  marketed  cooperatively. 

"The  percentages  which  these  quantities  were  of  the  total  crops  for  the  several 
years  were  approximately  as  follows:  1921-22,  5.2%;  1922-23,  74%;  1923-24, 
8.9%;   1924-25,  84%;   1925-26,  9.3%. 

"In  most  of  the  states  the  number  of  bales  marketed  cooperatively  has  increased 
steadily  year  by  year."  U.  S.  Department  of  Agriculture,  Agricultural  Cooperation, 
June  7,  1926,  Vol.  IV,  No.  12,  p.  239. 
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the  corn  crop  is  consumed  in  the  counties  where  it  is  grown. 
Thus  a  substantial  portion  of  the  crop  does  not  enter  into  more 
than  purely  local  trade;  it  is  used  locally  for  feeding  hogs  and 
cattle.  The  large  hog-raising  and  cattle-fattening  districts  are 
in  the  Corn  Belt. 

The  annual  wheat  crop  usually  is  in  the  neighborhood  of 
1,000,000,000  bushels,  although  subject  to  rather  wide  fluctua- 
tions. The  chief  center  of  winter  wheat  production  is  Kansas, 
Nebraska,  Missouri,  and  Illinois.  The  leading  district  for  the 
production  of  spring  wheat  is  North  and  South  Dakota  and 
Minnesota.  Substantial  quantities  of  both  spring  and  winter 
wheat  also  are  grown  in  several  other  states. 

In  the  Pacific  Northwest,  in  the  states  of  Washington  and 
Oregon,  there  is  a  large  production  of  wheat,  both  spring  and 
winter.  The  wheat-growing  district  of  the  Pacific  Northwest 
is  entirely  distinct  commercially  from  the  wheat-growing  regions 
east  of  the  Rocky  Mountains. 

In  the  grain  trade,  except  in  the  Pacific  Northwest,  elevators 
generally  are  used  for  handling  and  storage.  In  practically 
every  district  where  a  substantial  quantity  of  grain  is  grown, 
one  or  more  grain  elevators  are  located.  Grain  is  unloaded  from 
farmers'  wagons  into  these  elevators  where  it  is  stored  until 
shipped;  the  period  of  storage  in  the  country  elevator,  however, 
ordinarily  is  short.  At  the  primary  markets,  at  the  mills,  and 
at  export  ports  large  grain  elevators  serve  primarily  as  storage 
warehouses.  In  the  primary  markets  the  terminal  elevators  have 
facilities  for  cleaning  and  drying  grain. 

Elevators  are  used  universally  because  of  the  economy  that 
they  afford  in  handling  the  product.  Mechanical  means,  such  as 
traveling  belts,  are  used  for  carrying  the  grain  to  the  storage 
bins,  and  when  shipped,  the  grain  is  loaded  from  these  bins  by 
the  force  of  gravity.  The  amount  of  labor  thus  required  for 
handling  grain  after  it  once  enters  an  elevator  is  small. 

The  bulk  of  the  commercial  grain  crop  is  sold  locally  by 
farmers  for  cash  to  grain  dealers  who  operate  local  elevators,  to 
farmers'  cooperative  elevators  which  take  the  place  of  independ- 
ent grain  dealers,  or  to  line  elevator  companies.  Occasionally 
grain  is  sold  to  track  buyers,  or  "scoopers,"  as  they  are  some- 
times called.  Although  this  has  been  of  enough  importance  to 
occasion  attempts  at  boycott  by  the  grain  dealers,  the  volume 


338  PROBLEMS  IN  MARKETING 

of  the  crop  handled  by  track  buyers  is  of  little  significance. 

A  country  elevator  proprietor  usually  sells  the  grain  in  which 
he  deals  either  "on  track,"  "to  arrive,"  or  "consigned."1 

When  grain  is  sold  "on  track,"  the  price  is  agreed  upon  be- 
fore shipment.  The  seller  guarantees  that  weight  and  grade 
loaded  into  the  car  agree  with  the  contract  and  the  bill  of  sale. 
The  buyer  pays  the  freight.  When  grain  is  sold  "to  arrive,"  it 
is  agreed  that  it  is  to  be  delivered  within  a  specified  time  at  the 
mill  or  primary  market.  The  price  is  agreed  upon  before  ship- 
ment, and  the  seller  guarantees  weight  and  grade  at  time  of 
delivery.    The  seller  pays  the  freight. 

When  grain  is  sold  on  consignment,  it  is  sent  by  the  grain 
dealer  to  a  commission  merchant  at  a  primary  market.  On 
arrival  the  grain  is  inspected  and  is  sold  by  the  commission  mer- 
chant for  a  commission,  usually  i  cent  a  bushel.  The  rate  of 
commission  is  determined  by  the  rules  of  the  local  trade  organi- 
zation of  which  the  commission  merchant  is  a  member.  The 
commission  merchant  collects  payment  for  the  grain,  and  after 
deducting  his  commission  and  any  incidental  expenses  that  have 
accrued,  remits  the  balance  to  the  grain  dealer.  Often  the  grain 
dealer  draws  a  draft  at  time  of  shipment  on  the  commission 
merchant  to  whom  the  car  is  consigned,  attaching  the  draft  to  a 
bill  of  lading.  The  grain  dealer  then  cashes  the  draft  at  the  local 
bank  and  uses  the  proceeds  for  purchasing  additional  quantities 
of  grain.  After  the  grain  is  sold,  the  commission  merchant  pays 
the  draft  and  remits  to  the  grain  dealer  the  balance  that  is  due 
the  latter. 

According  to  an  investigation  made  by  the  United  States 
Department  of  Agriculture  in  191 5,  it  was  reported  that  approxi- 
mately 50%  of  the  grain  shipped  in  the  Middle  West  was  sold 
"on  track,"  20%  "to  arrive,"  and  21%  "consigned."  In  Min- 
nesota and  the  other  grain  states  of  the  Northwest,  the  bulk  of 
the  shipments  were  "consigned."  In  the  states  east  of  the 
Mississippi,  on  the  other  hand,  the  reports  indicated  that  over 
75%  of  the  grain  was  sold  "on  track";  the  remainder  was  divided 
about  equally  between  "to  arrive"  and  "consigned"  sales.  In 
Texas  and  Oklahoma  over  50%  was  said  to  have  been  sold  "to 
arrive,"  and  most  of  the  remainder  "on  track."     Little  grain 


1  G.  Livingston  and  K.  B.  Seeds,  U.  S.  Department  of  Agriculture,  Bulletin  No. 
558,  Marketing  Grain  at  Country  Points. 
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was  "consigned"  in  those  states.  In  a  season  when  the  quality 
of  the  crop  was  good,  the  sales  on  consignment  were  less  than  in 
other  seasons;  it  was  stated  to  be  easier  to  selJ  high-quality  grain 
by  specification. 

From  the  standpoint  of  a  country  grain  dealer,  what  are  the 
relative  merits  of  each  of  these  methods  of  sale? 


23.  Perfex  Mills 
purchasing  wheat 

The  Perfex  Mills  required  wheat  of  high  protein  content  to 
manufacture  its  high-quality  brand  of  blended  flour.  The  com- 
pany customarily  had  bought  from  grain  dealers  by  mail  solici- 
tation,1 and  for  five  years  prior  to  1922  had  based  its  price  quo- 
tations on  Federal  grades.2  The  price  offered  on  a  particular 
day  by  the  Perfex  Mills  was  intended  to  be  the  same  as  the 
country  grain  dealers  would  receive  by  shipping  to  commission 

1  One  of  the  largest  competitors  of  the  Perfex  Mills,  which  also  manufactured 
a  high-grade  brand  of  blended  flour,  had  decided  in  192 1  to  place  its  own  repre- 
sentatives in  the  field  for  the  purchase  of  grain  from  dealers  at  country  points. 
This  grain  was  not  bought  by  grade,  but  by  actual  inspection  by  the  mill's  repre- 
sentatives. The  company  also  kept  a  representative  on  the  floor  of  the  local  board 
of  trade  for  supplementary  purchases  of  grain.  That  source,  however,  was  used 
chiefly  in  times  of  shortage. 

2  The  Grain  Standards  Act  was  passed  by  Congress  in  1916.  According  to  this 
act  the  Secretary  of  Agriculture  was  authorized  to  establish  official  grain  standards 
for  corn,  wheat,  rye,  oats,  barley,  flaxseed,  and  such  other  grains  as  he  might  decide 
upon.  The  act  provided  that  grain  sold  or  shipped  in  interstate  or  foreign  com- 
merce by  grade  had  to  be  inspected  and  graded  by  a  United  States  licensed 
inspector.  Grain  could  be  sold  by  sample  or  type  without  official  grading.  Pro- 
vision was  made  that  in  his  discretion  the  Secretary  of  Agriculture  might  license 
state  inspectors  also  as  Federal  inspectors. 

Federal  grades  were  established  for  grain  in  accordance  with  this  act.  The 
following  statement  is  quoted  from  a  bulletin  of  the  United  States  Department  of 
Agriculture: 

"When  a  farmer  hauls  his  wheat  to  a  station  in  his  own  state  and  sells  it  to 
the  local  elevator,  although  it  is  bought  and  paid  for  by  grade,  he  is  making  a 
transaction  which  does  not  require  an  interstate  shipment.  The  grade  in  these 
cases  is  usually  placed  upon  the  wheat  by  the  elevator  manager.  It  is  not  then 
graded  by  a  licensed  inspector  because  the  inspectors  are  seldom  located  at  country 
points.  This  feature  is  unfortunate,  but  the  volume  of  inspection  work  at  any 
one  country  shipping  point  is  hardly  ever  large  enough  or  continues  over  a  suf- 
ficiently long  period  of  time  to  warrant  inspectors  in  taking  up  work  at  such 
points.  Therefore,  the  correct  grading  of  wheat  at  country  points  is  usually  a 
matter  between  the  farmer  and  the  local  buyer  and  is  one  with  which  local  authori- 
ties and  not  the  Department  of  Agriculture  can  deal. 

"Unless  this  wheat  is  ground  at  a  local  mill,  in  most  cases  it  is  finally  shipped 
to  a  terminal  market,  where  it  is  graded  by  a  disinterested  inspector  who  is  licensed 
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merchants.  A  quotation  card  similar  to  the  following  was 
mailed  daily  to  country  grain  dealers  in  the  state  in  which  the 
mills  were  located  and  in  a  neighboring  state.  The  offer  had  to 
be  accepted  prior  to  the  next  opening  of  the  Chicago  futures 
market.  It  was  an  overnight  bid  except  when  the  next  day  was 
Sunday  or  a  holiday. 

PERFEX  MILLS 

July  2,  1926 
July  Shipment 
122^  1  cent  Premium  No.  1  Red 

No.  2  Soft  Red  Winter  Wheat 

Acceptance,  stating  number  of  bushels,  to  reach  us  before  next 
opening  of  Chicago  market.  The  above  price  on  board  cars  at 
your  station,  subject  to  the  conditions  below: 

Any  amount  over  5,500  bushels  and  acceptances  received  after 
opening  will  be  accepted,  unless  conditions  with  us  are  changed,  in 
which  case  we  will  telegraph  you  declining  or  making  counter  bid. 

Shipments  must  be  routed  as  ordered  by  us. 

[Local]  weights  and  inspection  guaranteed.  If  wheat  does  not 
inspect  the  grade  contracted,  it  will  be  applied  on  the  contract  at 
proper  discounts  or  if  too  poor  for  our  use,  we  will  sell  for  your 
account,  you  replacing  by  further  shipments. 

Wheat  shipped  in  excess  of  contracts  will  be  settled  for  on  basis 
of  our  bids  on  the  day  the  excess  is  unloaded. 

Contracts  not  filled  within  specified  time  we  reserve  the  right  to 
cancel,  extend  the  time  of  shipment,  or  buy  in  for  your  account  in 
such  manner  and  place  as  we  deem  best. 

We  will  pay  drafts  against  shipments  for  not  exceeding  90%  of 
invoice  value;  and  must  have  advice  of  shipment,  stating  car  num- 
ber, weight  and  probable  grade. 

Unless  otherwise  agreed:   " Carload"  means  1,100  bushels. 

The  shipper  will  allow  a  half-cent  per  100  pounds  on  the  dif- 
ference between  marked  capacity  of  car  and  actual  weight,  also  any 
excess  freight  due  to  underloading. 

The  Perfex  Mills  had  advertised  its  flour  extensively.  In  1922, 
which  was  an  average  year,  the  company  had  ground  about  2 ,000 
barrels  daily  and  had  a  capacity  of  3,000  barrels.  A  substan- 
tial portion  of  its  sales  was  made  directly  to  cracker  and  cake- 
baking  companies  in  large  shipments.    The  gross   margin  on 

by  the  Department  of  Agriculture,  and  in  deciding  the  grade  of  the  wheat  he 
uses  the  grades  established  by  the  United  States  Department  of  Agriculture — the 
Federal  wheat  grades."  U.  S.  Department  of  Agriculture,  Bureau  of  Markets, 
Service  and  Regulatory  Announcements,  No.  54,  How  Hard  Red  Winter  Wheat 
Is  Grading  Under  Federal  Standards,  p.  2. 
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these  sales  was  small  because  of  competitive  conditions.  The 
company  added  $1  per  barrel  to  the  mill  cost  of  the  flour  to  cover 
selling  expenses  and  yield  a  profit.  That  price  was  adhered  to, 
however,  in  only  five  states,  since  sales  outside  that  territory 
were  difficult  to  obtain  at  such  a  margin.  The  salesmen  were 
allowed  to  use  their  own  judgment  as  to  the  amount  of  the  price 
concession  to  be  granted  each  customer. 

The  company's  mills  were  located  in  the  eastern  section  of  the 
winter  wheat  belt.  Two-thirds  of  its  wheat  requirements  were 
for  soft  wheat;  the  other  third  of  its  raw  material  came  from  the 
northern  spring  wheat  belt.  Its  storage  capacity  for  grain  was 
500,000  bushels.  On  several  occasions  the  company  had  found 
itself  short  of  soft  wheat,  because  the  commission  merchants 
who  were  members  of  the  local  board  of  trade  had  sent  buyers 
to  the  country  towns  and  had  induced  grain  dealers  to  consign 
to  those  commission  merchants  part  of  the  wheat  which  the 
Perfex  Mills  desired  to  purchase.  The  grain  shipped  to  a  com- 
mission merchant  was  sold  immediately  upon  arrival  at  the  cur- 
rent cash  price.  The  commission  merchant  collected  cash  from 
the  buyer,  deducted  his  commission  of  ij4  cents  a  bushel,  and 
remitted  the  balance  to  the  country  shipper.  Much  of  the  grain 
sold  by  commission  merchants  in  that  market  was  for  export  and 
was  reshipped  without  unloading.  The  Perfex  Mills  previously 
had  considered  its  long-established  relationships  sufficient  to 
retain  the  business  of  the  country  grain  dealers,  but  it  was  evi- 
dent that  through  extensive  canvassings  the  representatives  of 
the  commission  merchants  were  diverting  substantial  quantities 
of  grain  to  the  board  of  trade.  The  commission  merchants,  fur- 
thermore, accepted  consignments  of  wheat  at  any  time;  whereas, 
whenever  its  elevators  were  filled,  the  Perfex  Mills  could  not 
purchase  wheat  which  sellers  desired  to  ship  immediately.  On 
the  shipments  which  the  Perfex  Mills  did  purchase,  the  cars 
were  unloaded  upon  arrival  and  thereby  released  promptly  for 
return  to  country  shipping  points. 

The  company  estimated  that  if  it  undertook  to  meet  this  com- 
petition by  buying  from  farmers  it  would  be  necessary  to  estab- 
lish a  line  of  at  least  2  5  elevators  at  country  points.  This  would 
have  required  an  investment  of  $625,000  and  have  necessitated 
the  assumption  of  a  heavy  overhead  expense.  Hence  a  line  of 
elevators  at  country  points  was  not  deemed  practicable. 
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Purchases  on  the  local  board  of  trade  or  the  development  of 
a  buying  organization  to  canvass  the  territory  also  seemed  to 
be  inadvisable.  The  system  in  use  of  buying  directly  on  gov- 
ernment grades  with  daily  card  quotations  had  been  successful, 
except  on  a  few  occasions  when  the  crops  were  small  and  com- 
petition exceptionally  keen  among  purchasers.  The  company 
had  endeavored  to  maintain  close  contacts  with  country  grain 
dealers  by  having  its  salesmen  visit  them  on  opportune  occasions. 
Whenever  a  shipper  discontinued  sending  wheat  to  the  Perfex 
Mills,  the  company  sought  to  renew  relations  with  him  through 
the  call  of  a  salesman.  A  few  field  representatives,  however, 
whose  sole  duty  it  was  to  purchase,  would  have  formed  a  much 
better  contact  with  these  dealers;  the  additional  cost  would  have 
been  about  >4  cent  a  bushel,  which  was  equivalent  to  2*4  cents 
a  barrel  in  cost  of  the  finished  product. 

The  company  decided  in  1922  not  to  change  its  method  of  pur- 
chasing. The  system  of  daily  quotation  cards  was  reckoned  to 
be  Y*  cent  a  bushel  cheaper  than  the  cost  of  maintaining  a  force 
in  the  field,  and  i*4  cents  a  bushel  cheaper  than  buying  from 
commission  merchants. 


24.  Chicago  Board  of  Trade 

HEDGING 

The  grain  market  at  Chicago  developed  because  of  the  stra- 
tegic position  of  that  city  as  a  lake  shipping  point  located  in 
proximity  to  the  grain-growing  areas.  With  the  development  of 
railways,  Chicago  continued  to  be  the  logical  focusing  point  for 
the  activities  of  persons  interested  in  buying  and  selling  grain; 
it  remained,  however,  a  storing  and  shipping  point  rather  than 
a  grain-milling  center.  In  1922,  there  were  10  important  pri- 
mary markets  for  grain  in  the  United  States — Chicago,  Minne- 
apolis, Duluth,  St.  Louis,  Kansas  City,  Milwaukee,  Omaha,  Peo- 
ria, Toledo,  and  Detroit — of  which  Chicago  was  the  largest, 
receiving  about  400,000,000  bushels  of  grain  each  year.  Al- 
though Chicago  had  higher  total  receipts  of  all  kinds  of  grain 
than  any  other  primary  market,  several  other  cities  had  larger 
wheat  receipts. 

The  Chicago  Board  of  Trade  began  as  a  voluntary  associa- 
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tion  of  business  men  interested  in  commercial  and  financial 
matters,  and  gradually  developed  into  a  market  place  in  which 
trading  was  carried  on  in  flour,  grain,  salt  pork,  lard,  short  ribs, 
and  other  provisions.  The  Board  of  Trade  was  a  corporation 
holding  a  charter  from  the  state  of  Illinois.  It  did  no  trading 
on  its  own  account  but  furnished  its  members  with  market  in- 
formation and  with  a  place  to  trade,  subject  to  the  Rules  of  the 
Board.  The  individual  members  traded  with  one  another  either 
as  principals  or  as  agents  for  outsiders. 

In  the  trading  room  of  the  exchange  there  were  52  tables  for 
the  display  of  samples  of  cash  grain.  Each  table  could  be  used 
by  as  many  as  4  firms.  In  the  same  room  were  4  circular  "pits" 
for  wheat,  corn,  oats  and  provisions,  where  trading  in  futures 
took  place.  To  facilitate  the  operations  of  dealers  buying  grain 
in  transit,  all  bids  were  recorded  at  a  desk  and  at  once  posted 
on  a  large  blackboard.  A  large  number  of  telephones,  telegraph 
instruments,  and  tickers,  in  combination  with  large  blackboards, 
provided  a  means  of  securing  and  rapidly  disseminating  market 
information. 

The  following  classification  of  the  members  of  the  Chicago 
Board  of  Trade  was  made  in  1919:1 

Classification  of  Members,  Chicago  Board  of  Trade,  Year  19 19 

Cash  grain  trade 394  Seeds  and  miscellany 14 

Futures  trading 393  Oats  products 14 

Brokers 385  Corn  products 10 

Terminal  elevators 50  Railroads 10 

Pit  scalpers 48  Steamships    9 

Packers 44  Salvage  grain 8 

Provisions 41  Line  elevators 8 

Feeds    35  Stockyards    1 

Exporters   27  Vinegar 1 

Flour  mills 24  Inactive 70 

Banks  16  Total 7I$vj 

Malsters  15 

Both  cash  grain  and  futures  were  sold  on  the  same  floor  at 
the  Chicago  Board  of  Trade,  and  many  members  of  the  Board 

1  James  E.  Boyle,  Speculation  and  the  Chicago  Board  of  Trade,  p.  16. 
Other  references  on  organized  speculation  are:  Federal  Trade  Commission, 
Report  on  the  Grain  Trade;  H.  H.  Brace,  Organized  Speculation;  P.  T.  Dondlinger, 
Book  of  Wheat;  G.  W.  Hoffman,  Hedging  by  Dealing  in  Grain  Futures;  S.  S. 
Huebner,  "The  Functions  of  Produce  Exchanges,"  Annals  of  the  American  Academy 
of  Social  and  Political  Science,  September,  iqii. 


344  PROBLEMS  IN  MARKETING 

customarily  made  deals  on  both  cash  and  futures  markets.  As 
can  be  seen  from  the  classification  of  members,  about  one-fourth 
primarily  were  engaged  in  receiving  and  selling  consigned  grain 
or  in  shipping  cash  grain.  Samples  of  cash  grain  were  distrib- 
uted on  the  tables  early  in  the  morning.  Trading  began  at  9:30, 
but  buyers  and  sellers  usually  spent  the  first  hour  largely  in 
feeling  out  the  market.  The  buyers  comprised  representatives 
of  terminal  elevators,  shippers  to  eastern  mills,  flour  millers, 
manufacturers  of  cereal  products,  feed  manufacturers,  and  ex- 
porters. The  chief  sellers  were  the  commission  merchants  who 
handled  consigned  grain.  Since  the  Rules  of  the  Board  of  Trade 
forbade  him  to  act  as  both  principal  and  agent  in  the  same 
transaction,  grain  consigned  to  a  commission  merchant  had  to  be 
sold  in  the  open  market.  In  addition  to  selling  consignments  of 
grain,  the  commission  merchants  financed  country  shippers  ex- 
tensively by  making  advances  against  bills  of  lading,  called  for 
reinspection  in  cases  where  they  thought  the  grades  could  be 
raised,  and  as  agents  for  the  country  shippers  filed  and  pushed 
claims  for  shortage  and  damage  of  grain  in  transit.  The  Rules  of 
the  Chicago  Board  of  Trade  prohibited  a  commission  merchant 
from  rebating  any  part  of  his  commission  to  the  shipper. 

Approximately  another  fourth  of  the  members  were  engaged 
principally  in  trading  in  grain  futures;  these  were  the  profes- 
sional speculators.  They  operated  on  the  "long"  or  "short"  side 
of  the  market  as  their  judgment  dictated,  and  a  majority  of 
them  did  not  engage  ordinarily  in  the  handling  of  actual  grain. 
Brokers,  who  acted  as  agents  for  others  both  in  cash  grain  and 
futures,  principally  in  the  latter,  made  up  roughly  another  fourth 
of  the  membership.  The  rate  of  commission  on  the  cash  grain 
business  was  substantially  the  same  on  all  markets,  namely  1% 
of  the  value  of  the  grain.  Normally  the  volume  of  futures 
trading  in  any  one  day  on  the  Chicago  Board  of  Trade  was  from 
10  to  20  times  as  great  as  the  volume  of  cash  or  to-arrive  grain 
sold.  Commissions  on  futures  trades,  fixed  by  the  Rules,  in 
1922  were  }4  cent  a  bushel  for  what  was  known  as  the  "round 
turn" — that  is,  both  buying  and  selling.  No  commission  was 
charged  on  futures  trading  done  by  members  for  themselves; 
on  futures  trading  by  members  for  other  members  the  commis- 
sion was  Y%  cent  a  bushel  for  the  round  turn.  A  large  part  of  the 
trading  in  futures  was  carried  on  by  members  for  themselves. 
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The  Chicago  Board  of  Trade  in  1922  was  the  predominating 
market  in  the  United  States  for  organized  futures  trading  in 
grain;  the  volume  of  futures  trading  at  Chicago  was  much  greater 
than  at  any  other  grain  exchange  in  the  United  States.  The 
futures  contract  was  made  upon  the  basis  of  a  specified  grade  of 
grain,  known  as  "contract  grade. "  The  contract  provided  for 
delivery  either  on  the  buyer's  demand  or  at  the  seller's  pleasure 
at  any  time  within  a  specified  month  at  the  price  fixed  in  the  con- 
tract. Provision  was  made  in  the  Rules  of  the  Board  of  Trade 
whereby  other  grades  might  be  delivered  on  the  basis  contract 
with  stipulated  adjustments  in  price.  For  instance,  on  contracts 
for  future  delivery  a  tender  of  No.  3  Dark  Hard  Winter  Wheat, 
No.  3  Hard  Winter  Wheat,  No.  3  Yellow  Hard  Winter  Wheat, 
No.  3  Red  Winter  Wheat,  No.  1  Hard  White  Wheat,  and  No.  2 
Hard  Winter  Wheat  was  deemed  valid,  subject  to  the  regular 
provisions  of  the  Rules,  at  a  discount  of  5  cents  per  bushel.  Sim- 
ilar regulations  prevailed  in  regard  to  corn,  oats,  rye,  and  barley. 

The  delivery  of  grain  on  the  exchange  was  effected  by  the 
transfer  of  warehouse  receipts  issued  by  regular  elevators.  In 
order  to  issue  warehouse  receipts  a  warehouse  had  to  conform  to 
regulations  prescribed  by  the  Rules  of  the  Chicago  Board  of 
Trade.  The  receipts  themselves  had  to  conform  to  stipulated 
regulations  and  had  to  be  registered  by  an  officer  duly  appointed 
for  that  purpose. 

In  an  emergency  the  Board  of  Directors  of  the  Chicago  Board 
of  Trade  had  power  to  declare  warehouses,  vessels,  or  other 
places  suitable  for  the  storage  of  grain,  within  the  Chicago 
Switching  District,  subject  to  stated  provisions,  to  be  regular 
places  for  the  storage  of  grain  deliverable  under  the  Rules  of  the 
Board  of  Trade.  It  was  provided  further  in  the  Rules  that  when 
conforming  to  stated  requirements  grain  in  cars  in  the  Chicago 
Switching  District  that  had  been  inspected  and  graded  should  be 
deemed  valid  tender  on  contracts  during  the  last  business  days 
of  each  month,  or  on  any  business  day  of  any  month,  when  in  the 
judgment  of  the  directors  an  emergency  existed. 

Most  futures  contracts  made  on  the  Chicago  Board  of  Trade 
and  other  speculative  markets  were  settled  by  the  payment  of 
differences.  Although  a  futures  contract  was  valid  in  the  eyes 
of  the  law,  and  actual  delivery  of  the  commodity  legally  could 
be  insisted  upon,  it  was  stated  that  normally  not  more  than  1  % 
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of  the  futures  contracts  entered  into  on  the  Chicago  Board  of 
Trade  were  consummated  by  actual  delivery  of  the  grain.  At 
the  time  of  settlement,  if  the  spot  price  was  higher  than  the  price 
named  in  the  contract,  the  difference  was  paid  by  the  seller;  if 
the  spot  price  was  lower  than  the  price  named  in  the  contract, 
the  buyer  paid  the  difference.  To  facilitate  the  settlement  of 
differences  a  clearing-house  was  organized  on  the  Chicago  Board 
of  Trade,  and  at  the  close  of  each  business  day  each  member  re- 
ported amounts  due  him  from  all  other  members  and  due  from 
him  to  all  other  members.  The  operation  of  this  clearing-house 
was  essentially  similar  to  that  of  a  bank  clearing-house. 

Futures  trading  on  the  Chicago  Board  of  Trade  ordinarily  was 
done  on  margins.  A  person  buying  5,000  bushels  of  wheat  at 
$1  a  bushel  for  future  delivery,  for  example,  usually  was  re- 
quired to  put  up  a  margin  of  $500,  and  the  same  amount  was 
required  from  a  person  selling  5,000  bushels  short  at  $1.  In  the 
event  of  a  substantial  price  change  before  the  maturity  or  liqui- 
dation of  a  futures  contract,  a  readjustment  in  the  margin  was 
called  for. 

Although  trading  in  cash  grain  and  transactions  in  contracts 
for  future  delivery  were  carried  on  simultaneously  on  the  same 
floor,  the  two  kinds  of  business  were  sharply  differentiated  in 
purpose.  In  a  large  proportion  of  futures  transactions  there  was 
no  intention  on  the  part  of  either  party  that  the  contract  should 
be  fulfilled  by  actual  delivery  of  the  commodity  named,  though 
legally  either  party  could  insist  on  such  delivery. 

In  the  case  of  commodities  in  which  there  is  futures  trading, 
it  is  possible  for  those  owning  the  actual  commodity  to  relieve 
themselves  of  the  risk  of  loss  from  price  fluctuations  by  utiliz- 
ing the  machinery  of  futures  trading.  This  is  accomplished  by 
hedging.  Hedging,  in  general  terms,  is  the  offsetting  of  one 
transaction  in  the  real  commodity,  or  its  products,  by  another 
transaction  in  the  futures  market,  so  that  protection  against  loss 
from  price  changes  is  secured  on  commitments  made  at  current 
market  prices,  and  at  the  same  time  any  speculative  profits  that 
might  have  been  secured  by  a  price  change  in  the  opposite  di- 
rection are  foregone. 

The  feasibility  of  insuring  against  loss  by  means  of  hedging  is 
dependent  upon  the  spread  between  the  spot  and  futures  prices 
remaining  constant.     Normally,   futures  prices   for  a  specified 
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month  range  above  spot  prices  in  earlier  months  by  the  amount 
of  the  carrying  charges  to  the  month — that  is,  interest,  insurance, 
and  storage.  As  the  delivery  month  approaches,  this  spread,  of 
course,  narrows  until  it  is  practically  nonexistent  at  the  time  of 
maturity  of  futures  contracts  for  that  month.  The  maintenance 
of  a  constant  spread  between  futures  and  cash  prices  means  that 
whenever  the  price  of  cash  grain  increases  or  decreases,  the  price 
of  futures  contracts  increases  or  decreases  at  the  same  time  by 
a  like  amount.  The  possibility  of  buying  cash  grain,  storing  it, 
and  delivering  it  on  a  futures  contract  normally  prevents  the 
price  of  futures  from  exceeding  the  cash  price  by  more  than  the 
amount  of  the  carrying  charges.1  The  feasibility  of  hedging  also 
is  dependent  on  having  a  wide  and  continuous  market  for  futures. 
The  buyer  or  seller  of  a  futures  contract  for  hedging  purposes 
always  must  be  assured  of  having  some  one  ready  at  all  times  to 
take  the  other  side  of  the  transaction. 

The  Canastota  Flour  Milling  Company,  on  January  2  of  a 
recent  year,  accepted  orders  for  1,000  barrels  of  flour  for  de- 
livery in  April  and  May  at  a  price  based  on  the  price  of  wheat 
January  2,  with  allowance  for  estimated  carrying  charges,  manu- 
facturing, selling,  and  administrative  expenses,  and  profit.2  For 
this  amount  of  flour  approximately  4,500  bushels  of  wheat  were 
required,  which  the  company  intended  to  purchase  at  country 
points  and  primary  markets  as  it  found  convenient.  On  January 
2  the  price  of  cash  wheat  was  $1.19^2  a  bushel,  and  May  futures 
opened  at  $1.2  2  J4  on  the  Chicago  Board  of  Trade.  For  the 
purpose  of  protecting  itself  against  loss  on  this  order,  what 
transactions,  if  any,  should  the  Canastota  Flour  Milling  Com- 
pany have  entered  into  on  the  Chicago  Board  of  Trade? 

Three  days  later,  with  outstanding  flour  orders  still  amount- 
ing to  1,000  barrels,  the  Canastota  Flour  Milling  Company  pur- 
chased 8,500  bushels  of  wheat  at  $1.25^  a  bushel.     On  that 

1  At  various  times  there  is  a  premium  on  cash  grain — that  is,  cash  prices  range 
higher  than  futures  prices.  This  was  the  situation  for  many  months  following 
the  resumption  of  futures  trading  on  the  Chicago  Board  of  Trade  after  the  World 
War.  So  long  as  the  spread  remains  constant,  however,  it  makes  no  difference 
for  hedging  purposes  whether  cash  prices  are  above  or  below  futures  prices.  One 
reason  occasionally  given  for  the  premium  on  cash  grain  is  that  it  is  an  actual 
premium  for  quality  and  represents  the  superiority  of  the  available  supply  of  cash 
grain  over  contract  grades. 

2  See  Ralph  D.  Stiles,  "The  Effect  of  Hedging  upon  Flour  Mill  Control,"  Harvard 
Business  Review,  Vol.  I,  pp.  64-70. 
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day  May  futures  opened  at  $i.28J4  a  bushel.  What  transac- 
tions, if  any,  should  the  Canastota  Flour  Milling  Company  have 
entered  into  on  the  Chicago  Board  of  Trade? 

The  Leroy  Grain  Company,  operating  a  grain  elevator  at  a 
country  point,  on  September  8  of  a  recent  year,  purchased  from 
farmers  12,000  bushels  of  wheat  at  $1.06  a  bushel.  December 
futures  on  that  date  opened  at  $1.11^  a  bushel.  One  week 
later,  when  the  price  of  spot  wheat  at  Chicago  was  $1.14  a 
bushel  and  December  futures  were  quoted  at  $i.i6J4  a  bushel, 
the  Leroy  Grain  Company  consigned  10,000  bushels  of  wheat 
to  Harrison  Durant,  a  commission  merchant  on  the  Chicago 
Board  of  Trade.  Ten  days  later  this  wheat  was  sold  by  the 
commission  merchant  to  a  terminal  elevator  at  $1.02  J/2  a  bushel 
and  the  Leroy  Grain  Company  was  notified  by  wire  of  the  sale. 
On  that  date  December  futures  were  quoted  at  $1,045^  a  bushel. 
In  connection  with  these  transactions  in  actual  grain,  what  trans- 
actions, if  any,  should  the  Leroy  Grain  Company  have  entered 
into  on  the  Chicago  Board  of  Trade,  and  at  what  times? 

A  cooperative  elevator  company  was  organized  by  the  farm- 
ers of  Pomeroy  County,  Kansas,  in  April,  19 19.  Two  hundred 
seventeen  members  subscribed  $100  each.  Later  several  indi- 
vidual subscriptions  were  increased  to  $500  and  $1,000,  but  no 
stockholder  was  allowed  more  than  one  vote.  In  addition  to 
the  capital  raised  by  subscription,  the  directors  of  the  company 
were  authorized  to  issue  $25,000  in  preferred  stock.  That  issue 
was  fully  taken  up.  In  May,  191 9,  a  contract  was  let  to  build 
a  tile  and  concrete  grain  elevator  with  a  capacity  of  64,000  bush- 
els. The  elevator  was  not  completed  in  time  to  handle  the  191 9 
crop,  but  it  was  utilized  nearly  to  capacity  in  handling  the  1920 
and  192 1  crops.  In  both  those  years,  however,  the  operation 
of  the  farmers'  elevator  showed  a  small  loss  after  all  expenses 
had  been  paid.  Several  members  of  the  association  attributed 
this  loss  to  the  strong  competition  of  two  private  grain  elevators 
at  the  shipping  point  where  the  cooperative  elevator  was  located. 

Unlike  the  private  elevators  with  which  it  competed,  the 
Pomeroy  County  farmers'  elevator  did  not  use  the  futures  mar- 
ket for  hedging  purposes,  either  in  1920  or  in  192 1.  Members 
of  the  association  were  unable  to  see  wherein  dealing  in  futures, 
which  they  considered  gambling,  was  of  any  advantage  to  them. 
The  farmers  generally  had  expected  that  the  principal  advan- 
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tage  derived  from  the  cooperative  elevator  enterprise  would  be 
through  storing  grain  in  the  elevator  to  be  held  for  a  rise  in 
market  prices  in  the  winter  or  spring.  Like  other  grain  growers 
the  members  of  the  Pomeroy  County  Farmers'  Cooperative  As- 
sociation were  bitterly  disappointed  by  the  decline  in  prices  of 
wheat  in  1920-21. 

The  secretary  of  the  association  early  in  1922  read  an  article 
in  a  trade  paper  which  raised  a  few  doubts  in  his  mind  regard- 
ing the  attitude  of  his  association  toward  trading  in  futures.  In 
this  article,  which  dwelt  upon  the  advantages  of  trading  in  fu- 
tures, it  was  stated  "that  such  trading  increases  the  security  of 
bank  loans  on  grain,  tends  to  lower  the  rate  of  interest,  and 
enables  the  grain  to  be  financed  with  less  capital;  that  it  enables 
elevator  companies,  exporters,  and  millers  to  insure  against  the 
risk  of  price  fluctuations  and  thereby  enables  them  to  trade  at 
less  cost,  with  greater  security,  and  on  a  smaller  percentage  of 
gross  profit  than  otherwise  would  be  possible;  that  it  frees  farm- 
ers from  the  risk  of  price  fluctuations  which  they  would  other- 
wise carry,  secures  them  more  competition,  and  so  reduces  the 
tolls  or  charges  upon  their  grain,  which  is  consequently  marketed 
at  less  cost  than  other  farm  products  which  cannot  be  sold  for 
future  delivery.,, 

Should  the  secretary  of  the  Pomeroy  County  Farmers'  Co- 
operative Association  have  recommended  to  the  members  that 
the  association  henceforth  trade  in  futures?  In  how  far  should 
the  decision  of  the  association  regarding  transactions  in  futures 
have  been  conditional  upon  whether  it  was  to  sell  grain  "on 
track,"  "to  arrive,"  or  consigned? 


25.  Arapahoe  Mills 
hedging 

On  December  1,  1922,  the  Arapahoe  Mills  had  11,000  bales  of 
cotton,  or  six  months'  supply,  in  its  warehouse,  against  which 
it  had  cloth  orders  on  hand  for  one  month's  production.  It  had 
paid  23*4  cents  a  pound  for  this  cotton;  the  spot  market  was 
26%  cents,  and  the  May  futures  market  25  cents.  Under  the 
circumstances,  the  treasurer,  who  had  hedged  only  when  market 
conditions  appeared  to  indicate  a  drop  in  prices,  was  undecided 
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whether  or  not  to  sell  futures  to  cover  the  unprotected  store  of 
cotton.1  The  Arapahoe  Mills  manufactured  sheetings  and  other 
grey  goods  for  which  it  used  middling  cotton;  consequently,  it 
was  not  necessary  for  the  company  to  consider  the  effects  on 
hedging  operations  caused  by  variations  in  the  differentials  be- 
tween other  grades  and  the  middling  base.  For  36-inch  sheet- 
ings, which  were  manufactured  from  coarse  yarn  (Nos.  13  and 
14),  the  cost  of  manufacturing  in  the  Arapahoe  Mills  in  Novem- 
ber, 1922,  was:  raw  cotton  27^  cents  (allowing  for  waste),  labor 
11  cents,  overhead  and  supplies  $y2  cents  a  pound;  the  total 
cost  thus  was  44  cents  a  pound.  For  38-inch,  64  by  60,  print 
cloth,  which  was  manufactured  from  finer  yarn  than  sheetings, 
the  cost  was:  raw  cotton  27^  cents,  labor  16  cents,  and  supplies 
and  overhead  6  cents  a  pound  of  grey  cloth. 

The  market  conditions  were  indicated  by  the  following  report 
of  the  Merchants'  National  Bank  of  Boston  on  December  1, 
1922: 

The  cotton  goods  markets  have  been  quieter  during  the  past  month 
than  they  were  earlier  in  the  fall.  The  unusually  sharp  advance  in  the 
price  of  cotton  in  October  and  early  November,  totaling  6  cents  in  six 
weeks,  caused  merchants  to  wonder  whether  consumers  would  buy  goods 
in  normal  volume  when  goods  prices  at  retail  reached  a  parity  with  raw- 
material  costs.  The  recent  decline  in  cotton,  on  the  other  hand,  has 
unsettled  many  who  had  been  led  by  the  staple's  strong  statistical 
position  to  expect  that  it  would  go  to  30  cents.  These  uncertainties, 
coupled  with  the  reaction  in  the  stock  market,  the  outcome  of  the 
elections,  and  the  seasonal  quietness  in  wholesale  trade,  are  sufficient 
to  account  for  the  slowing  down  of  the  goods  markets. 

The  end  of  November  finds  prices  of  cotton  goods  higher  than  at 
the  close  of  the  previous  month.    A  typical  narrow  print  cloth,  27  inches 

1  Opportunities  for  hedging  cotton  are  afforded  by  the  New  York  Cotton 
Exchange  and  the  New  Orleans  Cotton  Exchange  in  the  United  States  and  by  the 
Liverpool  Cotton  Exchange  in  England.  The  rules  of  the  New  York  and  New 
Orleans  exchanges  are  similar,  and  their  quotations  and  adjustments  are  based  on 
the  Federal  standard  grades  of  cotton;  the  Liverpool  grades  vary  somewhat  from 
the  official  grades  of  the  United  States.  On  the  New  York  exchange  a  basis  con- 
tract is  used.  Prices  are  quoted  in  cents  per  pound  of  middling  cotton.  Any  one 
or  more  of  eight  other  grades — four  below  middling  and  four  above  middling  in 
quality — can  be  delivered  on  the  futures  contract  with  an  adjustment  in  the  price 
for  each  grade  determined  daily  by  market  quotations  for  that  grade  at  active  spot 
markets  in  the  cotton-growing  states.  The  futures  contracts  are  made  in  units  of 
100  bales  each.  Either  party  to  the  contract  can  enforce  delivery  in  the  specified 
month,  but  in  practice  many  contracts  are  settled  by  the  payment  of  differences 
between  spot  prices  at  date  of  maturity  and  the  prices  stipulated  in  the  contracts. 
See  Melvin  T.  Copeland,  Cotton  Manufacturing  Industry  of  the  United  States,  pp. 
184-192;  also  Bureau  of  Business  Research,  Harvard  University,  Bulletin  No.  49, 
A  Study  of  Cotton  Hedging  for  a  Grey  Goods  Mill,  1921-1923. 
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wide,  64  by  60,  7.60  yards  to  the  pound,  is  quoted  at  7«)4  cents,  com- 
pared with  about.  7J4  cents  a  month  ago.  A  standard  sheeting  36  inches 
wide,  56  by  60,  4  yards  to  the  pound,  is  worth  11%  cents,  against  n^J 
last  month.  Number  20s  2 -ply  carded  yarn  on  skeins  is  quoted  at  about 
48  cents,  against  42  cents  towards  the  close  of  October.  These  and 
many  other  descriptions  of  fabrics  and  yarns  have  risen  more  than  the 
raw  material,  the  margin  between  the  raw  cotton  and  the  manufactured 
goods  having  widened  2  or  3  cents  a  pound  in  some  instances. 

The  cotton  mills  of  this  country  are  running  more  nearly  normal 
than  at  any  other  time  since  the  1920-21  depression.  In  October  they 
operated  on  an  average  at  99%  of  single  shift  capacity,  against  98% 
in  September,  92%  in  August,  and  89%  in  July.  Short-tirne  running  in 
some  mills  was  fully  offset  by  overtime  in  others.  In  October  the  mills 
consumed  more  cotton  than  in  any  other  month  since  June,  1920,  their 
total  consumption  in  October  being  533,950  bales.  This  was  at  the 
rate  of  22,800  bales  a  day.  The  normal  daily  consumption  of  the  in- 
dustry is  about  23,000. 

Total  stocks  of  cotton  in  the  United  States  at  the  end  of  October, 
including  the  unginned  portion  of  the  new  crop,  were  about  9,624,000 
bales.  This  estimate  is  based  on  the  assumption  that  the  new  crop  is 
9,750,000  bales,  as  forecast  by  recent  ginning  reports.  On  October  31 
last  year  the  stocks  were  11,315,000  and  the  average  for  the  four  years 
prior  to  this  year  was  12,984,000.  Spinners'  stocks  on  October  31  were 
1,380,000  this  year  against  1,398,000  last  year  and  an  average  of  1,301,- 
000  in  the  past  four  years.  Stocks  in  public  and  private  storage,  on 
plantations  and  in  transit,  including  the  unpicked  portion  of  the  new 
crop,  were  8,244,000  this  year,  against  9,916,000  last  year  and  an  aver- 
age of  11,683,000  in  the  past  four  years. 

Consumption  in  the  first  three  months  of  the  current  cotton  season, 
that  is,  to  October  31,  totaled  1,556,698  bales,  or  at  the  rate  of  about 
6,250,000  a  year.  Exports  in  the  three  months  were  1,431,935  bales. 
If  exports  during  the  rest  of  this  season  were  to  equal  those  in  the  cor- 
responding period  of  last  year,  that  is,  4,390,000  bales,  the  total  for  the 
full  year  would  be  about  5,800,000.  This  would  give  a  total  of  con- 
sumption and  exports  of  12,050,000  bales. 

The  prospective  supply  consists  of  about  2,800,000  bales  of  carry- 
over from  last  season,  a  new  crop  of  about  9,750,000  bales,  and  imports 
of  about  100,000,  making  a  total  of  about  12,650,000  bales.  On  the 
basis  of  the  foregoing  distribution,  the  carry-over  at  the  end  of  the 
current  cotton  season  would  be  only  about  600,000  bales,  against  2,800,- 
000  at  the  end  of  last  year  and  6,500,000  at  the  end  of  the  previous 
year.  Such  a  carry-over,  equaling  less  than  a  single  month's  consump- 
tion and  exports,  would  not  be  enough  to  carry  the  mills  to  September 
or  October  when  the  new  crop  would  be  available,  and  it  would  accord- 
ingly force  drastic  curtailment  of  mill  operations.  It  would  appear  that 
before  supplies  declined  to  such  an  abnormally  low  level,  the  price  of 
the  staple  would  have  operated  to  check  world  consumption  and  to  keep 
stocks  in  this  country  at  a  much  higher  figure. 
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The  treasurer  had  decided  that  hedging  would  not  assure  ab- 
solute protection  to  the  Arapahoe  Mills,  because  changes  in 
cloth  prices  did  not  correspond  closely  with  cotton  prices,1  and 
also  because  the  futures  market  had  tended  to  be  lower  than  the 
spot  market  for  several  years.  The  expense  of  brokerage  fees, 
moreover,  and  the  difficulty  of  balancing  sales  of  cloth  with 

1  Prices  of  Print  Cloths  in  New  York 
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purchases  of  cotton  on  the  New  York  Cotton  Exchange,  he  be- 
lieved, militated  against  hedging  as  an  iron-bound  policy  for  the 
mill.  The  treasurer  was  convinced,  furthermore,  that  profits 
in  coarse  grey  goods  could  be  made  only  by  buying  cotton  in 
anticipation  of  a  rise  in  price  and  selling  cloth  when  prices  had 
increased. 

Should  the  Arapahoe  Mills  have  hedged  its  stock  of  cotton  on 
December  1,  1922? 

26.  Hide  Trade 

In  the  hide  trade  there  is  no  organized  speculation.  In  view 
of  the  importance  of  hedging  transactions  in  the  raw  cotton 
trade  and  in  the  grain  trade,1  the  question  has  been  raised  as  to 

1  On  May  2,  1921,  trading  in  refined  sugar  futures  was  inaugurated  on  the  floor 
of  the  New  York  Coffee  and  Sugar  Exchange,  Inc. 

The  Standard  Fine  Granulated  Sugar  contract  was  as  follows: 

"Sold  for to 800  bags  (of  100  lbs.  net 

each)  of  Standard  Fine  Granulated  Sugar  at cents  per  pound,  manu- 
factured in  the  United  States  or  insular  possessions,  packed  in  cotton-lined  burlap 
bags,  deliverable  from  licensed  warehouse  in  Chicago  between  the  first  and  last 

days  of   inclusive.     Delivery  within  such  time  to  be  at  Seller's 

option,  upon  seven,  eight,  or  nine  days'  notice  to  the  buyer.  If  Domestic  Beet 
Standard  Fine  Granulated  Sugar  be  delivered  in  fulfilment  of  this  contract,  Seller 
to  make  an  allowance  of  20  cents  per  100  lbs. 

"The  Seller  shall  have  the  right  to  deliver  Foreign  Cane  Standard  Fine  Granu- 
lated Sugar  in  fullfilment  of  this  contract  by  making  an  allowance  of  45  cents  per 
100  lbs.,  provided  such  sugars  comply  with  the  types  adopted  as  Standard  by  the 
New  York  Coffee  and  Sugar  Exchange,  Inc.,  and  all  duties  have  been  paid  thereon. 

"This  contract  is  subject  to  an  adjustment  for  duty,  as  provided  in  the  Sugar 
Trade  Rules. 

"Either  party  to  have  the  right  to  call  for  margins  as  the  variations  of  the 
market  for  like  deliveries  may  warrant,  which  margins  shall  be  kept  good.  This 
contract  is  made  in  view  of  and  in  full  accordance  with  the  By-Laws,  Rules,  and 
Conditions  established  by  the  New  York  Coffee  and  Sugar  Exchange,  Inc." 

(Written  across  the  face  is  the  following:) 

"For  and  in  consideration  of  one  dollar  to in  hand  paid,  receipt 

whereof  is  hereby  acknowledged accept  this  contract  with  all  its 

stipulations  and  conditions." 

Brokers'  commissions  were  as  follows: 

Contract  Price  Commission 

Up  to  9.99  cents  per  pound • $15.00 

10  cents  to   12.99  cents  per  pound 17-50 

13  cents  to  17.99  cents  per  pound 20.00 

18  cents  and  above  per  pound 25.00 

These  commissions  applied  to  transactions  in  the  United  States,  Porto  Rico,  and 
Cuba,  for  non-members  of  the  New  York  Coffee  and  Sugar  Exchange,  Inc. 

The  minimum  lot  which  could  be  sold  on  the  Exchange  was  800  bags  of  100 
pounds  each,  or  80,000  pounds. 

Because  of  its  central  location,  Chicago  was  specified  as  the  delivery  point  in 
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whether  an  organized  speculative  market  would  not  be  practical 
in  the  hide  trade.  The  general  conditions  in  this  trade  are  srt 
forth  in  the  following  quotations  from  a  bulletin  of  the  United 
States  Department  of  Agriculture:1 

Packer  hides  and  skins — Packer  hides  and  skins  are  taken  off  in 
establishments  where  the  slaughtering  is  of  a  wholesale  character,  and 
where  men  usually  are  employed  exclusively  for  the  purpose  of  remov- 
ing hides.  In  the  plants  of  the  large  packers  the  labor  is  so  divided 
that  each  worker  has  a  particular  task  to  perform,  in  which  he  becomes 
very  proficient.  Since  they  are  taken  off  in  large  numbers,  the  hides  are 
uniformly  selected  and  cured,  and  generally  are  free  from  salt  stains 
and  excess  salt  or  pickle.  The  result  is  a  product  of  uniform  selection, 
of  good  pattern  and  trim,  and  with  few  imperfections,  making  possible 
a  maximum  yield  of  leather  of  the  best  quality. 

Country  hides  and  skins — Country  hides  and  skins  are  taken  off 
by  farmers,  ranchmen,  and  local  butchers  or  by  their  helpers,  who  gen- 
erally are  inexperienced  in  skinning.  This  classification  includes 
"  fallen"  hides,  or  those  from  animals  that  have  died  from  disease,  acci- 
dent, or  natural  causes,  as  well  as  those  from  animals  that  have  been 
slaughtered  for  food.  Country  hides  originate  in  small  numbers,  in 
scattered  and  remote  sections  of  the  country,  and  seldom  are  treated 
in  a  careful  and  efficient  manner  with  respect  to  skinning,  curing,  and 
marketing.  The  result  frequently  is  a  poor  product  of  irregular  pat- 
tern and  trim,  with  many  imperfections;  such  hides  and  skins  are  usu- 
ally handled  several  times  before  being  available  in  uniform  selection. 
Not  only  is  the  yield  of  leather  from  such  hides  and  skins  comparatively 
low  and  uncertain,  but  the  leather  is  capable  of  only  limited  use. 

all  Exchange  contracts  for  refined  sugar,  and  deliveries  on  refined  sugar  futures 
contracts  were  to  be  made  only  from  warehouses  in  Chicago  licensed  by  the  Ex- 
change. Since  Exchange  quotations  for  refined  sugar  futures  were  net  cash  at 
Exchange-licensed  warehouses  in  Chicago,  while  refiners'  quotations  were  f.o.b. 
refinery  less  2%  for  cash,  there  normally  would  be  a  difference  between  refiners' 
prices  and  Exchange  quotations.  Thus,  in  order  to  know  whether  or  not  refiners' 
prices  and  Exchange  quotations  were  in  line,  it  was  necessary  to  have  a  differential 
to  represent  the  normal  difference  between  the  two  markets.  One  large  firm  of  sugar 
brokers  arrived  at  the  figure  of  57  cents  per  hundredweight  as  a  normal  differential 
between  refiners'  prices  and  Exchange  quotations  to  cover  the  freight.  This  figure 
was  determined  by  making  a  study  of  the  amounts  of  sugar  shipped  over  the 
various  routes.  With  57  cents  as  a  basis  for  calculation,  2%  should  be  deducted 
from  refiners'  prices  and  57  cents  per  100  pounds  added  to  determine  the  real  differ- 
ence between  Exchange  quotations  and  spot  prices;  or  vice  versa  57  cents  should 
be  deducted  from  Exchange  quotations  and  2%  added. 

Before  futures  trading  in  refined  sugar  was  established,  some  wholesalers,  it  was 
stated,  used  raw  sugar  futures  for  the  purpose  of  hedging  their  transactions  in 
refined  sugar.  Theoretically,  the  price  of  refined  sugar  should  be  roughly  equiva- 
lent to  the  price  of  raw  sugar  plus  duty  and  the  charge  for  refining.  Although  at 
times  the  raw  sugar  market  was  out  of  line  with  the  refined  market,  this  divergence 
ordinarily  did  not  continue  for  a  long  period.  In  1922  the  volume  of  trading  in 
raw  sugar  futures  was  greater  than  in  refined  sugar  futures. 

1U.  S.  Department  of  Agriculture,  Farmers'  Bulletin  No.  1055,  Country  Hides 
and  Skins,  Skinning,  Curing,  and  Marketing,  pp.  3-4,  0-11,  42-43,  46-51. 
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The  United  States  Department  of  Agriculture  receives  many  pro- 
tests from  farmers  and  butchers  against  the  wide  difference  that  exists 
between  the  prices  paid  them  for  hides  and  the  prices  charged  them 
for  leather.  This  condition  is  the  result  of  many  factors,  most  of 
which  are  not  peculiar  to  hides  and  leather,  but  apply  equally  to  many 
other  commodities.  After  the  producer  sells  them,  the  hides  must  pass 
through  numerous  necessary  processes  of  further  marketing,  transporta- 
tion, and  manufacture  before  being  converted  into  leather,  which  in  turn 
undergoes  many  additional  processes  in  being  made  into  finished  articles 
and  in  being  sold.  It  must  be  remembered  also  that  a  loss,  based  on 
the  weight  of  the  salt-cured  hide,  of  from  10%  to  30%,  occurs  in  tan- 
ning. The  wide  difference  between  the  prices  of  the  raw  and  the  fin- 
ished products,  as  well  as  the  low  prices  paid  for  country  hides  and 
skins  as  compared  with  the  prices  paid  for  those  marketed  by  the  packers, 
is  also  due  partly  to  several  factors  less  difficult  to  control  than  those 
just  mentioned.  Among  them  is  the  general  inferiority  of  country  hides 
and  skins,  due  to  indifferent  and  improper  methods  of  handling  and  to 
the  lack  of  a  well-defined  and  closely  followed  system  of  classifying  and 
marketing  them.  Much  improvement  is  possible  along  these  lines,  and 
this  rests  almost  entirely  with  the  farmer  and  the  country  butchers. 

There  are  three  important  operations  in  the  handling  of  hides  and 
skins:  Take-off  or  skinning;  salting  and  curing;  and  marketing.  Every 
effort  should  be  made  to  perform  these  operations  properly  and  efficiently, 
bearing  constantly  in  mind  that  the  hide  or  skin,  as  well  as  the  meat, 
is  an  article  of  value.  To  the  small  butcher,  and  even  to  the  farmer 
with  only  an  occasional  hide  or  skin  to  market,  the  avoidable  loss  is 
appreciable,  and  collectively  it  amounts  to  millions  of  dollars  annually. 
The  correct  methods  of  skinning,  salting,  curing,  and  marketing,  when 
carefully  followed,  will  more  than  offset  the  little  extra  time  and  effort 
required,  by  the  improvement  in  quality  and  the  better  returns. 


The  grade  terms  employed  in  marketing  country  hides  and  skins  are 
somewhat  indefinite  and  are  not  uniformly  understood  and  applied 
throughout  the  United  States.  At  present  there  is  no  recognized  stand- 
ard of  classification  uniform  for  hides  and  skins  originating  in  all  sec- 
tions of  the  country.  This  is  due  partly  to  former  haphazard  methods 
of  marketing  and  partly  to  the  alleged  differences  in  the  quality  and 
condition  of  these  products  in  different  sections  of  the  country.  It  is 
asserted  that  the  conditions  which  produce  these  differences  on  which 
the  resulting  price  differentials  are  based  are  noticeable  especially  in  the 
grain,  texture,  thickness,  spread,  and  quality  of  the  leather,  and  that 
they  are  caused  largely  by  climatic  conditions,  methods  of  handling 
cattle,  kinds  of  cattle,  kinds  of  feed,  methods  of  feeding,  ticks,  grubs, 
brands,  environment,  and  the  methods  employed  in  skinning,  curing, 
and  marketing  the  hides.  Because  of  these  conditions  the  hide  trade 
has  divided  the  United  States  into  nine  sections,  and  discriminated 
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accordingly  in  the  prices  paid  for  similar  classes  and  weights  of  hides 
and  skins  originating  in  the  various  sections. 

While  improvement  of  country  hides  and  skins  and  consequent  in- 
crease in  returns  for  them  are  possible,  yet  even  with  hides  and  skins 
similar  in  quality  to  those  produced  by  the  packers  it  is  not  possible 
for  the  individual  producer,  who  must  operate  on  a  small  scale  and 
market  more  or  less  indirectly,  to  receive  the  top  prices  paid  to  the 
packers,  who  generally  sell  directly  to  the  tanners. 

The  tannery  is  generally  the  destination  of  all  hides  and  skins,  and 
efficient  and  economic  marketing  will  place  them  at  the  tannery  door 
at  the  earliest  practical  date  in  the  best  condition  possible  and  with  the 
aid  of  only  the  essential  marketing  agencies.  Each  tannery,  however, 
as  a  rule,  specializes  in  certain  kinds  of  leather,  and  consequently  must 
have  uniformity  in  its  supply  of  hides  and  skins.  Since  the  tanner  is 
not  in  a  position  to  handle  all  kinds  and  classes  of  these  materials,  some 
central  collecting  and  classifying  agency  is  necessary. 

It  is  here  that  the  packers  have  an  incalculable  marketing  advantage 
over  the  country-hide  producers.  The  packers  deal  in  large  numbers 
of  hides  and  skins  and  as  a  result  can  assort  and  classify  them  in  mar- 
ketable lots,  and  sell  them  directly  to  the  tanner  or  with  the  occasional 
intervention  of  only  one  agency — namely,  the  hide  broker  or  tanner's 
buyer.  The  extremely  scattered  sources  and  the  comparatively  small 
individual  production  of  country  hides  and  skins  make  it  impossible  for 
the  country-hide  producers  to  obtain  this  advantage.  These  widely 
scattered  materials  first  must  be  collected  and  classified  in  large  lots. 
Consequently,  before  reaching  the  consumer  or  tanner,  they  pass 
through  many  hands,  each  one  of  which  exacts  its  toll. 

The  opinions  of  the  trade  are  divided  over  the  practicability  of  dis- 
pensing with  the  services  of  the  traveling  hide  buyers  or  agents  of  the 
large  hide  dealers  in  central  markets.  Their  salaries  and  traveling 
expenses  range  from  half  a  cent  to  3  cents  a  pound  of  the  hides  they 
buy,  depending  on  the  volume  of  business  they  do  and  their  efficiency 
in  buying.  Those  opposed  to  these  agents  advocate  marketing  direct 
from  producer  to  the  large  dealers  who  sell  direct  to  tanners.  They 
assert  that  the  expense  necessary  to  the  maintenance  of  a  traveling  buy- 
ing force  should  be  paid  to  the  producer  or  be  used  in  reducing  the  cost 
of  leather  products.  Those  who  favor  the  retention  of  these  agents 
state  that  many  hides  would  never  reach  the  market  and  that  there 
would  be  more  damaged  ones  than  at  present,  with  consequent  disas- 
trous results  to  the  country-hide  industry,  because  of  the  absence  of 
local  competitive  buying.  They  maintain  that  without  the  traveling 
buyer  the  producer  would  be  at  the  mercy  of  the  unscrupulous  and  un- 
restrained consignment-hide  buyer. 

The  logical  agency,  however,  with  which  the  small  producer  should 
deal  when  seeking  to  market  his  hides  and  skins  direct,  is  the  large  hide 
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dealer,  who  assembles  the  nondescript  lots  of  hides  from  hundreds  of 
small  slaughterers  and  dealers  and  prepares  and  classifies  them  accord- 
ing to  the  demands  of  the  tanners,  to  whom  he  offers  them  in  carload 
lots. 

Another  serious  factor  in  the  country-hide  situation  is  an  evil  reputa- 
tion, frequently  deserved  at  present,  but  which  persists  even  in  meri- 
torious cases.  Many  farmers,  ranchmen,  and  small  butchers,  who  see 
only  the  value  of  the  meat  on  the  animals  which  they  slaughter,  treat 
the  hides  and  skins  indifferently  and  carelessly,  and  look  upon  them  as 
waste  products  for  which  any  price  is  so  much  clear  gain.  Then,  too, 
some  of  the  traders  and  producers  often  resort  to  unnecessary  and  ques- 
tionable uses  of  salt,  pickle,  and  other  chemicals  in  order  to  prevent 
shrinkage,  to  add  false  weight,  or  to  replace  the  weight  lost  through 
natural  shrinkage.  Applying  water  to  green-salted  hides  just  prior  to 
their  sale  for  the  purpose  of  adding  weight  is  an  equally  reprehensible 
practice. 

These  questionable  and  dishonest  practices  do  not  deceive  experi- 
enced hide  buyers  and  tanners,  who  demand  liberal  reductions  in  tare 
and  in  prices  when  purchasing  hides  thus  treated.  There  does  result, 
however,  a  national  economic  loss,  since  by  this  ill  treatment  the  great- 
est usefulness  of  these  hides  and  skins  is  destroyed.  Such  treatment 
serves  only  to  invite  penalties  in  the  form  of  low  prices,  not  only  for 
those  sold  at  the  time  but  also  for  future  offerings,  as  dealers,  brokers, 
and  tanners,  remembering  the  defective  hides  and  skins  and  anticipating 
more,  make  their  price  arrangements  as  a  matter  of  protection.  Often 
these  prices  are  inequitable,  because  the  penalties  generally  are  spread 
over  all  hides  of  the  country  description. 

Because  of  the  existence  very  generally  of  these  inferior  qualities, 
of  the  lack  of  careful  selection  and  classification,  and  of  the  apparent 
inclination  of  many  persons  connected  with  the  trade  to  magnify  and 
to  capitalize  alleged  defects,  many  of  the  country-hide  producers  feel 
that  no  amount  of  precaution  and  efficiency  on  their  part  would  be 
rewarded  by  better  prices.  Though  some  of  them  realize  that  hides 
have  values  and  that  these  values  depend  largely  on  carefulness  and 
efficiency  in  skinning  and  curing,  they  often,  because  of  the  evil  repute 
of  country  hides  and  skins  as  a  class,  fail  to  find  a  ready  market  at 
reasonable  prices,  even  though  the  hides  they  offer  have  been  handled 
properly. 

When  a  producer  is  paid  as  much  for  hides  and  skins  which  have 
cuts,  sores,  fleshings,  horns,  dewclaws,  tail  bones,  sinews,  hair  slips, 
salt  stains,  poor  pattern  and  trim,  dragged  spots,  brands,  grubs,  and 
other  imperfections  as  for  those  which  are  comparatively  perfect,  he 
is  paid  a  premium  for  inefficiency  and  has  no  incentive  to  improve  his 
methods  or  to  strive  for  greater  conservation.  This  applies  to  a  less 
extent  when  hides  are  sold  on  a  graded  basis  with  only  light  penalties 
for  the  results  of  carelessness. 

No  farmer  would  sell  a  fat  steer  for  the  price  of  an  old  cow.  There 
is  no  more  reason  for  selling  perfect  hides  and  imperfect  ones  at  the 
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same  price,  for  the  chances  are  that  the  price  will  be  on  the  basis  of  the 
inferior  ones. 

The  hitherto  almost  universal  practice  of  selling  country  hides  and 
skins  at  flat  prices  without  regard  to  selections  and  grades  based  upon 
quality,  weight,  and  condition  has  contributed  in  a  large  way  to  the 
present  condition  of  country  hides  and  skins,  with  the  consequent 
tanner's  aversion  to  them  and  the  wide  margin  between  the  market 
prices  of  such  hides  and  of  packer  hides.  The  practice  of  flat  selling 
is  not  suited  to  modern  methods  of  marketing,  and  has  been  abandoned 
by  all  progressive  producers  and  merchants  in  nearly  every  line  of 
merchandise. 

A  long  stride  forward  was  made  when  the  War  Industries  Board  in 
19 1 8  issued  orders  requiring  all  hides  and  skins  to  be  sold  by  classes 
and  grades.  The  maximum  results  of  this  progressive  measure,  how- 
ever, will  be  deferred  until  the  various  methods  of  grading  have  been 
revised,  simplified,  correlated,  and  faithfully  applied  to  the  trading  in 
all  sections  of  the  country.  There  should  be  well-defined  classes  and 
grades,  not  only  for  packer  but  also  for  country  hides  and  skins.  In 
fact,  a  single  standard  for  all  hides  and  skins  by  means  of  which  they 
can  be  graded  and  sold  on  merit,  regardless  of  origin,  is  desirable  and 
deserves  serious  consideration.  A  standardized  basis  for  trading  should 
make  it  possible  for  the  country  producers  to  realize  prices  more  nearly 
commensurate  with  the  quality  of  their  products.  As  a  result,  careless- 
ness and  much  inefficiency  should  soon  be  overcome  and  a  marked  im- 
provement in  the  merchantability  and  market  prices  of  hides  and  skins 
of  the  country  class  should  follow. 


27.  Legislative  Regulation  of  Grain  Exchanges 

In  the  New  York  Times,  December  5,  1920,  Senator  Arthur 
Capper,  of  Kansas,  was  quoted  as  follows: 

The  Chicago  Board  of  Trade,  as  now  conducted,  is  the  world's  great- 
est gambling  institution.  More  wheat  was  sold  in  Chicago  in  the  month 
of  October  than  was  raised  in  the  entire  United  States  this  year.  This 
year's  corn  crop  was  sold  14  times  in  Chicago  before  a  bushel  of  corn 
had  reached  the  market.  Only  about  1%  of  the  trading  done  in  fu- 
tures is  a  bona  fide  transaction  for  actual  delivery.  There  is  not  the 
slightest  doubt  that  the  gigantic  raid  made  by  the  "bears"  on  the  Board 
of  Trade  was  the  chief  cause  of  the  recent  disastrous  slump  in  the  price 
of  farm  products. 

Because  a  lot  of  market  gamblers  find  it  convenient  to  bet  on  the 
daily  quotations,  the  farmer  who  has  been  forced  to  sell  his  hogs  and 
cattle  at  a  loss,  while  meat  still  sells  at  war  prices,  is  again  made  the 
"goat."  The  farmer  already  has  lost  more  than  a  billion  dollars  by  the 
"bear"  raid.  Brokers  and  commission  houses  have  cleaned  up  over 
$40,000,000  in  margins  and  commissions  alone.    The  "lambs"  who  play 
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the  market  have  lost  more  than  $100,000,000  in  the  last  90  days  in 
speculating  in  cotton  and  wheat.  Every  city  and  town  in  the  United 
States  has  its  victims. 

It  simply  is  a  grain-gambler  conspiracy  to  milk  the  people  and  the 
farmers  out  of  hundreds  of  millions  of  dollars,  and  its  success  depends 
solely  on  how  long  the  gamblers  can  prolong  the  raid  and  manipulate 
the  market. 

Speculative  trading  on  the  exchange  abrogates  the  normal  relation- 
ship between  supply  and  demand.  The  speculators,  both  in  wheat  and 
cotton,  know  when  the  farmers  must  sell  and  they  take  advantage  of  it 
to  rob  them  annually  of  their  just  and  hard-earned  dues  by  running 
down  prices  before  the  market  gets  the  crops  and  then  running  them  up 
on  the  consumer.  These  two  great  world  staples  are  made  the  footballs 
of  the  speculator,  and  the  whole  country  is  victimized. 

At  that  time  Senator  Capper  and  Representative  Tincher  in- 
troduced a  bill  to  regulate  speculation  on  grain  exchanges.  This 
bill,  in  amended  form,  became  law  on  August  24,  192 1,  but  did 
not  take  effect  until  four  months  later.  The  act,  as  finally  passed, 
read  in  part  as  follows: 

An  Act  taxing  contracts  for  the  sale  of  grain  for  future  delivery,  and 
options  for  such  contracts,  and  providing  for  the  regulation  of  boards 
of  trade,  and  for  other  purposes. 

Be  it  enacted  by  the  Senate  and  House  of  Representatives  of  the 
United  States  of  America  in  Congress  assembled,  that  this  Act  shall  be 
known  by  the  short  title  of  "The  Futures  Trading  Act." 

Sec.  2.  That  for  the  purposes  of  this  Act  "contract  of  sale"  shall  be 
held  to  include  sales,  agreements  of  sale,  and  agreements  to  sell.  That 
the  word  "person"  shall  be  construed  to  import  the  plural  or  singular 
and  shall  include  individuals,  associations,  partnerships,  corporations, 
and  trusts.  That  the  word  "grain"  shall  be  construed  to  mean  wheat, 
corn,  oats,  barley,  rye,  flax,  and  sorghum.  The  term  "future  delivery" 
as  used  herein  shall  not  include  any  sale  of  cash  grain  for  deferred  ship- 
ment or  delivery.  The  words  "board  of  trade"  shall  be  held  to  include 
and  mean  any  exchange  or  association,  whether  incorporated  or  unin- 
corporated, of  persons  who  shall  be  engaged  in  the  business  of  buying 
or  selling  grain  or  receiving  the  same  for  sale  on  consignment.  The 
act,  omission,  or  failure  of  any  partnership,  corporation,  or  trust  within 
the  scope  of  his  employment  or  office  shall  be  deemed  the  act,  omis- 
sion, or  failure  of  such  individual,  association,  partnership,  corporation, 
or  trust,  as  well  as  of  such  official,  agent,  or  other  person. 

Sec.  3.  That  in  addition  to  the  taxes  now  imposed  by  law  there  is 
hereby  levied  a  tax  amounting  to  20  cents  a  bushel  on  each  bushel  in- 
volved therein,  whether  the  actual  commodity  is  intended  to  be  de- 
livered or  only  nominally  referred  to,  upon  each  and  every  privilege  or 
option  for  a  contract  either  of  purchase  or  sale  of  grain,  intending 
hereby  to  tax  only  the  transactions  known  to  the  trade  as  "privileges," 
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"bids,"  "offers,"  "puts  and  calls,"  "indemnities,"  or  "ups  and  downs." 
Sec.  4.     That  in  addition  to  the  taxes  now  imposed  by  law  there  is 
hereby  levied  a  tax  of  20  cents  a  bushel  on  every  bushel  involved  there- 
in upon  each  contract  of  sale  of  grain  for  future  delivery  except — 

a)  Where  the  seller  is  at  the  time  of  making  of  such  contract  the 
owner  of  the  actual  physical  property  covered  thereby,  or  is  the  grower 
thereof,  or  in  case  either  party  to  the  contract  is  the  owner  or  renter  of 
land  on  which  the  same  is  to  be  grown,  or  is  an  association  of  such 
owners,  or  growers  of  grain,  or  of  such  owners  or  renters  of  land;  or 

b)  Where  such  contracts  are  made  by  or  through  a  member  of  a 
board  of  trade  which  has  been  designated  by  the  Secretary  of  Agriculture 
as  a  "contract  market,"  as  hereinafter  provided,  and  if  such  contract 
is  evidenced  by  a  memorandum  in  writing  which  shows  the  date,  the 
parties  to  such  contract  and  their  addresses,  the  property  covered  and 
its  price,  and  the  terms  of  delivery,  and  provided  that  each  board  mem- 
ber shall  keep  such  memorandum  for  a  period  of  three  years  from  the 
date  thereof,  or  for  a  longer  period  if  the  Secretary  of  Agriculture  shall 
so  direct,  which  record  shall  at  all  times  be  open  to  the  inspection  of 
any  representative  of  the  United  States  Department  of  Agriculture  or 
the  United  States  Department  of  Justice. 

Sec.  5.  That  the  Secretary  of  Agriculture  is  hereby  authorized  and 
directed  to  designate  boards  of  trade  as  "contract  markets"  when,  and 
only  when,  such  boards  of  trade  comply  with  the  following  conditions 
and  requirements: 

a)  When  located  at  a  terminal  market  upon  which  cash  grain  is  sold 
in  sufficient  volumes  and  under  such  conditions  as  fairly  to  reflect  the 
general  value  of  the  grain  and  difference  in  value  between  the  various 
grades  of  grain  and  having  recognized  official  weighing  and  inspection 
service. 

b)  When  the  governing  board  thereof  provides  for  the  making  and 
filing,  by  the  board  or  any  member  thereof,  as  the  Secretary  of  Agri- 
culture may  direct,  of  reports  in  accordance  with  the  rules  and  regu- 
lations, and  in  such  manner  and  form  and  at  such  times  as  may  be 
prescribed  by  the  Secretary  of  Agriculture,  showing  the  details  and 
terms  of  all  transactions  entered  into  by  the  board,  or  the  members 
thereof,  either  in  cash  transactions  consummated  at,  on,  or  in  a  board 
of  trade,  or  transactions  for  future  delivery,  and  when  such  governing 
board  provides,  in  accordance  with  such  rules  and  regulations,  for  the 
keeping  of  a  record  by  the  board  or  the  members  of  the  board  of  trade, 
as  the  Secretary  of  Agriculture  may  direct,  showing  the  details  and 
terms  of  all  cash  and  future  transactions,  entered  into  by  them,  con- 
summated at,  on,  or  in  a  board  of  trade,  such  record  to  be  in  permanent 
form,  showing  the  parties  to  all  such  transactions,  any  assignments  or 
transfers  thereof,  with  the  parties  thereto,  and  the  manner  in  which 
said  transactions  are  fulfilled,  discharged,  or  terminated.  Such  record 
shall  be  required  to  be  kept  for  a  period  of  three  years  from  the  date 
thereof,  or  for  a  longer  period  if  the  Secretary  of  Agriculture  shall  so 
direct,  and  shall  at  all  times  be  open  to  the  inspection  of  any  represen- 
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tative  of  the  United  States  Department  of  Agriculture  or  United  States 
Department  of  Justice. 

<:)  When  the  governing  board  thereof  prevents  the  dissemination,  by 
the  board  or  any  member  thereof,  of  false,  misleading,  or  inaccurate 
report,  concerning  crop  or  market  information  or  conditions  that  affect 
or  tend  to  affect  the  price  of  commodities. 

d)  When  the  governing  board  thereof  provides  for  the  prevention 
of  manipulation  of  prices,  or  the  corner  of  any  grain,  by  the  dealers 
or  operators  upon  such  board. 

e)  When  the  governing  board  thereof  admits  to  membership  thereof 
and  all  privileges  thereon  on  such  boards  of  trade  any  duly  authorized 
representative  of  any  lawfully  formed  and  conducted  cooperative  asso- 
ciations of  producers  having  adequate  financial  responsibility:  Pro- 
vided, That  no  rule  of  a  contract  market  against  rebating  commissions 
shall  apply  to  the  distribution  of  earnings  among  the  bona  fide  members 
of  any  such  cooperative  association. 

/)  When  the  governing  board  shall  provide  for  making  effective  and 
final  orders  or  decisions  entered  pursuant  to  the  provisions  of  paragraph 
(b)  Section  6  of  this  Act. 

Section  6  of  the  Capper-Tincher  Act  provided  that  a  com- 
mission composed  of  the  Secretary  of  Agriculture,  the  Secretary 
of  Commerce,  and  the  Attorney  General  should  be  authorized 
to  suspend  a  board  of  trade  for  a  period  not  to  exceed  six 
months,  or  to  revoke  the  designation  of  a  board  as  a  "contract 
market,"  whenever  such  board  failed  to  comply  with  the  re- 
quirements of  the  act  or  was  not  enforcing  its  rules  of  govern- 
ment made  a  condition  of  its  designation  as  set  forth  in  Section 
5.  It  was  provided  further  in  Section  6  that  if  the  Secretary  of 
Agriculture  had  reason  to  believe  that  any  person  was  violating 
any  of  the  provisions  of  the  act  or  attempting  to  manipulate  the 
market  price  of  any  grain  in  violation  of  Section  5  of  the  act,  he 
might  serve  on  such  person  a  summons  to  appear  before  the 
commission  for  a  hearing  to  determine  whether  or  not  he  should 
be  deprived  of  trading  privileges  on  all  "contract  markets." 

It  also  was  provided  that  the  taxes  prescribed  should  be  paid 
by  the  seller  and  collected  by  stamps  or  as  directed  by  the  Sec- 
retary of  the  Treasury.  Persons  convicted  of  violation  of  the 
act  would  be  guilty  of  a  misdemeanor  and  fined  not  more  than 
$10,000,  or  imprisoned  for  not  more  than  one  year,  or  both, 
together  with  the  costs  of  prosecution.  Such  persons  also  would 
have  to  pay  a  further  penalty  equal  to  50%  of  the  taxes.  In 
Section  1 1  it  was  directed  that  if  any  provision  of  the  act  were 
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held  to  be  invalid,  the  validity  of  the  remainder  of  the  act 
should  not  be  affected  thereby. 

On  May  15,  1922,  Section  4  of  the  Futures  Trading  Act  and 
those  parts  of  the  act  which  were  regulations  affected  by  the  so- 
called  tax  imposed  by  that  section  were  held  unenforcible  by  the 
Supreme  Court  of  the  United  States  in  an  opinion  delivered  by 
Chief  Justice  Taft.  The  section  was  held  unenforcible,  because 
it  was  not  a  valid  exercise  of  the  taxing  power  of  the  Federal 
Government  in  that  it  attempted  to  regulate  transactions  over 
which  the  Federal  Government  had  no  constitutional  control  and 
was  an  invasion  of  the  police  power  of  the  states.  The  court 
declared  that  sales  for  future  delivery  in  grain  exchanges  were 
not  in  themselves  interstate  commerce. 

Shortly  after  this  decision  had  been  rendered,  Senator  Cap- 
per and  Representative  Tincher  introduced  a  new  bill,  which 
finally  became  law  September  21,  1922.  This  act  was  entitled: 
"An  Act  for  the  prevention  and  removal  of  obstructions  and  bur- 
dens upon  interstate  commerce  in  grain  by  regulating  transac- 
tions on  grain  future  exchanges  and  for  other  purposes."  Part 
of  Section  2,  Section  3,  and  a  portion  of  Section  4  of  this  act 
read  as  follows: 

....  The  words  "interstate  commerce"  shall  be  construed  to  mean 
commerce  between  any  State,  Territory,  or  possession,  or  the  District 
of  Columbia,  and  any  place  outside  thereof;  or  between  points  within 
the  same  State,  Territory,  or  possession;  or  the  District  of  Columbia, 
but  through  any  place  outside  thereof,  or  within  any  Territory  or  pos- 
session, or  the  District  of  Columbia. 

b)  For  the  purposes  of  this  Act  (but  not  in  any  wise  limiting  the 
foregoing  definition  of  interstate  commerce)  a  transaction  in  respect 
to  any  article  shall  be  considered  to  be  in  interstate  commerce  if  such 
article  is  part  of  that  current  of  commerce  usual  in  the  grain  trade 
whereby  grain  and  grain  products  and  by-products  thereof  are  sent  from 
one  State  with  the  expectation  that  they  will  end  their  transit,  after 
purchase,  in  another,  including,  in  addition  to  cases  within  the  above 
general  description,  all  cases  where  purchase  or  sale  is  either  for  ship- 
ment to  another  State,  or  for  manufacture  within  the  State  and  the 
shipment  outside  the  State  of  the  products  resulting  from  such  manu- 
facture. Articles  normally  in  such  current  of  commerce  shall  not  be 
considered  out  of  such  commerce  through  resort  being  had  to  any  means 
or  device  intended  to  remove  transactions  in  respect  thereto  from  the 
provisions  of  this  Act.  For  the  purpose  of  this  paragraph  the  word 
"State"  includes  Territory,  the  District  of  Columbia,  possession  of  the 
XTnited  States,  and  foreign  nation. 
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Sec.  3.  Transactions  in  grain  involving  the  sale  thereof  for  future 
delivery  as  commonly  conducted  on  boards  of  trade  and  known  as 
"futures"  are  affected  with  a  natural  public  interest;  that  such  tran- 
sactions  are  carried  on  in  large  volume  by  the  public  generally  and  by 
persons  engaged  in  the  business  of  buying  and  selling  grain  and  the 
products  and  by-products  thereof  in  interstate  commerce;  that  the 
prices  involved  in  such  transactions  are  generally  quoted  and  dissemi- 
nated throughout  the  United  States  and  in  foreign  countries  as  a  basis 
for  determining  the  prices  to  the  producer  and  the  consumer  of  grain 
and  the  products  and  by-products  thereof  and  to  facilitate  the  move- 
ments thereof  in  interstate  commerce;  that  such  transactions  are  utilized 
by  shippers,  dealers,  millers,  and  others  engaged  in  handling  grain  and 
the  products  and  by-products  thereof  in  interstate  commerce  as  a  means 
of  hedging  themselves  against  possible  loss  through  fluctuations  in  price; 
that  the  transactions  and  prices  of  grain  on  such  boards  of  trade  are 
susceptible  to  speculation,  manipulation,  and  control,  and  sudden  or 
unreasonable  fluctuations  in  the  prices  thereof  frequently  occur  as  a 
result  of  such  speculation,  manipulation,  or  control,  which  are  detri- 
mental to  the  producer  or  the  consumer  and  the  persons  handling  grain 
and  products  and  by-products  thereof  in  interstate  commerce,  and  that 
such  fluctuations  in  prices  are  an  obstruction  to  and  a  burden  upon 
interstate  commerce  in  grain  and  the  products  and  by-products  thereof 
and  render  regulations  imperative  for  the  protection  of  such  commerce 
and  the  national  public  interest  therein. 

Sec.  4.  It  shall  be  unlawful  for  any  person  to  deliver  for  transmis- 
sion through  the  mails  or  in  interstate  commerce  by  telegraph,  tele- 
phone, wireless,  or  other  means  of  communication  any  offer  to  make  or 
execute,  or  any  confirmation  of  the  execution  of,  or  any  quotation  or 
report  of  the  price  of,  any  contract  of  sale  of  grain  for  future  delivery 
on  or  subject  to  the  rules  of  any  board  of  trade  in  the  United  States, 
or  for  any  person  to  make  or  execute  such  contract  of  sale,  which  is  or 
may  be  used  for  (a)  hedging  any  transaction  in  interstate  commerce 
in  grain  or  the  products  or  by-products  thereof,  or  (b)  determining  the 
price  basis  of  any  such  transaction  in  interstate  commerce,  or  (c)  de- 
livering grain  sold,  shipped,  or  received  in  interstate  commerce  for  the 
fulfilment  thereof,  except — 

The  remainder  of  Section  4  and  Sections  5  and  6  were  sub- 
stantially the  same  as  the  corresponding  parts  of  the  original  act. 
Section  9,  the  enforcing  clause  of  the  act,  read  as  follows: 

Any  person  who  shall  violate  the  provisions  of  Section  4  of  this  Act, 
or  who  shall  fail  to  evidence  any  contract  mentioned  in  said  section  by 
a  record  in  writing  as  therein  required,-  or  who  shall  knowingly  or 
carelessly  deliver  for  transmission  through  the  mails  or  in  interstate 
commerce  by  telegraph,  telephone,  wireless,  or  other  means  of  communi- 
cation false  or  misleading  or  knowingly  inaccurate  reports  concerning 
crop  or  market  information  or  conditions  that  affect  or  tend  to  affect 
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the  price  of  grain  in  interstate  commerce,  shall  be  deemed  guilty  of  a 
misdemeanor,  and,  upon  conviction  thereof,  be  fined  not  more  than 
$10,000  or  imprisoned  for  not  more  than  one  year,  or  both,  together 
with  the  costs  of  prosecution. 

Shortly  after  the  approval  of  this  act,  the  Chicago  Board  of 
Trade  sought  relief  in  the  courts  against  its  enforcement.  In  a 
decision  rendered  April  16,  1923,  the  Supreme  Court  upheld  the 
Act  of  1922  as  valid. 

In  the  decision  in  which  Section  4  of  the  Act  of  192 1  had  been 
found  by  the  Supreme  Court  to  be  invalid,  the  court  had  implied 
that  Section  3  of  that  act,  which  imposed  a  tax  on  "privileges," 
"bids,"  "offers,"  "puts  and  calls,"  "indemnities,"  or  "ups  and 
downs,"  was  not  affected  by  its  conclusion  regarding  Section  4. 
The  court  expressly  stated,  however,  that  upon  that  point  it  did 
not  wish  to  express  a  definite  opinion  in  connection  with  the  case 
then  before  the  court.  On  January  11,  1926,  in  a  new  case  the 
Supreme  Court  decided  that  Section  3  of  the  Act  of  192 1  was  an 
unlawful  scheme  for  regulation  under  guise  of  taxation  and  there- 
fore in  no  proper  sense  a  tax.    Hence  it  was  declared  void. 


IV 


SALES  ORGANIZATION 
i.  Tarpon  Company 

SALES  CONTROL 

The  Tarpon  Company  manufactured  and  sold  nationally  to 
wholesale  and  retail  grocers  a  group  of  products  which  were  in 
general  household  use.  In  191 9  the  company  appointed  a  con- 
troller to  coordinate  the  accounting  activities  of  the  organization 
with  a  view  to  preparing  reports  for  executives  which  would 
show  the  significant  results  of  the  company's  operations. 

Factory  costs  and  expenses  had  been  compiled  separately  for 
the  two  divisions  into  which  the  company  grouped  its  products; 
those  so-called  product  group  departments  occupied  separate 
buildings  and  used  different  raw  materials.  No  difficulty  had 
been  experienced  in  accumulating  separate  factory  cost  data 
for  the  two  departments,  and  it  seemed  desirable  that  at  least 
an  estimated  profit  and  loss  statement  should  be  compiled  for 
each.  The  general  officers  and  the  directors  of  the  company 
desired  a  formal  profit  and  loss  statement  in  consolidated  form 
only,  but  they  wished  information  to  be  available  which  would 
permit  analysis  of  the  results  of  either  of  the  product  group 
departments.  No  expense  budgets  were  maintained,  either  for 
any  particular  department  or  for  the  company  as  a  whole,  and 
it  was  not  proposed  that  such  budgets  should  be  established. 

For  some  years  the  general  sales  manager  had  maintained 
territorial  sales  and  expense  records  which  in  his  opinion  formed 
a  satisfactory  basis  for  control  of  individual  sales  districts. 
Those  records  were  compiled  from  reports  which  passed  through 
the  sales  department  for  approval  prior  to  being  sent  to  the 
accounting  department  for  recording  on  the  general  books.  No 
reports  of  sales  activities  were  prepared  regularly  by  the  account- 
ing department. 

It  was  necessary  for  the  controller  to  develop  a  classification 
of  selling  expense  accounts  for  the  profit  and  loss  statement  of 
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the  business  as  a  whole  in  order  to  facilitate  general  control  by 
the  officers  and  directors.  It  also  was  necessary  to  decide,  in 
accordance  with  the  profit  and  loss  statement  classification, 
what  prorations  of  expenses  should  be  made  to  the  product  group 
departments  to  permit  detailed  analysis  of  the  profits  or  losses 
obtained  by  each  department.  Inasmuch  as  the  general  sales 
manager  already  had  developed  his  own  records  of  sales  and 
selling  expenses,  two  of  the  major  problems  faced  in  developing 
the  control  division  were  the  extent  to  which  the  expense  classi- 
fications used  by  the  sales  department  should  be  followed  by 
the  accounting  department  and  the  extent  to  which  records  pre- 
pared by  the  control  division  should  duplicate  or  replace  the 
sales  records  already  maintained  in  the  general  sales  office. 

Not  only  the  sales  activities  of  the  company  but  also  the  adver- 
tising and  other  sales  promotion  activities  were  under  the  direct 
supervision  of  the  general  sales  manager,  who  was  responsible  to 
the  general  manager  and  the  board  of  directors.  The  general 
sales  manager  was  aided  by  an  assistant  general  sales  manager, 
an  advertising  manager,  and  20  district  sales  managers.  Under 
the  supervision  of  the  general  sales  manager,  the  advertising  man- 
ager had  complete  charge  of  the  administration  of  the  advertis- 
ing and  sales  promotion  policies  of  the  company.  Each  district 
sales  manager  had  direct  charge  of  a  group  of  salesmen  in  his 
district  and  general  supervision  over  canvassers,  window  trim- 
mers, and  demonstrators,  who  assisted  the  salesmen  in  promot- 
ing sales.    The  company  employed  about  250  salesmen. 

District  sales  managers  were  expected  not  only  to  supervise 
the  selling  and  clerical  activities  of  their  districts  but  also  to 
call  in  person  on  the  more  important  wholesalers  and  chain-store 
buyers  in  their  districts.  The  district  sales  managers  hired  their 
own  salesmen,  the  number  of  salesmen  permitted  in  each  district 
depending  upon  the  population  of  the  district.  Company  regula- 
tions specified  the  number  of  sales  assistants  which  could  be 
allotted  to  each  salesman;  in  general  the  hiring  of  such  assist- 
ants was  left  to  the  judgment  of  the  salesmen. 

No  separation  was  made  in  the  sales  organization  either  for 
the  individual  products  or  for  the  two  groups  of  products;  each 
salesman  sold  the  full  line  of  articles  manufactured  by  the  com- 
pany. The  general  sales  manager,  therefore,  did  not  wish  to 
have  sales-control  information  classified  separately  for  the  prod- 
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uct  group  departments.  He  deemed  it  important,  however,  that 
the  information  should  be  classified  by  sales  districts,  in  order 
that  comparisons  might  be  made  between  the  results  of  the  sev- 
eral districts  and  that  each  district  sales  manager  could  be  held 
responsible  for  results  in  his  own  district. 

The  sales  policy  of  the  company  provided  for  distribution 
through  wholesale  grocers,  rather  than  directly  to  retailers,  in 
the  southern  and  western  sections  of  the  United  States,  where 
retail  grocery  stores  were  comparatively  scattered.  In  the  North, 
however,  a  number  of  cities  were  known  as  "direct  selling  points," 
and  in  those  cities  Tarpon  salesmen  sold  directly  to  retail  gro- 
cers. In  direct  selling  cities  the  bulk  of  the  company's  sales 
were  made  directly  to  retailers,  although  in  each  city  some  sales 
were  made  to  wholesalers  who  supplied  either  the  small  metro- 
politan retail  stores  or  stores  located  in  suburbs;  in  direct  selling 
cities  Tarpon  salesmen  accepted  no  orders  from  retailers  to  be 
turned  over  to  wholesalers.  In  the  southern  states,  where  the 
company  did  not  sell  directly  to  retailers,  Tarpon  salesmen  reg- 
ularly solicited  orders  from  retailers  for  the  accounts  of  whole- 
salers. In  a  number  of  cities  throughout  the  United  States 
extensive  sales  were  made  to  chain-store  companies.  In  direct 
selling  points  each  salesman  had  a  territory  in  which  he  solicited 
orders  from  retailers,  while  in  non-direct  selling  territories  each 
salesman  had  a  list  of  retailers  among  whom  he  did  missionary 
work  and  a  list  of  wholesalers  from  whom  he  solicited  orders. 

At  its  direct  selling  points,  the  company  would  accept  an  order 
for  five  cases  or  more  from  any  retailer,  provided  he  had  paid 
for  the  last  shipment  made  to  him,  even  if  his  account  was  not 
due,  or  was  a  new  customer  who  had  not  made  a  previous  pur- 
chase from  the  company.  If  a  retailer  required  less  than  five 
cases  of  Tarpon  products  on  one  order,  he  was  expected  to  buy 
from  a  wholesaler.  The  company's  prices  to  retailers  were  15 
cents  per  96-package  case  above  the  regular  prices  to  whole- 
salers, and  the  credit  terms  to  retailers  were  2%  10  days,  net 
30  days.  At  the  direct  selling  points  the  company  maintained  a 
staff  of  workers  to  make  collections  from  the  retailers  to  whom 
the  company  had  sold  directly.  The  company's  policy  of  refus- 
ing to  sell  to  retailers  until  they  had  paid  for  their  previous  pur- 
chases made  it  essential  for  the  collectors  and  the  salesmen  to 
maintain  close  contacts  and  for  the  collectors  to  bo  under  the 
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general  supervision  of  the  district  sales  managers.  The  con- 
troller rather  than  the  district  sales  managers,  however,  exercised 
final  authority  over  the  district  credit  offices.  In  direct  selling 
cities  the  company  made  free  deliveries  to  retailers  in  quantities 
of  five  cases  or  more. 

Credit  terms  to  wholesalers  in  the  North  were  2%  10  days, 
net  30  days;  while  in  southern  and  western  districts  credit  terms 
were  2%  15  days,  net  60  days;  and  in  Pacific  Coast  cities  credit 
terms  were  2%  30  days,  net  90  days  if  shipment  was  made 
directly  from  the  factory,  and  2%  10  days,  net  30  days  if  deliv- 
ery was  made  from  the  San  Francisco  warehouse  of  the  company. 
A  minimum  order  of  25  cases  was  required  from  wholesalers. 
The  order  could  be  either  for  a  single  product  or  could  be  made 
up  of  mixed  lots  of  the  company's  products.  On  sales  to  whole- 
salers the  company  paid  the  freight  to  any  station  east  of  the 
Mississippi  River;  shipments  were  made  west  of  the  Mississippi 
in  carload  lots  only. 

A  discount  was  allowed  by  the  company  on  all  carload  ship- 
ments to  customers,  whether  made  up  of  mixed  lots  or  of  a  sin- 
gle product,  except  in  the  comparatively  rare  instances  in  which 
carload  shipments  were  made  from  the  branch  warehouses.  Al- 
though the  amount  of  the  discount  varied  with  the  weight  and 
the  value  of  the  different  Tarpon  products,  it  coincided  approxi- 
mately with  the  saving  in  freight  made  possible  by  carload  ship- 
ments. At  a  wholesaler's  request,  drop  shipments  in  units  of  5 
cases  or  more  were  made  to  retailers  in  cities  in  which  the  whole- 
saler had  no  warehouse;  in  any  city  in  which  the  wholesaler  had 
a  warehouse,  drop  shipments  were  not  permitted  for  quantities 
of  less  than  25  cases. 

Tarpon  products  were  sold  only  in  package  form.  In  general 
they  were  packed  in  cases  containing  from  two  dozen  packages 
to  eight  dozen  packages,  depending  on  the  size  of  the  packages. 

The  company  issued  three  printed  price  lists  on  which  prices 
were  shown  by  cases  for  each  style  of  packing  of  each  product. 
The  direct  selling  price  list  showed  the  prices  at  which  the  com- 
pany sold  directly  to  retailers.  The  wholesale  cost  price  list 
showed  the  prices  at  which  the  company  sold  to  wholesalers.  The 
wholesale  selling  price  list  showed  for  1,  5,  10,  and  25  cases  the 
prices  at  which  Tarpon  Company  salesmen  accepted  orders  from 
retailers  to  be  turned  over  to  wholesalers  to  be  filled;  prices  on 
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this  list  were  graduated  according  to  the  quantities  involved.  The 
company  did  not  attempt  to  enforce  the  maintenance  of  standard 
resale  prices  by  retailers,  but  it  expected  wholesalers  to  conform 
in  general  to  the  prices  indicated  on  the  wholesale  selling  price 
list. 

A  differential  based  on  15  cents  a  case  of  96  packages  existed 
between  the  direct  selling  price  list  and  and  the  wholesale  cost 
price  list;  this  differential  had  been  established  when  the  company 
began  selling  directly  to  retailers  and  had  been  expected  to 
provide  for  losses  from  bad  debts  which  might  occur  under  the 
company's  policy  of  making  an  initial  sale  of  5  cases  to  any 
retailer  in  the  direct  selling  territories,  without  reference  to  his 
credit  standing. 

The  gross  margin  which  a  wholesaler  obtained  on  Tarpon  prod- 
ucts depended  both  on  the  size  of  his  purchases  from  the  com- 
pany and  on  the  size  of  the  individual  orders  that  he  secured  or 
accepted  from  retail  grocers.  For  example,  the  price  to  a  whole- 
saler for  "Product  A"  was  $5.75  a  case  for  lots  of  between  25 
cases  and  a  carload  and  was  $5,625  a  case  for  carload  lots.  The 
maximum  price  at  which  Tarpon  salesmen  accepted  orders  for 
Product  A  from  retailers  for  wholesalers'  accounts  was  $6.35  for 
a  single  case,  and  the  minimum  price  was  $6.20  a  case  for  orders 
involving  at  least  25  cases.  Thus  a  wholesaler's  gross  margin 
on  Product  A,  exclusive  of  cash  discounts,  might  vary  between 
7.25%  and  11.4%;  this  product  was  the  oldest  and  most  firmly 
established  article  manufactured  by  the  Tarpon  Company. 

For  all  styles  and  sizes  of  Tarpon  products  the  average  gross 
margin  to  the  wholesaler,  based  on  cost  before  deduction  of  cash 
discounts  and  on  purchases  in  less-than-carload  lots,  was  10.3% 
of  the  wholesale  selling  price  on  sales  of  less  than  5  cases,  9.2% 
on  sales  of  from  5  to  9  cases,  8.1%  on  sales  of  from  10  to  24 
cases,  and  7.0%  on  sales  of  25  cases  or  more.  If,  however,  the 
wholesaler  had  purchased  in  carload  quantities,  the  average  gross 
margins  on  sales  in  those  quantities,  exclusive  of  cash  discounts, 
were  11.6%,  10.6%,  9.5%,  and  8.4%,  respectively.  These  vari- 
ations in  gross  margin  encouraged  both  wholesalers  and  retailers 
to  order  Tarpon  products  in  relatively  large  quantities ;  the  lower 
gross  margins  which  the  wholesaler  obtained  on  the  larger  unit 
sales  to  retailers  were  offset  by  the  smaller  expenses  involved  in 
the  larger  sales. 
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In  certain  sales  districts  three  types  of  orders  thus  might  be 
taken  by  Tarpon  salesmen:  orders  from  retailers  to  be  filled 
by  the  company;  orders  from  wholesalers  to  be  filled  by  the 
company;  and  orders  from  retailers  to  be  filled  by  wholesalers. 
Practically  all  orders  for  carload  lots  were  shipped  from  the 
factory.  Orders  which  the  company  accepted  from  unit  stores 
in  direct  selling  cities,  as  well  as  orders  for  less-than-carload  lots 
accepted  from  wholesalers  or  chain-store  companies  in  direct  sell- 
ing cities,  were  filled  from  stocks  maintained  by  the  company 
in  public  storage  warehouses  in  those  cities.  Less-than-carload 
orders  from  wholesalers  and  chain-store  companies  in  non-direct 
selling  cities  were  filled  either  from  district  warehouse  stocks  or 
from  the  factory,  depending  upon  the  relative  accessibility  of 
the  stocks  to  the  customers'  cities.  Drop  shipments  ordinarily 
were  made  from  the  factory;  if,  however,  freight  charges  were 
lower  on  the  basis  of  a  carload  rate  to  the  warehouse  and  a 
less-than-carload  rate  to  destination  than  on  the  basis  of  a  less- 
than-carload  rate  from  the  factory  to  the  destination,  the  traffic 
manager  released  drop  shipments  from  the  most  accessible  ware- 
house. Invoicing  always  was  done  at  the  point  of  shipment  of 
the  products  ordered.  It  was  desirable  in  recording  sales  to  dis- 
tinguish, for  stock-control  purposes,  between  orders  which  were 
to  be  filled  by  the  company  from  factory  stocks  and  orders 
which  were  to  be  filled  from  branch-warehouse  stocks;  it  was 
necessary  to  exclude  from  the  sales  records,  of  course,  orders 
which  were  to  be  turned  over  to  wholesalers  to  be  filled. 

The  general  sales  manager  held  his  district  sales  managers 
responsible  for  the  detailed  supervision  of  their  districts,  and 
desired  to  make  regular  examinations  of  reports  in  summary  form 
only.  He  preferred  that  his  district  sales  managers  should  main- 
tain control  by  means  of  frequent  visits  to  their  territories  and 
by  their  personal  sales  activities  among  the  more  important  cus- 
tomers, rather  than  through  the  examination  of  a  large  number 
of  detailed  reports  from  the  salesmen. 

Records  of  orders  received,  which  for  purposes  of  sales  control 
were  regarded  as  sales,  were  secured  from  daily  sales  records 
compiled  by  the  salesmen  from  their  order  forms.  Two  order 
forms  were  used;  the  one  shown  as  Exhibit  i  was  used  for  both 
wholesalers'  and  retailers'  orders  in  direct  selling  territories,  and 
the  one  shown  as  Exhibit  2  was  used  for  orders  from  wholesalers 
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Salesman 


Date 


Received 


Mailing  List 
if  New 


Terme 


Name 


Place 


Date  of  Shipment 


REMARKS — Do  not  write  in  this  space  any  complaint 
regarding  past  orders.  Uie  a  separate 
sheet  for  that  purpose. 


Checked 


Receipted  by 


Charged  by 


No.  Cases 


Packages 
per  Case 


Price 


Amount 


Product  A. 

Product  B 
Product  C 
Product  C 


Product  D  (Regular  Size) 
Product  D  (Triple  Size) 
Product  E  — — — — 


Product  F    (Regular  Size) 
Product  F    (Double  Size) 


Product  G   (Regular  Size)  Large  Case 
Product  G  (Regular  Size)  Small  Case-. 

Product  G  (Double  Size) 

Product  H 


Window  Display 


96 

96 

Sb 
48 
60 
20 
48 
48 
24 
96 
48 
24 
48 


Exhibit  i:     Order  form  for  direct  selling  territories. 

in  non-direct  or  "country  territories"  and  for  orders  taken  in 
either  direct  selling  or  country  territories  from  retailers  for  the 
accounts  of  wholesalers. 

No  duplicate  of  the  form  shown  as  Exhibit  i  was  made  by  the 
salesman  unless  a  copy  was  requested  by  the  customer,  nor  was 
the  customer  required  to  sign  the  order;  such  orders  were  subject 
to  cancelation  and  were  not  regarded  as  constituting  contracts. 
The  form  shown  as  Exhibit  2,  unlike  Exhibit  i,  required  the 


372 


PROBLEMS  IN  MARKETING 


Order  No. 


TARPON  COMPANY 


Ship  to 
Place  — 


Wholesaler. 


Location  of  Wholesaler. 
Shipping  Date 


Number 
of  Cases 


Description 


Size 


Price 


Product  A  1 

Product  B  

Product  C  

Product  C  

Product  D  (Regular  Size) 

Product  D  (Triple  Size)    . 
Product  E  < 


Product  F  (Regular  Size)  

Product  P  (Double  Size)    

Product  G  (Regular  Size)  Large  Case 
Product  G  (Regular  Size)  Small  Case 

Product  G  (Double  Size)  

Product  H  


96 
96 
96 
48 
60 
20 
48 
48 
24 
96 
48 
24 
48 


Do  Not  Write  In  This  Space 


SUBJECT  TO  ACCEPTANCE 


This  order 

guaranteed 

genuine 

Member  American 

Grocery  Specialty 

Manufacturers 

Association 


Purchaser . 
Salesman. 
Accepted  _ 


Exhibit  2:     Order  form  for  country  territories. 
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signature  of  the  buyer  and  was  considered  by  the  Tarpon  Com- 
pany as  a  binding  contract;  all  orders  taken  from  retailers  on 
Exhibit  2  were  subject  to  acceptance  by  the  designated  whole- 
salers, while  wholesalers'  orders  written  on  that  form  had  to  be 
accepted  at  the  district  sales  office  before  becoming  valid. 

Retailers'  orders  taken  on  the  form  shown  as  Exhibit  2,  after 
having  been  signed  by  the  retailers,  usually  were  taken  to  the 
designated  wholesalers  by  the  Tarpon  salesmen  for  acceptance, 
and  the  salesmen  at  that  time  customarily  solicited  orders  from 
the  wholesalers.  If  the  wholesaler  designated  by  a  retailer  re- 
fused to  accept  the  order,  the  Tarpon  salesman  undertook  to 
secure  its  acceptance  by  some  other  wholesaler  in  the  locality.  A 
carbon  copy  of  the  retailer's  order  was  forwarded  to  the  district 
sales  office  after  acceptance  of  the  order  by  the  wholesaler.  In 
the  case  of  an  order  secured  on  Exhibit  2  by  a  Tarpon  salesman 
from  a  wholesaler,  the  original  was  sent  to  the  general  sales 
office,  after  the  order  had  been  accepted  by  the  district  sales 
manager,  and  a  carbon  copy  was  kept  at  the  district  sales  office. 

Two  forms  were  provided  for  the  salesmen's  use  in  reporting 
a  summary  of  their  daily  sales,  a  "daily  report — direct  selling 
points,"  as  illustrated  in  Exhibit  3,  and  a  "daily  report — country 
sales,"  as  illustrated  in  Exhibit  4.  The  entries  on  those  forms 
were  for  quantities,  not  for  values  in  dollars  and  cents.  At  the 
close  of  the  day  each  salesman  filled  out  his  daily  sales  reports. 
Exhibit  3  was  used  by  each  salesman  to  record  the  orders  ac- 
cepted from  retailers,  chain-store  companies,  and  wholesalers  in 
direct  selling  cities.  No  distribution  was  made  on  this  report 
between  the  several  types  of  customers,  although  the  sales  ex- 
ecutives' familiarity  with  the  names  of  customers  made  such 
classification  possible.  Orders  from  wholesalers  and  chain-store 
companies  in  country  territories  were  recorded  in  the  "Direct 
Shipment"  section  of  Exhibit  4.  Orders  taken  from  retailers 
to  be  turned  over  to  wholesalers  were  recorded  in  the  "From 
Wholesaler's  Stocks"  section  of  that  exhibit.  Provision  was  made 
on  each  of  the  forms  for  a  record  of  the  balance  of  orders  re- 
ceived to  date  in  quantities  for  each  style  of  packing  of  each 
product.  The  final  figure  for  the  last  day  of  the  month  thus 
showed  by  products  the  total  quantity  of  merchandise  for  which 
orders  had  been  received  during  the  month.  These  summary 
reports  were  forwarded  daily  in  duplicate  to  the  district  sales 
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offices,  and  from  those  offices  copies  were  sent  to  the  general 
sales  office. 

In  1925  a  "Monthly  Sales  Report"  was  instituted  upon  the 
suggestion  of  one  of  the  district  sales  managers.  The  purpose 
of  the  report  was  to  provide  closer  contact  between  the  general 
sales  office  and  the  individual  salesman.  This  report,  illustrated 
in  Exhibit  5,  was  filled  in  daily  at  the  district  sales  office  for  each 
salesman  from  the  data  on  his  daily  sales  reports  and  showed, 
in  quantities  for  each  product  on  the  basis  of  the  principal  class 
of  packing  of  the  product,  summaries  of  the  orders  received  from 
wholesalers,  the  orders  taken  from  retailers  and  accepted  by 
wholesalers,  the  sales  made  directly  to  retailers,  and  the  orders 
received  by  mail  or  telephone;  chain-store  companies  were  in- 
cluded under  the  designation  "retailers."  Orders  received  by 
mail  or  telephone,  including  those  for  drop  shipments,  were 
credited  to  the  accounts  of  the  salesmen  in  whose  territories  the 
customers  were  located;  such  orders  were  filled  out  on  the  usual 
forms,  and  copies  sent  to  the  salesman  and  to  his  district  sales 
office. 

The  monthly  sales  report  of  each  salesman  was  mailed  at  the 
end  of  the  month  to  the  general  sales  office.  In  that  office  a  clerk 
recorded  in  the  lower  right-hand  corner  the  quota  in  cases,  by 
products,  which  had  been  assigned  to  the  salesman.  A  unit 
system,  as  described  later,  had  been  developed  for  use  in  sales 
analysis  work;  the  quota  in  cases  by  products  was  recomputed 
to  the  unit  basis,  as  were  the  sales  for  the  month.  In  the  lower 
left-hand  corner  of  the  report  the  salesman's  rating  for  the  month 
was  entered.  This  rating  was  based  on  the  salesman's  sales  units 
for  the  current  month  as  compared  with  one-twelfth  of  the  total 
units  in  his  quota  for  the  year.  Prizes  were  given  the  salesmen 
having  the  highest  monthly  ratings.  After  the  reports  had  been 
scored  and  the  points  recorded  at  the  general  sales  office,  the 
reports  were  returned  to  the  salesmen. 

Upon  receipt  of  orders  on  Exhibit  1  at  a  district  sales  office, 
all  orders  from  wholesalers  and  chain-store  companies  for  which 
immediate  delivery  was  not  required  were  forwarded  to  the 
general  sales  office.  These  orders  usually  were  for  carload  ship- 
ments. No  copies  of  these  orders  were  maintained  in  the  district 
sales  office;  the  data  were  available  for  reference,  however,  on 
the  salesmen's  daily  reports.    Orders  from  retailers  and  those 
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orders  from  wholesalers  which  required  immediate  delivery  were 
handled  entirely  under  the  supervision  of  the  district  sales  office. 
This  necessitated  provision  for  invoicing,  delivery,  and  collec- 
tion. Orders  received  from  retailers  were  checked  against  the 
ledgers  to  ascertain  whether  there  were  open  charges  against 
the  customers;  if  there  were  none,  the  orders  were  approved  by 
the  credit  department  and  invoices  were  prepared  in  duplicate. 

The  company  in  a  majority  of  its  sales  districts  did  not  main- 
tain its  own  delivery  equipment  but  patronized  local  express 
companies  on  a  commission  basis.  This  situation,  together  with 
the  use  of  public  storage  warehouses,  necessitated  a  system  of 
authorization  records  for  use  by  the  warehousing  and  delivery 
companies.  From  the  invoices,  traffic  sheets,  showing  by  delivery 
routes  the  number  of  cases  of  each  product  to  be  delivered,  were 
prepared,  not  only  for  the  districts  in  which  the  company  used 
the  services  of  express  companies,  but  also  for  those  districts  in 
which  it  provided  its  own  delivery  service.  Those  sheets,  as 
corrected  after  the  deliveries  were  made,  showed  by  products  the 
quantities  withdrawn  from  warehouse  stocks. 

The  man  making  the  deliveries  secured  the  signatures  of  the 
customers  on  the  duplicates  of  the  invoices,  and  left  the  originals 
of  the  invoices  with  the  customers.  The  duplicates  of  the  invoices 
were  returned  by  the  delivery  man  to  the  warehouse  together  with 
any  merchandise  which  the  customers  had  refused  to  accept. 
Notations  of  such  refusals  were  made  on  the  traffic  sheets,  as 
well  as  on  the  duplicates  of  the  invoices,  in  order  to  maintain  an 
accurate  record  of  stocks  still  on  hand  in  the  warehouse.  The 
duplicate  invoices  which  had  been  receipted  by  the  customers 
were  returned  by  the  warehouse  to  the  district  sales  office,  to- 
gether with  a  corrected  copy  of  the  traffic  sheets.  Copies  of  the 
traffic  sheets  kept  at  the  district  office  then  were  corrected  and 
sent  to  the  general  sales  office,  together  with  a  summary  list  of 
the  charges  which  had  been  posted  to  the  customers'  ledgers  from 
the  receipted  invoices  for  the  deliveries  shown  on  the  traffic 
sheets. 

At  the  end  of  each  day  two  types  of  recapitulation  sheets 
covering  the  day's  deliveries  were  drawn  up  from  the  traffic 
sheets.  One  recapitulation  sheet  showed  for  each  product  the 
quantities  called  for  on  each  traffic  sheet  and  the  total  amount 
in  dollars  as  posted  to  the  ledgers.     The  other  recapitulation 
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sheet  showed  the  classification  by  towns  of  the  total  number  of 
cases  for  each  product  delivered  for  the  day.  Separate  recapitula- 
tion sheets  were  made  for  deliveries  to  retailers,  chain-stores,  and 
wholesalers.  Similar  recapitulation  sheets  were  drawn  up  at  the 
central  office  covering  shipments  made  from  the  factory  upon 
customers'  orders. 

From  the  daily  recapitulations  of  the  traffic  sheets,  monthly 
sales  analyses  were  prepared  for  each  sales  district  by  the  statis- 
tical department  at  the  central  office;  these  analyses  showed,  by 
towns,  the  number  of  cases,  of  each  size,  of  each  product,  de- 
livered from  either  factory  or  district  stocks.  These  reports  were 
completed  as  rapidly  as  possible  following  the  close  of  the  month 
and  usually  were  in  the  hands  of  the  district  sales  managers  by 
the  twentieth  of  the  following  month.  The  reports  were  con- 
sidered valuable  to  the  district  sales  managers  in  checking  the 
results  of  each  salesman  and  in  guiding  salesmen  in  their  con- 
centration of  sales  efforts  and  in  planning  their  activities. 

When  a  retailer's  account  in  a  district  office  became  30  days 
old,  it  was  turned  over  to  the  company's  collector  in  whose  terri- 
tory the  customer  was  located.  At  the  end  of  each  day  each 
collector  reported  at  the  district  sales  office  and  turned  in  the 
cash  which  he  had  collected  during  the  day;  the  collector's  daily 
report  was  checked  against  the  accounts  which  had  been  given 
him  for  collection,  and  the  required  postings  were  made  to  the 
customers'  ledgers. 

A  cashier's  window  was  maintained  at  each  district  sales 
office  for  receiving  payments  made  by  mail  or  by  retailers  com- 
ing in  person  to  the  office.  These  collections  were  checked  against 
the  ledger  accounts,  and  a  summary  report  of  so-called  "window 
collections"  was  prepared  which,  together  with  a  summary  report 
of  receipts  turned  in  by  collectors,  was  forwarded  daily  to  the 
main  office  of  the  company,  together  with  all  cash  and  checks 
collected.  Semimonthly  check-ups  were  made  of  customers'  ac- 
counts receivable  to  make  sure  that  no  accounts  were  being 
overlooked. 

As  previously  stated,  copies  of  the  daily  sales  reports  of  the 
salesmen  were  maintained  in  the  district  sales  offices,  and  other 
copies  were  forwarded  to  the  gneral  sales  office.  From  the  totals 
of  the  salesmen's  daily  sales  reports  received  in  the  office  of  the 
general  sales  manager,  a  "daily  sales  summary"  was  prepared  on 
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a  form  shown  as  Exhibit  6.  This  form  showed  for  each  style  of 
packing  of  the  products  the  total  orders  recorded  for  the  day  in 
number  of  cases  according  to  the  type  of  sales  territory. 

The  first  section  of  the  report,  "Country,"  showed  for  the  day 
in  question  the  quantities  ordered  by  wholesalers  for  shipment, 
from  the  factory.  This  did  not  include  orders  taken  from  retailers 
to  be  turned  over  to  wholesalers,  since  such  orders  were  not  filled 
by  the  company.  The  second  section  of  the  daily  sales  summary 
form  provided  for  recording  orders  received  at  direct  selling 
points  to  be  filled  from  the  stocks  at  those  points.  The  sum  of 
the  "country"  sales  and  the  "direct  selling  points"  sales  repre- 
sented total  daily  gross  sales  in  quantities.  Cancelations  were 
entered  under  the  heading  "Deductions." 

Below  the  double  line  the  daily  sales  summary  form  provided 
for  a  recapitulation  of  sales  for  the  month  to  date;  on  the  line 
designated  "Grand  Total"  were  entered  the  net  sales  in  quantities 
recorded  for  the  month  up  to  the  day  of  the  report.  "Gains"  and 
"Losses"  represented  a  comparison,  by  products,  of  the  net 
quantities  sold  to  date  during  the  month  with  the  quantities  sold 
during  the  corresponding  period  of  the  preceding  year.  The 
"Gain"  and  "Loss"  spaces  at  the  bottom  of  the  form  were  used  to 
show  a  comparison  of  the  monthly  sales  of  all  products  to  date 
with  those  for  the  corresponding  period  of  the  same  month  of 
the  previous  year.  The  form  also  showed  the  total  orders  for 
the  day  for  products  of  each  of  the  two  product  group  depart- 
ments. This  report  was  prepared  in  the  office  of  the  general  sales 
manager;  copies  were  sent  to  the  general  sales  manager,  the  order 
division,  the  traffic  department,  and  the  factory. 

Although  the  company  did  not  budget  expenses,  the  general 
sales  manager  set  a  sales  quota,  in  cases,  for  each  product  for 
each  sales  district;  and  the  district  sales  manager  prorated  this 
quota  to  the  salesmen  in  the  district.  On  products  for  which  at 
least  some  market  had  been  developed  in  a  given  sales  territory, 
the  quotas  were  set  on  the  basis  of  results  secured  for  the  pre- 
vious year,  the  length  of  time  during  which  the  products  had  been 
sold  in  the  territory,  and  the  estimates  of  the  general  sales  man- 
ager and  of  the  district  sales  manager  regarding  general  business 
conditions.  The  general  sales  manager  aimed  to  establish  quotas 
which  could  be  attained  by  the  exertion  of  the  maximum  sales 
effort  that  could  be  sustained  throughout  the  vear.   Bonuses  were 
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given  sales  districts  which  attained  or  exceeded  their  quotas  either 
for  individual  products  or  for  all  products. 

Charts  were  prepared  for  the  general  sales  manager  at  the 
end  of  each  quarter  which  showed  by  horizontal  bars  for  each 
product  the  sales  for  the  year  to  date  as  compared  with  the  quota 
for  the  entire  year. 

For  analyses  of  sales,  the  general  manager  was  convinced  that 
neither  dollar  figures  nor  the  number  of  cases  gave  adequate 
comparability  either  as  between  sales  of  the  various  salesmen  and 
sales  districts,  sales  of  the  various  products,  sales  in  relation 
to  expense,  or  as  between  results  for  different  periods  of  time. 
Variations  existed  between  the  products  in  the  number  of  pack- 
ages per  case  and  in  the  size  and  weight  of  the  packages;  for 
several  of  the  products  the  company's  selling  prices  fluctuated 
from  time  to  time  in  general  correspondence  with  the  cost  of  raw 
materials;  the  weights  of  the  items  bore  only  slight  relationship 
to  their  prices;  and  distinct  variations  existed  in  the  range  of 
prices  per  case  for  the  different  products.  Because  of  the  price 
fluctuations,  the  general  sales  manager  was  not  satisfied  with  sales 
comparisons  based  on  dollar  figures  only;  his  entire  system  of 
sales  reports  had  been  developed  on  the  basis  of  orders  received  in 
terms  of  number  of  cases.  In  analyses  of  the  distribution  of 
each  product,  individually,  this  basis  of  comparison  was  satis- 
factory, but  as  a  basis  for  comparisons  involving  more  than  one 
product  it  offered  difficulties. 

Although  he  wished  the  sales  comparisons  to  be  independent 
of  the  influence  of  price  fluctuations,  the  general  sales  manager 
considered  it  important  that  the  comparisons  should  show  for 
various  periods  the  relative  value  to  the  company  of  the  total 
orders  taken  by  each  salesman  and  in  each  sales  district.  Sales 
in  cases  or  in  packages  did  not  show  relative  values.  The  desired 
figures  were  ones  which  would  represent  sales  in  physical  quan- 
tities weighted  in  accordance  with  normal  price  relationships.  A 
statistical  device  was  needed  which  could  be  used  in  translating 
the  quantities  sold  of  a  number  of  products,  put  up  in  packages 
of  different  sizes,  into  terms  of  a  common  unit  so  designed  as  to 
recognize  the  normal  price  relationships  of  the  products.  Ap- 
proximately 60%  of  the  total  sales  of  the  company  were  of 
Product  A,  an  article  that  was  particularly  subject  to  price  varia- 
tions. Until  1923  the  general  sales  manager  had  divided  the  sales 
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of  all  products  in  dollars  by  the  price  of  one  case  of  Product  A 
to  secure  a  statistical  figure  to  represent  total  quantity  sales. 
This  was  later  deemed  to  be  unfair  to  salesmen  who  sold  large 
quantities  of  the  other  products,  inasmuch  as  the  prices  of  most 
of  those  products  were  lower  than  the  price  of  Product  A. 

The  device  finally  adopted  by  the  general  sales  manager  was 
as  follows:  The  normal  price  relationship  of  each  product  to 
Product  A  was  computed.  One  96-package  case  of  Product  A  was 
taken  as  one  unit.  Each  of  the  other  products  was  assigned  for 
each  style  of  packing  a  unit  value  in  general  correspondence  with 
the  ratio  which  its  normal  price  bore  to  that  of  Product  A.  The 
normal  price  per  case  for  Product  D,  for  example,  was  approx- 
imately 60%  of  that  for  Product  A;  one  case  of  Product  D, 
therefore,  was  computed  as  60%  of  one  unit.  Thus,  if  213,695 
cases  of  Product  A  and  41,096  cases  of  Product  D  were  sold  dur- 
ing a  period,  the  combined  sales  in  units  were  238,353;  that  is, 
2I3>695Xioo%+4i,096X6o%=238,353.  Unit  values  were  es- 
tablished similarly  for  each  style  of  packing  of  each  of  the  com- 
pany's products.  This  plan  was  deemed  by  the  general  sales 
manager  to  be  satisfactory  for  all  comparisons  of  sales,  as  well 
as  for  comparisons  of  the  cost  to  sell  for  the  different  territories, 
either  between  different  territories  for  the  same  period  of  time 
or  for  a  single  territory  for  several  operating  periods. 

Sales  quotas,  after  they  had  been  established  on  the  basis  of 
the  number  of  cases  of  individual  products,  were  computed  in 
terms  of  units.  The  total  annual  quotas  in  units  were  obtained 
for  the  districts  and  for  the  different  salesmen,  and  sales  for  each 
quarter  were  translated  into  units  for  comparison  with  the  quotas. 

The  sales  reports  so  far  described  were  for  the  most  part  pre- 
pared in  the  sales  department  from  information  originating  with 
the  salesmen  and  were  for  use  by  the  sales  executives.  It  was 
necessary,  of  course,  for  the  accounting  department  to  secure 
adequate  records  of  the  sales  activities  both  in  order  to  maintain 
control  accounts  for  customers'  ledgers  at  district  sales  offices 
and  at  the  central  office  and  in  order  to  accumulate  a  record  of 
net  sales  for  the  periodic  profit  and  loss  statements. 

In  this  connection  a  difference  of  viewpoint  developed.  The 
general  sales  manager  desired  information  which  showed  him  the 
effectiveness  of  his  personnel  in  securing  orders  for  the  company's 
products,   and   consequently  he  was  primarily  interested  in  a 
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record  of  "orders  received,"  while  the  accounting  division  was 
interested  in  a  record  of  only  those  orders  which  had  been  filled 
and  invoiced.  The  company  had  been  growing  constantly  and 
orders  had  exceeded  production,  with  the  result  that  the  factory 
commonly  had  produced  to  fill  existing  orders  and  seldom  had 
manufactured  goods  for  stock  beyond  the  normal  warehouse  re- 
quirements. This  situation  often  had  caused  material  differences 
between  "orders  received"  and  "billings"  during  a  period.  The 
difference  was  particularly  noticeable  in  the  records  for  a  sales 
district  where  a  single  large  shipment,  because  of  its  size,  was 
delayed  in  leaving  the  factory. 

Records  of  billings,  which  were  treated  by  the  accounting 
department  as  sales,  were  secured  by  that  department  from  the 
summary  reports  of  charges  compiled  from  the  invoices  at  the 
district  sales  offices  and  at  the  main  office.  These  records  were 
classified  by  the  accounting  division  according  to  the  grouping 
used  by  the  sales  department,  that  is,  as  "direct  selling  point 
sales"  and  "country  sales."  They  were  not  classified  by  dis- 
tricts, however. 

District  warehouse  stocks  of  Tarpon  products  were  under  the 
control  of  the  traffic  department,  which  was  located  in  the  gen- 
eral offices  of  the  company.  This  department  also  had  charge  of 
the  movement  of  stocks  from  the  factory,  both  to  warehouses  and 
customers,  and  of  the  delivery  of  the  company's  products  from 
warehouse  stocks  to  customers.  The  copies  of  the  traffic  sheets 
and  the  recapitulations  of  those  sheets  which  were  forwarded 
daily  from  each  district  sales  office  to  the  general  office  permitted 
the  traffic  manager  at  all  times  to  know  what  stocks  were  avail- 
able in  the  warehouses. 

In  general,  records  of  sales  originated  with  the  salesmen, 
passed  through  the  district  sales  offices,  where  detailed  compila- 
tions were  made,  and  were  forwarded  to  the  general  sales  execu- 
tives in  summary  form.  For  records  of  sales  and  collections  the 
control  division  depended  on  summary  reports  of  original  records 
which  were  prepared  in  the  district  sales  offices  or  in  the  general 
sales  office  and  forwarded  to  the  accounting  and  statistical  di- 
visions. From  these  summary  records  the  controller  prepared 
his  reports  for  the  management.  Records  of  expenses  incurred 
within  a  sales  district  followed  a  similar  procedure. 

Semimonthly  expense  reports  were  submitted  by  each  salesman 
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'Kindly  use  reverse  side  of  this  sheet  to  show 
itemized  expenditures) 

SEMIMONTHLY  SUMMARY  OF  EXPENSES 
Mr. 

Date                         IS 

1 

Hotel 

Railroad  Fare 

Car  Fare 

Livery                 Days 

Assistants    —    Office 

Assistant  Salesmen 

Window  Trimmers 

Canvassers 

Chauffeurs 

Telephone 

Automobile  Expense 

Rent  and  Storage 

Miscellaneous  Expense 

Entered 

Paid 

Total 

Exhibit  7:     Salesmen's  expense  report  form. 

on  a  form  shown  as  Exhibit  7.  These  reports  covered  not  only 
the  salesman's  expenses  but  also  the  expenses  of  the  sales  promo- 
tion assistants,  such  as  window  trimmers  and  canvassers,  who 
worked  under  his  immediate  supervision.  On  the  back  of  the  ex- 
pense form  the  salesman  itemized  his  personal  expenses.  The 
expenses  for  assistant  salesmen,  window  trimmers,  canvassers,  and 
chauffeurs,  and  the  automobile  expense  were  taken  in  total  from 
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reports  submitted  by  the  assistants  to  the  salesman.  The  salesman 
forwarded  these  reports  to  the  district  sales  office  with  his  own 
reports.  Expenses  for  livery,  telephone,  rent,  and  storage,  and 
any  substantial  amounts  of  miscellaneous  expense  were  supported 
by  vouchers  submitted  by  the  salesmen  with  their  reports. 

Two  automobile  expense  reports  were  submitted.  One  showed 
the  expenses  incurred  for  automobiles  used  in  supplying  can- 
vassers with  materials,  in  transporting  window  displays  from  the 
district  headquarters  to  retail  stores,  or  by  the  salesmen  in  calling 
on  customers.  The  other  automobile  expense  report  showed  ex- 
penses incurred  for  delivery  cars  in  those  sales  districts  which 
used  the  company's  own  transportation  facilities.  The  expense 
report  form  for  delivery  cars  is  illustrated  by  Exhibit  8.  The 
expense  report  form  for  salesmen's  cars  was  the  same  except  that 
the  columns  headed  "Number  of  Deliveries"  and  "Number  of 
Tons  Carried"  were  omitted.  On  the  backs  of  the  automobile 
expense  report  forms  were  printed  detailed  instructions  to  guide 
the  drivers  in  reporting  expenses  to  the  salesmen  or  to  the  district 
sales  managers  under  whom  they  worked.  Automobile  expense 
was  reported  only  at  the  end  of  each  month,  and  consequently  no 
entry  was  made  for  this  item  on  the  salesmen's  expense  report 
for  the  middle  of  the  month. 

Salesmen  forwarded  their  semimonthly  expense  reports,  made 
out  in  duplicate,  to  their  district  sales  managers  immediately  upon 
the  completion  of  the  periods  covered  by  the  reports.  The  dis- 
trict sales  managers  examined  them  and,  if  they  approved  the 
expenses,  forwarded  one  copy  of  the  reports  to  the  office  of  the 
general  sales  manager  accompanied  by  reports  of  their  own  ex- 
penses made  out  on  the  same  form. 

An  expense  summary  sheet  was  maintained  in  the  office  of  the 
general  sales  manager  for  each  salesman  and  for  each  district 
sales  manager.  To  these  sheets  were  posted  the  data  from  the 
semimonthly  expense  reports.  The  sheets  provided  spaces  for 
each  of  the  items  of  personal  expense  shown  on  the  salesmen's 
semimonthly  expense  reports  grouped  by  months.  To  these  sum- 
mary sheets  also  were  posted  the  totals  of  each  of  the  expenses 
reported  by  the  salesmen  for  their  assistants  and  for  automobiles 
under  their  control  used  in  selling  and  sales  promotion  activities. 
Expense  for  delivery  trucks  was  not  included;  this  was  the  re- 
sponsibility of  the  traffic  department. 
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At  the  end  of  each  month  each  district  sales  manager  compiled 
a  report  of  expense  for  salesmen's  salaries  in  his  district  during 
the  month.  This  report  consisted  simply  of  a  tabulation  of  the 
names  of  the  salesmen  and  the  amount  of  salary  due  each.  The 
original  of  this  memorandum  report  was  forwarded  to  the  general 
sales  manager  and  a  copy  was  filed  in  the  district  sales  office. 
The  amounts  of  the  salaries  were  posted  to  the  salesmen's  ex- 
pense summary  sheets  at  the  general  sales  office,  and  orders 
were  drawn  on  the  cash  department  for  payments  to  be  made  as 
designated. 

When  the  district  sales  manager  had  completed  his  report  of 
salaries  for  the  month,  he  had  data  available  from  which  to  com- 
pute the  comparative  results  of  each  salesman.  Copies  of  the 
salesmen's  daily  reports  on  file  in  the  district  sales  office  showed 
orders  secured.  Expenses  of  salesmen  and  of  canvassers  and  other 
assistants  were  available  from  the  salesmen's  semimonthly  ex- 
pense reports.  From  this  material  a  clerk  in  each  district  sales 
office  compiled  for  each  salesman  a  monthly  sales  record  here 
illustrated  as  Exhibit  9. 

On  the  monthly  sales  record  for  each  salesman  the  net  orders 


Mr.  - 

MONTHLY  SALES  RECORD 

Territory 

Mnn 

th      March.  1026 

Sales  for  Month— 96-Pk.  Case  Basis 

*/\s 

Tom    1501.4. 

Product 
A 

Product 
B 

Product 
C 

Product 
D 

Product 

E 

Product 

F 

Product 
G 

Product 
H 

765 

- 

7.5 

264.4 

385 

- 

49.5 

21 

206 

- 

4.0 

725 

115 

- 

41-5 

- 

9*71 

- 

11.5 

336.9 

700 

- 

91.0 

21 

>y«i       VlS 

224-.4-6 

Cost  to  Sell 

46  Cents  por  Cam 

Same  Period  Last  Year 

3/31 

235.07 
22500 

Sales  -  96-Pk.  B 
Cost  oer  Case 

Ml.        1434 

Total  — . 

684.55 

71  C«rrfT5 

Exhibit  9:     Salesman's  monthly  sales  record. 
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secured  by  the  salesman  were  listed  for  each  product  in  terms  of 
96-package  cases.  For  example,  if  the  salesman  had  secured 
orders  for  15  of  the  48-package  cases  of  Product  C  during  the 
first  half  of  the  month  and  for  4  of  the  96-package  cases  during 
the  last  half  of  the  month,  the  record  was  computed  as  follows: 

First  half  month,  15  48-package  cases  =7.5     96-package  cases 

Second  half  month,  4  96-package  cases  —  4.0     96-package  cases 

Total  1 1.5     96-package  cases 

The  total  of  orders  secured  for  all  products  as  computed  on  this 
basis  was  entered  on  the  monthly  record  to  the  left  of  the  totals 
for  the  separate  products. 

The  total  of  the  expenses  shown  on  the  salesman's  two  semi- 
monthly expense  reports  and  the  salesman's  salary  for  the  month 
were  entered  in  the  lower  left-hand  corner  of  his  monthly  sales 
record;  no  proration  of  district  sales  office  expense  was  included 
in  these  items.  Division  of  the  total  expense  by  sales  expressed 
in  terms  of  96-package  cases  gave  the  figure  for  cost  to  sell  per 
case.  The  form  also  provided  for  notation,  in  comparable  terms, 
of  the  total  quantity  sold  and  the  cost  to  sell  per  96-package  case 
for  the  same  month  of  the  previous  year. 

The  simple  method  by  which  sales  were  reduced  to  comparable 
terms  on  this  report  was  entirely  different  from  the  unit  method 
used  by  the  general  sales  manager  in  computing  sales  quotas  and 
total  sales  for  each  district.  It  seemed  satisfactory,  however,  for 
use  by  the  district  sales  executives  in  checking  up  the  work  of 
individual  salesmen  from  month  to  month,  and  was  not  expected 
to  serve  as  a  permanent  record  upon  which  bonuses  and  promo- 
tions would  be  based. 

For  a  number  of  years  the  general  sales  manager  had  com- 
puted for  each  sales  district  a  quarterly  cost-to-sell  figure  which 
was  based  on  the  relationship  between  the  orders  secured  by 
salesmen  in  that  district  during  the  quarter  and  the  total  ex- 
penses incurred  by  the  salesmen  and  their  assistants  as  well  as 
the  other  direct  selling  and  sales  promotion  expenses  incurred 
within  the  district  during  the  period.  It  had  been  the  view  of  the 
general  sales  manager  that  separate  figures  for  each  type  of  ex- 
pense incurred  were  of  no  value  to  him  in  gaging  the  effectiveness 
of  the  several  sales  districts. 

The  first  item  on  the  general  sales  manager's  cost-to-sell  report 
for  each  sales  district,  as  illustrated  by  Exhibit  10,  was  "Salaries 
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Cost  to  Sell District 

For... Quarter.. 

Salaries  and  Expenses 

Local  Advertising 

Coupons 

Cost  of  Advertising  Matter 

Automobile  Expense  (including  Depreciation) 

Total  District  Selling  Expense 

PRODUCT  SALES 

Product 

Cases 

Units 

A                                                            96  Pk. 

B                                                            96  Pk. 

C                                                            96  Pk. 

C                                                            48  Pk. 

D  (Regular  Size)                                 60  Pk. 

D  (Triple  Size)                                  20  Pk. 

E                                                               48  Pk. 

F  (Regular  Size)                                48  Pk. 

F  (Double  Size)                                 24  Pk. 

G  (Regular)  Large  Case                  96  Pk. 

Q  (Regular)  Small  Case                   48  Pk. 

G  (Double  Size)                                24  Pk. 

H                                                            48  Pk. 

Total— Net  Orders  Received 

Cost  to  Sell  per  Unit 

Exhibit  io :     District  cost-to-sell  report. 

and  Expenses"  and  was  compiled  from  the  salesmen's  and  the 
district  manager's  expense  summary  sheets.  It  included  sales- 
men's salaries  and  bonuses;  salesmen's  personal  expenses,  includ- 
ing railway  and  hotel  expense;  and  the  salaries  and  expenses  of 
canvassers,  window  trimmers,  and  other  assistants  to  salesmen. 
It  also  included  expenses  incurred  at  district  sales  offices  for 
sales  and  sales  promotion  activities,  including  wages  and  office 
expense.  The  second  heading  represented  the  outlay  within  the 
sales  district  for  special  advertising  such  as  newspaper  advertis- 
ing done  in  cooperation  with  local  retailers.  Expense  of  this  type 
was  reported  by  the  district  sales  manager  as  a  part  of  his  own 
semimonthly  expense  report. 

The  third  item  of  expense  on  the  cost-to-sell  report  was  desig- 
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nated  "Coupons."  One  of  the  company's  principal  methods  of 
sales  promotion  was  the  distribution  from  house  to  house  of  cou- 
pons which,  under  stated  conditions,  were  redeemable  at  retail 
stores  for  standard-sized  packages  of  the  company's  products. 
The  company's  salesmen  collected  the  redeemed  coupons  from  the 
retailers,  and  the  company  reimbursed  the  retailers  for  the  mer- 
chandise which  they  had  given  to  consumers  in  exchange  for  the 
coupons.  The  cost  to  the  company  of  this  type  of  sales  promo- 
tion, therefore,  included  not  only  the  expense  of  the  distribution 
of  the  coupons  by  the  canvassers,  which  was  included  with  sales- 
men's expenses,  but  also  the  redemption  expense  for  merchandise 
given  out  by  retail  grocers  in  exchange  for  the  coupons.  In  re- 
turning to  the  general  sales  office  coupons  which  they  had  col- 
lected from  retailers,  the  salesmen  used  a  special  report  form. 
Payment  to  the  retailers  from  whom  the  coupons  were  collected 
customarily  was  made  by  check  after  the  coupons  were  received 
at  the  general  sales  office;  in  some  instances,  however,  salesmen 
paid  the  retailers  at  the  time  of  collection  and  in  turn  were  reim- 
bursed from  the  general  sales  office.  In  any  case,  the  actual  pay- 
ment for  the  redemption  of  coupons  was  made  at  the  main  office 
and  the  expense  incurred  was  charged  to  the  district  sales  office 
coupon  account  and  was  included  under  the  item  "Coupons"  on 
the  cost-to-sell  report. 

"Cost  of  Advertising  Matter,"  the  fourth  item  on  the  cost-to- 
sell  report,  represented  the  cost  of  window  displays  and  similar 
advertising  matter  shipped  to  district  sales  offices  upon  requisi- 
tions made  by  salesmen  and  approved  by  district  sales  managers. 
No  report  of  this  expense  was  kept  at  the  district  sales  offices, 
since  the  expense  could  be  recorded  at  the  main  office  at  the  time 
of  shipment  to  the  district  sales  offices.  The  material  was  for  use 
within  the  sales  districts,  however,  and  consequently  was  charged 
to  the  district  sales  managers'  expense  accounts  on  the  records 
of  the  general  sales  office. 

Information  for  the  heading  of  "Automobile  Expense  (includ- 
ing Depreciation)"  on  the  cost-to-sell  report  was  secured  from 
the  automobile  department  and  represented  not  only  the  expenses 
reported  by  salesmen  and  district  sales  managers  on  the  monthly 
automobile  expense  report  forms  but  also  the  interest  and  depre- 
ciation on  those  automobiles,  which  were  computed  in  the  office 
of  the  automobile  department. 


392  PROBLEMS  IN  MARKETING 

A  special  report  was  prepared  annually  by  the  automobile  de- 
partment for  the  general  sales  manager  which  showed  for  each 
automobile,  by  sales  districts,  the  number  of  days  operated,  the 
number  of  miles  operated,  the  cost  per  day,  the  cost  per  mile, 
direct  expenses,  and  interest  and  depreciation.  These  data  were 
combined  for  each  territory  to  show  the  average  cost  per  day, 
the  average  cost  per  mile,  and  the  total  expense;  a  recapitulation 
for  all  sales  and  sales  promotion  automobiles  showed  the  total 
operating  expense,  interest  and  depreciation,  profit  or  loss  on  all 
cars  sold,  and  the  total  outlay.  A  similar  report  was  prepared 
by  the  automobile  department  for  the  traffic  manager,  which 
snowed  in  addition  the  relationship  of  expenses  to  number  of 
deliveries  and  tonnage  delivered.  The  general  sales  manager  did 
not  examine  this  report,  since  he  considered  this  the  responsibility 
of  the  traffic  managers,  nor  did  he  include  delivery  expense  in  his 
cost-to-sell  report. 

"Total  District  Selling  Expense''  shown  on  the  cost-to-sell 
report  for  a  district  represented  not  only  the  expenses  incurred 
within  the  sales  district  but  also  those  expenses  which,  while 
incurred  at  the  general  sales  office,  were  directly  chargeable  to 
the  district.  No  proration  was  made  to  the  district  sales  office 
reports  for  general  sales  office  salaries  and  expenses,  or  for  any 
general  overhead  expense,  nor  did  the  report  include  freight,  deliv- 
ery, or  warehousing  expenses  which  were  under  the  control  of 
the  traffic  manager.  Similarly,  the  credit  and  collection  expense 
was  not  included  in  the  cost-to-sell  report,  since  the  credit  man- 
ager was  responsible  for  that  expense. 

On  the  lower  part  of  the  cost-to-sell  report  were  listed  the  com- 
pany's products  in  each  style  of  packing.  Orders  received  for 
each  style  of  packing  of  each  product  were  entered  in  cases  and 
in  units  computed  on  the  basis  of  the  unit  values  assigned  as 
previously  explained.  Division  of  the  total  expense  by  the  total 
number  of  sales  units  gave  a  figure  for  cost  to  sell  per  unit.  In 
effect,  this  computation  showed  the  cost  to  sell  for  all  products 
on  the  basis  of  the  cost  to  sell  per  case  of  Product  A,  the  oldest 
and  most  widely  sold  product  of  the  company,  which  had  been 
assigned  a  value  of  one  unit. 

In  addition  to  the  computation  of  the  cost  to  sell  per  unit  for 
each  of  the  sales  districts,  there  was  prepared  for  the  general 
sales  manager  on  the  same  report  form  what  was  known  as  the 
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"Cost  to  Sell  Everywhere."  This  report  included  not  only  the 
totals  for  each  of  the  expenses  shown  on  the  district  reports  but 
also  the  salaries  and  other  direct  expenses  of  the  general  sales 
office. 

The  general  sales  manager  stated  that  the  cost-to-sell  reports, 
in  connection  with  the  reports  which  he  received  showing  sales 
in  comparison  with  quotas,  afforded  him  ample  statistical  mate- 
rial for  controlling  the  activities  of  his  district  sales  managers. 
The  cost-to-sell  reports  usually  were  available  within  20  days 
after  the  end  of  the  period  covered. 

Beginning  in  1926,  the  general  sales  manager  was  made  a  mem- 
ber of  a  newly  formed  executive  committee  which  consisted  of  the 
general  officers  of  the  company  and  all  major  department  heads. 
All  members  of  this  executive  committee  received  the  quarterly 
profit  and  loss  statements  prepared  by  the  controller.  The  gen- 
eral sales  manager  stated  that  although  the  profit  and  loss  state- 
ments undoubtedly  were  necessary  for  the  general  officers  of  the 
company,  they  were  of  slight  value  to  him  in  controlling  sales 
activities,  inasmuch  as  the  profit  and  loss  statements  were  the 
result  not  only  of  sales  activities  but  also  of  manufacturing 
operations,  were  based  on  invoices  rather  than  on  orders  re- 
ceived, and  did  not  segregate  charges  which  were  controllable 
by  himself  or  by  his  district  sales  managers. 

Although  satisfactory  control  of  sales  activities  seemingly  was 
afforded  by  the  system  of  records  in  use,  those  records  did  not 
serve  to  show  the  relationship  of  the  sales  department  to  the 
other  phases  of  the  company's  business.  The  newly  appointed 
controller  was  expected  to  prepare  data  for  the  general  officers 
and  directors  which  would  show  net  sales  in  relation  to  the  costs 
of  conducting  each  phase  of  the  company's  activities.  The  basic 
form  in  which  such  data  customarily  were  summarized  was  the 
profit  and  loss  statement. 

In  developing  the  profit  and  loss  statement  the  controller's 
first  task  was  to  decide  as  to  the  major  headings  under  which 
expenses  should  be  grouped.  The  general  officers  were  of  the 
opinion  that  the  company's  activities  naturally  fell  into  two 
groups,  activities  of  production  and  activities  of  distribution, 
and  that  all  the  company's  expenses  were  incurred  for  the  bene- 
fit of  one  or  the  other  of  these  divisions  and,  consequently,  should 
be  charged  to  them.     The  production  or  factory  division  was 
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charged  with  the  costs  of  producing  and  packaging  the  com- 
pany's products,  including  raw  materials,  factory  labor,  other 
direct  expenses,  factory  warehousing,  and  all  indirect  or  over- 
head expenses  which  were  attributable  to  preparing  the  products 
for  sale.  Expenses  for  selling,  sales  promotion,  shipping,  district 
warehousing,  traffic  control,  credits  and  collections,  and  related 
activities,  were  regarded  as  properly  chargeable  to  the  sales  divi- 
sion. All  general  administrative  expenses  not  fairly  chargeable 
to  the  factory  division  were  charged  to  the  sales  division  as  part 
of  the  cost  of  distribution.  In  recognition  of  the  distinction  be- 
tween the  actual  selling  activities,  which  were  the  function  of  the 
sales  department,  and  those  general  administrative  activities  in- 
volved in  distribution,  the  total  non-factory  expense  was  known 
as  "Total  Selling  and  Administrative  Expense." 

All  directors  of  the  company  were  actively  engaged  in  admin- 
istrative activities;  by  agreement  among  themselves,  the  con- 
troller was  furnished  with  a  schedule  showing  the  proportions 
of  their  individual  salaries  which  should  be  charged  to  the  fac- 
tory division  and  the  sales  division,  respectively.  This  proration 
was  based  on  the  approximate  concentration  of  the  directors' 
and  general  officers'  time  on  the  work  of  the  two  divisions. 

In  accordance  with  the  general  principle  of  division  of  expense 
which  had  been  established,  the  two  main  groupings  of  expense 
on  the  profit  and  loss  statement  were  "Total  Manufacturing 
Costs  and  Expenses,"  including  the  net  cost  of  manufacturing 
after  adjustment  for  inventories,  and  "Total  Selling  and  Admin- 
istrative Expenses,"  including  not  only  those  items  of  expense 
which  were  to  some  degree  controllable  by  the  general  sales 
manager,  but  also  charges  which,  although  incurred  for  other 
than  the  factory  activities  of  the  company,  were  beyond  his 
control.  It  was  in  developing  this  segment  of  the  profit  and  loss 
statement  that  the  controller  had  the  problem  of  coordinating 
the  accounting  records  with  the  records  of  sales  and  expenses 
maintained  by  the  general  sales  manager.  The  development  of 
the  "Total  Manufacturing  Costs  and  Expenses"  section  is  not 
discussed  here,  inasmuch  as  there  was  no  overlapping  between 
those  accounts  and  the  records  of  the  sales  department.  "Net 
Profit  or  Loss"  on  the  profit  and  loss  statement  was  the  differ- 
ence between  net  sales  and  the  sum  of  the  two  general  groups 
into  which  expenses  were  gathered. 
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In  developing  the  "Total  Selling  and  Administrative  Expense  " 
segment  of  the  profit  and  loss  statement  the  controller  desired, 
in  so  far  as  possible,  to  follow  the  general  plan  already  in  use 
by  the  sales  department  for  the  district  cost-to-sell  reports.  On 
the  profit  and  loss  statement,  however,  it  was  deemed  necessary 
to  include  additional  expenses  which  the  general  sales  manager 
excluded  from  his  reports  on  the  grounds  that  they  were  not 
within  his  control.  The  controller  decided  to  establish  accounts 
not  only  for  selling  departments  but  also  for  auxiliary  depart- 
ments, known  as  "Indirect  Departments,"  such  as  traffic  and 
shipping,  stable  and  garage,  accounting,  statistical,  and  other 
administrative  office  departments.  It  also  was  necessary  to 
provide  for  the  inclusion  on  the  profit  and  loss  statement  of  such 
charges  as  taxes,  insurance,  equipment,  repairs,  and  similar  ex- 
penses which,  while  not  incurred  directly  by  the  sales  division, 
were  deemed  to  be  chargeable  to  it. 

"Total  Selling  and  Administrative  Expense"  on  the  profit  and 
loss  statement  was  subdivided  by  the  controller  into  four  major 
groups  of  expenses:  "Total  Salesmen's  Salaries,  Expenses,  etc."; 
"Total  Shipping  Expense";  "Total  Promotion  Expense";  and 
"Total  Administrative  Expense." 

Under  the  blanket  heading  of  "Total  Salesmen's  Salaries, 
Expenses,  etc."  expenses,  after  1924,  were  subdivided  as  fol- 
lows: "General  Sales  Department — Office  Salaries  and  Wages"; 
"Salesmen's  Salaries  and  Wages";  "Salesmen's  Expenses";  "Sales 
District  Automobiles  and  Trucks";  "Sales  District  Collectors"; 
"Commissions";   "Conventions";   and  "Supplies  and  Sundries." 

"General  Sales  Department — Office  Salaries  and  Wages"  in- 
cluded the  salaries  of  the  general  sales  manager,  the  assistant 
general  sales  manager,  and  the  advertising  manager,  and  also  the 
salaries  and  wages  of  the  personnel  of  the  general  sales  office. 
The  record  of  these  expenses  was  secured  by  the  controller  from 
operating  accounts  which  he  established  for  the  accumulation  of 
such  charges  as  they  were  incurred;  they  amounted  to  less  than 
1%  of  the  company's  "Total  Selling  and  Administrative  Ex- 
pense" in  192  5. * 

"Salesmen's  Salaries  and  Wages"  included  the  salaries  regu- 

1  On  the  actual  profit  and  loss  statement  of  the  company,  expenses  were  expressed 
in  ratio  to  net  sales.  In  this  case,  however,  ratios  to  "Total  Selling  and  Adminis- 
trative Expense"  have  been  used  in  accordance  with  the  expressed  desire  of  the 
company  that  the  ratios  to  total  net  sales  be  not  disclosed. 
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larly  received  by  district  sales  managers  and  salesmen  and  the 
bonuses  and  special  prizes  which  were  distributed  from  time  to 
time.  "Salesmen's  Salaries  and  Wages"  were  accumulated  by 
the  accounting  department  from  the  disbursement  vouchers 
drawn  by  the  general  sales  office  on  the  cashier  at  the  time  the 
memorandum  salary  reports  were  received  from  the  district  sales 
managers.  They  amounted  to  less  than  7%  of  the  "Total  Selling 
and  Administrative  Expense"  for  1925. 

In  the  profit  and  loss  statements  prepared  by  the  controller 
during  the  period  from  192 1  to  1924  there  were  included  under 
the  heading  of  "Salesmen's  Expenses"  not  only  the  personal 
expenses  of  salesmen  but  also  the  salaries  and  expenses  of  such 
salesmen's  assistants  as  window  trimmers  and  canvassers.  Early 
in  1924,  however,  the  controller  of  the  company  became  con- 
vinced that  the  expense  heading  "Salesmen's  Expenses"  repre- 
sented such  a  substantial  proportion  of  the  total  selling  and 
administrative  expense  and  involved  such  a  large  amount  in  dol- 
lars that  more  detailed  subdivision  was  needed.  Accordingly, 
in  1924,  the  group  of  expenses  known  as  "Salesmen's  Expenses" 
was  subdivided,  and  separate  items  were  shown  on  the  profit  and 
loss  statement  for  "Salesmen's  Expenses";  "Window  Trimmers 
— Salaries  and  Expenses";  "Canvassers — Salaries  and  Ex- 
penses"; and  "Other  Assistants — Salaries  and  Expenses." 

This  subdivision  of  expenses  had  the  further  advantage  of 
showing  sales  promotion  costs  and  selling  costs  separately.  Un- 
der the  sales  manager's  method  of  including  as  a  part  of  sales- 
men's expenses  the  salaries  and  expenses  of  canvassers,  for 
example,  it  was  not  possible  without  special  study  of  original 
reports  to  obtain  a  complete  record  of  the  cost  of  sales  promotion 
activities.  Prior  to  the  change  in  1924,  the  cost  of  redeeming 
canvassers'  coupons  had  been  shown  by  itself,  but  the  cost  of  dis- 
tributing those  coupons  had  been  included  with  "Salesmen's 
Expenses."  With  the  subdivision  of  "Canvassers — Salaries  and 
Expenses"  on  the  profit  and  loss  statement  it  was  possible  to 
determine  the  relationship  between  the  expense  of  distributing 
canvassers'  coupons  and  the  expense  of  reimbursing  retail  grocers 
for  the  merchandise  which  they  gave  to  consumers  in  exchange 
for  the  coupons.  This  subdivision  of  the  expenses  of  salesmen's 
field  assistants  also  permitted  comparison  of  the  amounts  spent 
for  the  various  types  of  sales  promotion  activities. 
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It  was  found  that  while  "Salesmen's  Expenses"  on  the  old 
basis  amounted  to  16.2%  of  the  "Total  Selling  and  Administra- 
tive Expense"  for  the  year  1925,  on  the  subdivided  basis  "Sales- 
men's Expenses"  amounted  to  approximately  4%,  "Window 
Trimmers — Salaries  and  Expenses"  to  2%,  "Canvassers — Sal- 
aries and  Expenses"  to  almost  9%,  and  "Other  Assistants — Sal- 
aries and  Expenses"  to  l}6%  of  "Total  Selling  and  Administra- 
tive Expense"  for  that  year.  The  economical  use  of  canvassers 
became  of  particular  importance  in  the  minds  of  the  general 
officers  at  that  time,  in  view  of  the  fact  that  expense  for  sales- 
men's salaries  and  wages  amounted  to  less  than  that  for  can- 
vassers. 

The  next  subdivision  of  "Total  Salesmen's  Salaries,  Expenses, 
etc."  on  the  profit  and  loss  statement  was  that  for  "Sales 
District  Automobiles  and  Trucks."  The  reporting  of  expense 
for  automobiles  and  trucks  used  in  the  sales  districts  has  been 
described;  as  the  reports  were  received  at  the  general  sales  office 
they  were  referred  to  the  automobile  department.  In  that  depart- 
ment the  operating  costs,  including  insurance,  taxes,  and  depre- 
ciation, were  accumulated  for  all  transit  facilities  of  the  company; 
the  accounts  were  so  classified,  however,  that  at  the  end  of  the 
accounting  period  it  was  possible  to  secure  a  separate  total  for 
the  expenses  reported  by  district  sales  managers  as  contrasted 
with  the  other  expenses  of  the  department.  The  heading  "Sales 
District  Automobiles  and  Trucks"  represented  expenses  for 
automobiles  used  by  salesmen  and  by  the  sales  promotion  force, 
and  expenses  for  the  company's  trucks  used  in  sales  districts  in 
delivering  merchandise.  Expenses  for  automobiles  used  by  sales- 
men and  their  sales  promotion  assistants  were  deemed  to  fall 
naturally  under  the  group  designation  of  "Total  Salesmen's 
Salaries,  Expenses,  etc.";  in  the  case  of  owned  delivery  trucks 
this  classification  was  thought  to  be  logical  because  delivery 
trucks  were  used  principally  as  a  part  of  the  program  of  direct 
sales  to  retailers  and  were  in  extensive  use  only  at  direct  selling 
points;  expense  for  delivery  trucks  included  the  wages  of  drivers. 
"Sales  District  Automobiles  and  Trucks"  in  1925  amounted  to 
ij4%  of  the  "Total  Selling  and  Administrative  Expense"  of  the 
company.  Expense  incurred  for  hired  delivery  service  was  not 
included  under  this  heading. 

"Sales  District  Collectors"  on  the  profit  and  loss  statement 
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represented  the  salaries  and  expenses  of  the  collectors  employed 
at  direct  selling  points  as  well  as  credit  department  expense  in- 
curred in  the  district  credit  offices.  This  heading  amounted  to 
nearly  2%  of  the  "Total  Selling  and  Administrative  Expense" 
of  the  company  in  1925. 

The  heading  "Commissions"  on  the  profit  and  loss  statement 
represented  principally  commissions  to  brokers.  The  company 
had  begun  to  use  brokers  in  1923  primarily  for  the  purpose  of 
securing  a  wider  distribution  of  some  of  its  products,  particularly 
in  sections  where  it  had  not  as  yet  established  its  own  sales  per- 
sonnel. In  1925  less  than  y2  of  1%  of  the  "Total  Selling 
and  Administrative  Expense"  was  represented  by  "Commis- 
sions." The  record  of  that  expense  was  secured  for  the  profit 
and  loss  statement  directly  from  the  accounts  maintained  on 
the  books  of  the  company  with  each  of  the  brokers. 

It  was  a  policy  of  the  company  to  hold  at  intervals  of  several 
years  conventions  of  salesmen  at  which  the  sales  policies  of  the 
company  were  discussed.  The  expense  involved  in  such  con- 
ventions was  material  in  view  of  the  fact  that  the  250  salesmen 
in  the  employ  of  the  company  all  attended  them.  The  heading 
"Conventions"  was  placed  on  the  profit  and  loss  statement  to 
avoid  confusion  of  that  expense  with  expenses  which  were  in- 
curred regularly.  The  conventions  were  intended  as  a  direct 
aid  to  the  sales  activities  of  the  company. 

The  remaining  expense  heading  in  the  "Total  Salesmen's 
Salaries,  Expenses,  etc."  group,  "Supplies  and  Sundries,"  repre- 
sented a  number  of  accounts  maintained  on  the  books  of  the  com- 
pany. This  heading  included  not  only  the  cost  of  supplies  and 
sundries  for  sales  offices  and  salesmen,  but  also  the  cost  of 
repairs  to  furniture  and  equipment  in  the  general  and  the  district 
sales  offices,  the  original  cost  of  such  furniture  and  equipment, 
and  other  incidental  expenses  incurred  directly  for  either  the  gen- 
eral sales  office  or  the  district  sales  offices.  Purchases  of  furni- 
ture and  equipment  were  charged  to  expense;  they  were  not 
capitalized  and  shown  on  the  balance  sheet. 

The  next  group  of  expenses  on  the  profit  and  loss  statement 
was  "Total  Shipping  Expense."  Figures  were  shown  separately 
for:  "Freight  Outgoing,"  "Rent,  Storage,  and  Insurance,"  "Traf- 
fic and  Shipping,"  and  "Stable  and  Garage." 

The  heading  "Freight  Outgoing"  represented  expense  incurred 
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by  the  company  in  transporting  its  merchandise  either  from  the 
factory  to  the  district  warehouses  or  to  the  cities  in  which  cus- 
tomers were  located.  It  also  included  delivery  expense  for  the 
use  of  hired  truckage,  although  in  1926  the  controller  was  con- 
templating the  advisability  of  including  this  expense  with  that 
for  the  company's  own  delivery  equipment.  "Freight  Outgoing" 
on  the  profit  and  loss  statement  amounted  to  approximately 
15%   of  the   "Total   Selling  and  Administrative  Expense"   for 

1925. 
The  "Rent,  Storage,  and  Insurance"  heading  covered  charges 

incurred  for  warehousing  and  insuring  the  company's  products 
at  points  other  than  the  factory  warehouse.  The  heading  also 
frequently  included  the  rent  of  district  sales  offices,  which,  how- 
ever, was  small.  This  group  of  expenses  amounted  to  less  than 
2%  of  the  "Total  Selling  and  Administrative  Expense"  in  1925. 

"Traffic  and  Shipping"  consisted  of  salaries  and  expenses  for 
the  traffic  department  and  wages  and  expenses  for  the  shipping 
department,  including  packing  materials.  This  expense  amounted 
to  slightly  over  3%  of  the  "Total  Selling  and  Administrative 
Expense"  in  1925. 

The  heading  "Stable  and  Garage"  on  the  profit  and  loss  state- 
ment represented  the  expense  for  transportation  facilities  owned 
by  the  company  and  maintained  at  the  factory — that  expense 
for  company-owned  transportation  facilities,  in  other  words, 
which  was  not  included  under  "Sales  District  Automobiles  and 
Trucks."  In  addition  to  the  expense  of  transportation  facilities 
used  in  shipping  the  company's  merchandise  it  included  all  over- 
head charges  incurred  in  the  maintenance  of  the  company's 
garage.  This  heading  accounted  for  approximately  2%  of  the 
"Total  Selling  and  Administrative  Expense"  in  1925. 

The  next  group  of  expenses  on  the  profit  and  loss  statement 
was  known  as  "Total  Promotion  Expense."  This  expense  was 
subdivided  into  "General  Advertising"  and  "Coupons."  "Gen- 
eral Advertising"  covered  all  expenses  for  advertising,  including 
local  advertising  done  within  the  sales  districts  as  well  as  all 
newspaper,  magazine,  street-car  card,  poster,  and  other  adver- 
tising prepared  and  placed  by  the  advertising  department  in  the 
general  sales  offices.  This  expense  amounted  to  almost  one-third 
of  the  "Total  Selling  and  Administrative  Expense"  of  the  com- 
pany in  1925. 
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The  heading  "Coupons"  represented  the  same  charges  as  those 
shown  under  that  heading  on  the  cost-to-sell  reports  of  the  gen- 
eral sales  manager — that  is,  the  expense  to  the  company  of  re- 
deeming the  coupons  accepted  by  retailers  from  consumers.  This 
expense  amounted  to  approximately  12%  of  the  "Total  Selling 
and  Administrative  Expense"  in  1925. 

The  final  group  of  expenses  on  the  profit  and  loss  statement 
was  known  as  "Total  Administrative  Expense"  and  was  shown 
under  two  headings:  "Administrative-Office"  and  "Executive." 
"Administrative-Office"  expense,  amounting  to  approximately 
■2%  of  "Total  Selling  and  Administrative  Expense"  in  1925, 
covered  the  expenses  for  all  general  offices,  such  as  the  account- 
ing, stastistical,  order,  credit,  billing,  customers'  ledger,  and 
mailing,  which  could  not  be  charged  directly  to  any  of  the  ac- 
counts previously  described.  The  general  sales  office  was  located 
in  a  building  owned  by  the  company  and  no  rent  was  charged  to 
the  sales  department  for  its  use.  Similarly,  district  sales  offices 
which  occupied  property  owned  by  the  company  were  charged 
no  rental.  A  building  account  was  maintained  as  a  part  of  the 
"Administrative  Office  Expense,"  to  which  were  charged  insur- 
ance, repairs,  and  maintenance  expenses  on  buildings  owned  by 
the  company.  "Executive  Expense,"  amounting  to  less  than 
y2  of  1%  of  "Total  Selling  and  Administrative  Expense,"  covered 
the  salaries  of  the  executives  who  were  not  engaged  in  the 
manufacturing  activities  of  the  company. 

In  accordance  with  the  classification  of  expenses  outlined,  the 
controller  prepared  the  quarterly  profit  and  loss  statement  for 
the  total  operations  of  the  company,  which  showed  in  dollars 
and  in  ratio  to  net  sales  the  data  for  each  of  the  headings  listed 
in  Exhibit  11,  for  the  current  quarter,  for  the  year  to  date,  and 
for  corresponding  periods  of  the  preceding  year. 

The  quarterly  profit  and  loss  statement  and  analysis  of  results 
prepared  by  the  controller  usually  was  in  the  hands  of  the  mem- 
bers of  the  executive  committee  approximately  45  days  after  the 
close  of  the  fiscal  period,  although  most  of  the  basic  data  were 
available  in  30  days.  The  relatively  slow  compilation  of  this 
complete  accounting  report  as  contrasted  with  the  general  sales 
manager's  specialized  cost-to-sell  reports  resulted  from  the  neces- 
sity of  closing  the  books  for  the  period,  compiling  and  summariz- 
ing the  inventories,  making  the  quarterly  expense  distribution, 
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Exhibit   ii 
Profit  and  Loss  Statement 


MANUFACTURING    COST    AND    EXPENSE 

Manufacturing  Accounts  in  detail,  including: 
Purchases  of  Raw  Materials 
Direct  and  Indirect  Manufacturing  Expense 

( including  Factory — Administrative) 
Inventory  Adjustments 

Total  Manufacturing  Costs  and  Expenses 

SELLING  AND  ADMINISTRATIVE  EXPENSE 

General  Sales  Office — Salaries  and  Wages 
Salesmen's  Salaries  and  Wages 
Salesmen's  Expenses 
Canvassers — Salaries  and  Expenses 
Window  Trimmers — Salaries  and  Expenses 
Other  Assistants — Salaries  and  Expenses 
Sales  District  Automobiles  and  Trucks 
Sales  District — Collectors 
Commissions 
Conventions 
Supplies  and  Sundries 
Total  Salesmen's  Salaries,  Expenses,  etc. 

Freight  Outgoing 
Rent,  Storage,  and  Insurance 
Traffic  and  Shipping 
Stable  and  Garage 
Total  Shipping  Expense 

General  Advertising 
Coupons 
Total  Promotion  Expense 

Administrative — Office 
Executive 
Total  Administrative  Expense 

Total  Selling  and  Administrative  Expense 
Net  Profit  or  Loss 
Net  Sales 


and  analyzing  the  results.  By  quarterly  expense  distribution  was 
ment  the  distribution  of  expenses  from  the  accounts  in  which  they 
were  accumulated,  such  as  "Rent,"  "Insurance,"  and  "Taxes," 
for  instance,  to  the  departmental  accounts,  such  as  "Accounting," 
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"Statistical,"  "Advertising,"  and  "Traffic,"  and  eventually  to  the 
summary  accounts  as  they  appeared  on  the  profit  and  loss  state- 
ment. According  to  the  plan  in  effect  in  1926,  the  accounting 
department  did  not  keep  accounts  of  individual  expenses  sepa- 
rately by  sales  districts;  each  account  included  the  expense  for 
the  company  as  a  whole.  The  adjustment  of  inventory  data  and 
the  fact  that  the  profit  and  loss  statement  was  compiled  from 
regular  ledger  accounts  which  necessitated  balancing  were  stated 
as  the  principal  reasons  for  the  difference  of  10  days  between 
the  time  required  for  preparation  of  the  cost-to-sell  report  of  the 
general  sales  manager  and  the  availability  of  the  basic  data  of 
sales  cost  for  the  company  as  a  whole  as  shown  by  the  profit  and 
loss  statement. 

For  the  profit  and  loss  statement  which  represented  the  oper- 
ations of  the  company  as  a  whole  no  problem  of  proration  to 
the  product  group  departments  was  involved  in  recording  sell- 
ing and  administrative  expense.  As  stated,  however,  the  manu- 
facturing operations  of  the  company  were  carried  on  by  two 
separate  product  group  departments,  and  factory  costs  and  ex- 
penses were  compiled  for  each.  The  relation  of  production  costs 
to  sales  for  the  products  of  each  department  varied  distinctly 
during  a  given  operating  period  and  accordingly  it  was  desirable 
to  measure  the  relative  profitableness  of  the  two  departments. 
It  was  decided  that  this  could  be  done  by  prorating  the  "Total 
Selling  and  Administrative  Expense"  to  the  product  group  de- 
partments and  preparing,  not  a  formal  profit  and  loss  state- 
ment, but  a  so-called  expense  encyclopedia  which  would  show 
separately  for  each  product  department  the  ratios  existing  be- 
tween sales  and  selling  and  administrative  expenses,  as  well  as 
between  sales  and  factory  costs  and  expenses.  It  was  recog- 
nized, in  view  of  the  fact  that  no  separation  was  made  for  the 
product  group  departments  in  the  sales  organization,  that  such 
prorations  of  selling  and  administrative  expenses  of  necessity 
must  be  arbitrary.  For  a  few  items  of  expense  shown  on  the 
profit  and  loss  statement  it  was  possible  to  secure  records  of 
direct  charges  for  the  products  of  the  two  departments.  In  the 
case  of  "Freight  Outgoing"  and  "Storage  and  Insurance,"  for 
instance,  charges  could  be  allocated  to  the  product  group  de- 
partments on  the  basis  of  actual  tonnage  involved;  expenses  for 
"Commissions"  also  were  shown  separately  by  products.     In 
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general,  however,  the  expenses  were  prorated  to  the  product 
group  departments  on  the  basis  of  net  sales.  In  the  expense 
encyclopedia  book  maintained  in  the  controller's  office  there  were 
shown  for  each  operating  period  the  ratios  to  net  sales  by  product 
group  departments  of  each  of  the  headings  on  the  profit  and  loss 
statement. 

In  1926  the  controller  stated  that  it  had  been  his  conviction 
for  several  years  that  quarterly  profit  and  loss  statements 
should  be  prepared  by  his  department  for  each  of  the  company's 
sales  districts.  It  was  his  opinion  that  the  general  officers  and 
directors  of  the  company  should  have  available  for  each  district 
not  only  the  information  shown  on  the  cost-to-sell  reports  of  the 
general  sales  manager  but  also  those  data  which  were  excluded 
from  the  cost-to-sell  reports  but  shown  on  the  profit  and  loss 
statements.  For  instance,  expenses  such  as  "Freight  Outgoing" 
and  "Storage  and  Insurance,"  which  were  incurred  for  each  sales 
district,  should  be  shown  in  relation  to  the  sales  of  that  district. 
The  controller  hoped  that  eventually  the  control  division  would 
take  over  the  work  of  compiling  records  which  at  that  time  were 
accumulated  in  the  general  sales  office.  He  argued  that  sales 
and  sales  expense  reports,  even  though  used  only  for  controlling 
district  sales  activities,  should  be  tied  in  with  the  accounting 
records  of  the  company  and  that  all  accounting  and  statistical 
reports  should  be  centralized  in  the  one  control  division.  He 
was  convinced  that  with  his  program  in  operation  less  confusion 
would  result  from  discrepancies  between  different  sets  of  records 
and  that  facility  of  control  on  the  part  of  the  general  sales  man- 
ager would  be  strengthened  rather  than  weakened.  He  admitted 
that  at  the  outset  a  slightly  longer  time  would  be  required  for 
the  preparation  of  such  reports,  but  he  believed  that  when  the 
system  had  been  developed  the  reports  could  be  prepared  by  the 
control  division  almost  as  rapidly  as  they  then  were  prepared 
by  the  sales  manager's  office. 

On  several  occasions  the  controller  had  suggested  to  the  direc- 
tors that  quarterly  profit  and  loss  statements  should  be  estab- 
lished by  sales  districts.  Decision  on  this  suggestion  had  been 
delayed,  however,  since  the  records  of  the  general  sales  manager 
furnished  him  adequate  information  for  sales  control,  and,  when 
supplemented  by  the  profit  and  loss  statement,  afforded  suffix 
cient  data  for  use  by  the  general  officers  and  directors. 
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Was  the  controller's  classification  of  selling  and  administra- 
tive expenses  satisfactory? 

Should  the  reports  for  the  general  sales  manager  and  for  the 
district  sales  managers  have  been  compiled  in  the  controller's 
department  or  in  the  sales  department? 

Should  "orders  received"  or  "billings"  have  been  used  as  the 
basis  for  comparisons  on  the  sales  manager's  reports? 


2.    TiNKHAM,  LlTTELL,  INC. 
SALES  ORGANIZATION 

Tinkham,  Littell,  Inc.,  decided  in  191 8  to  consolidate  the 
sales  forces  and  sales  branches  for  its  seven  lines  in  order  to 
eliminate  duplication  of  sales  effort.  The  firm  originally  manu- 
factured one  line  and  later  purchased  plants  making  six  other, 
unrelated  lines  of  products.  The  following  table  indicates  the 
classes  of  customers  and  the  number  of  sales  branches  main- 
tained for  each  product  prior  to  191 6: 

Number  of 
Products  Customers  Sales  Branches 

A        Coal,  iron   and  copper  mines,   stone   quarries,   public 

utilities,  railroads,  etc 12 

B        60%  automobile  manufacturers,  40%  toilet  goods  and 

specialty  manufacturers    5 

C        Automobile  and  furniture  manufacturers 3 

D        Wholesalers    4 

E        Large  manufacturers  2 

F        Cotton  mills  and  other  textile  plants 2 

G        Paint   manufacturers    _4 

Total  number  of  branches 32 

For  several  years  the  company  had  been  dissatisfied  with  what 
appeared  to  be  costly  duplication  of  sales  effort;  separate  sales 
branches  were  operated  for  marketing  each  of  the  seven  groups 
of  products.  In  Chicago,  for  example,  there  were  five  separate 
offices,  each  with  a  sales  force  for  a  single  line  of  products  of 
Tinkham,  Littell,  Inc.  The  organization  prior  to  191 8  is  indi- 
cated in  Exhibit  1.    It  was  a  segregated  sales  organization.1 

1See  also  Wellfleet  Company,  page  57;  The  Big  Packers,  page  187;  Rice  Motor 
Company,  page  246;  Intervale  Supply  Company,  page  27s;  Child  Steel  Company, 
page  243;  National  Rock  Drill  Company,  page  258. 
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Exhibit  1:     Organization  prior  to  1918. 

Each  of  the  seven  lines  of  products  was  sold  by  a  separate  sales 
organization,  with  a  vice-president  in  charge.  Control  of  pro- 
duction was  separated  from  control  of  sales  for  each  line  of 
products.  A  director  of  sales  at  the  home  office  controlled  the 
branches.  Each  branch  manager  was  an  expert  in  the  product 
sold  by  his  branch,  and  salesmen  were  specialists  in  one  line.  A 
customer  who  purchased  more  than  one  line  of  products  from  the 
company  gave  his  orders  for  one  product  to  a  salesman  from  one 
branch  and  his  orders  for  other  products  to  salesmen  from  other 
branches.  When  the  company  wished  to  compete  for  business  in 
a  small  industrial  center  where  there  was  only  one  user  of  a  line 
of  products,  it  sent  a  special  salesman  to  the  prospective  cus- 
tomer, and  this  salesman  did  not  deal  with  buyers  of  other  lines 
of  products;  other  representatives  of  the  company  were  sent  to 
the  same  community  to  sell  other  lines  of  products. 

Executives  of  the  company  desired  to  save  expense  by  elimi- 
nating visits  by  separate  salesmen  to  individual  buyers  who  pur- 
chased more  than  one  line  and  by  consolidating  under  one  sales- 
man the  work  of  selling  the  various  products  in  a  small  town. 
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It  was  decided  to  experiment  in  the  Jamestown  district. 
Jamestown  was  chosen  because  it  was  a  district  with  an  average 
volume  of  sales  and  a  good  diversification  of  industries.  The 
branches  for  the  several  products  in  that  district  consequently 
were  consolidated  into  one  branch  office  under  one  general  sales 
manager,  and  the  task  of  selling  the  various  products  among 
average-  and  small-sized  customers  was  given  to  salesmen  of  whom 
each  then  sold  all  seven  lines  of  products.  Specialists  still  were 
retained  to  solicit  orders  from  the  large  users  of  each  line  of 
products. 

The  experiment  apparently  was  a  success.  It  resulted  in  an 
increase  in  the  total  volume  of  sales  and  in  the  development  of 
new  accounts.  Several  industrial  firms  which  before  the  ex- 
periment had  bought  only  one  product  from  the  company  became 
purchasers  of  more  than  one  line.  The  reason  for  this  usually 
was  that  the  volume  of  purchases  in  the  extra  lines  was  so  small 
that  under  the  original  organization  it  had  not  been  advisable 
for  salesmen  in  those  lines  to  solicit  such  business.  Salesmen 
were  enabled  to  call  upon  customers  whose  annual  purchases  in 
a  single  line  were  not  large  enough  to  warrant  a  call  under  the 
original  plan,  but  whose  combined  purchases  were  sufficient  to 
justify  a  salesman's  attention  under  the  new  plan. 

Because  of  its  success  in  the  Jamestown  district,  the  principle 
of  the  plan  was  adopted  as  a  national  policy  in  191 8.  The 
branch  office  organization  and  the  field  plans  of  each  district  had 
to  be  adapted  to  territorial  conditions,  but  in  general  the  new  plan 
was  as  indicated  in  Exhibit  2. 

Under  the  Jamestown  plan,  the  marketing  of  all  the  seven 
lines  of  products  was  centralized  in  the  general  director  of  sales. 
Under  the  original  organization,  the  seven  directors  of  sales — 
one  for  each  line  of  products — each  had  reported  to  a  different 
vice-president,  in  charge  of  one  line  of  products.  Under  the  James- 
town plan,  the  number  of  directors  of  sales  at  the  central  office 
was  not  changed,  but  all  seven  directors  of  sales  were  made 
responsible  to  the  general  director  of  sales  instead  of  each  direc- 
tor of  sales  being  responsible  to  a  vice-president  in  charge  of  sales 
of  the  particular  line. 

The  plan  provided  for  the  centralization  in  each  district  of  all 
sales  supervision  and  control  for  all  seven  lines  of  products  in 
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Exhibit  2:     Organization  of  field  districts  adopted  in  1918. 

one  branch  office.  The  immediate  result  was  the  reduction  in 
the  number  of  branch  offices  from  32  to  13. 

Under  the  Jamestown  plan,  the  consolidated  salesmen,  who 
sold  all  seven  lines  of  products,  were  expected  to  eliminate  dupli- 
cation of  sales  effort.  These  salesmen  called  on  customers  whose 
total  purchases  in  any  line,  including  purchases  from  competi- 
tors of  Tinkham,  Littell,  Inc.,  were  large  enough  to  justify  either 
one  or  two  calls  a  year.  Special  salesmen  were  retained  at  the 
branches  to  sell  single  lines  to  customers  whose  total  volume  of 
purchases  in  a  line  from  all  sources  was  large  enough  to  justify 
from  four  to  six  calls  a  year. 

Although  the  experiment  in  the  single  district  indicated  that 
the  plan  had  advantages,  it  did  not  succeed  as  a  national  sales 
policy.    Soon  after  the  adoption  of  the  Jamestown  plan,  reports 
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came  from  three  of  the  large  branches  that  because  of  unfamil- 
iarity  with  the  technical  qualities  and  uses  of  such  varied  prod- 
ucts, one  salesman  could  not  successfully  sell  the  seven  special- 
ized lines  of  products.  Unless  the  purchases  of  a  customer  were 
large  enough  to  place  him  under  a  special  salesman,  he  did  not 
receive  highly  skilled  technical  advice  until  the  consolidated 
salesman  got  into  difficulty  and  sent  for  a  special  salesman.  It 
appeared,  furthermore,  that  different  types  of  salesmen  were 
needed  to  sell  to  different  types  of  buyers.  The  best  man  to  sell 
to  buyers  of  "A"  products  was  not  always  the  best  man  to  sell  to 
buyers  of  other  lines.  It  was  discovered  also  that  consolidated 
salesmen  frequently  had  favorite  lines  of  products  which  they 
pushed  to  the  neglect  of  other  lines.  This  tended  to  show,  inci- 
dentally, the  line  of  products  for  which  each  salesman  was  best 
adapted  and  indicated  that  several  salesmen  had  been  in  wrong 
lines  under  the  original  plan. 

Another  weakness  of  the  Jamestown  plan,  it  was  concluded, 
was  the  centralization  of  sales  authority  in  a  general  director 
of  sales,  with  a  subdivision  of  this  authority  among  seven  subordi- 
nate executives  called  directors  of  sales,  together  with  the  further 
delegation  of  authority  from  all  seven  of  these  men  to  the  central- 
ized management  of  each  branch.  The  manager  of  a  branch  was 
responsible  for  the  sales  of  the  specialists  who  sold  only  their  re- 
spective lines  and  also  for  the  sales  of  the  consolidated  salesmen 
who  sold  all  seven  lines  of  products.  The  problems  of  supervision 
of  the  consolidated  salesmen  by  the  branch  manager  and  their  dif- 
ficulties in  selling  were  increased  by  the  fact  that,  in  general,  each 
line  of  products  was  used  in  a  separate  industry.  The  attempt 
to  control  the  sale  of  seven  unrelated  products  through  one 
branch  manager  who  received  his  authority  from  seven  directors 
of  sales,  had  resulted  in  confusion  in  several  branches.  Under 
this  plan,  the  company  was  unable  to  attach  responsibility  to  the 
individual  salesmen  for  changes  in  the  volume  of  sales. 

In  order  to  carry  out  the  Jamestown  program  of  intensive 
efforts  to  secure  small  orders,  it  was  necessary  to  increase  the 
sales  force  rather  than  to  reduce  it  as  had  been  anticipated.  It 
was  found  that  there  was  no  economy  even  in  floor  space  used 
for  branch  offices.  In  the  three  largest  branches  new  officials 
had  to  be  appointed  for  administrative  purposes,  and  the  dupli- 
cation of  sales  supervision  increased  selling  costs.    Despite  the 
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elimination  of  19  branches,  the  percentage  of  selling  costs  to  net 
sales  rose  and  the  percentage  of  net  profit  decreased,  but  the 
amount  of  total  profit  in  dollars  and  cents  increased  during  the 
operation  of  the  Jamestown  plan  because  of  an  increase  in  the 
aggregate  volume  of  business. 

Another  objection  to  the  Jamestown  plan  was  double  solicita- 
tion of  customers  on  the  part  of  the  consolidated  salesmen  and 
the  specialists.  A  consolidated  salesman,  for  example,  calling 
upon  a  prospect  whose  requirements  in  a  particular  line  pre- 
viously had  not  been  developed,  might  secure  an  order  large 
enough  to  place  him  in  the  class  of  customers  reserved  for  the 
special  salesmen.  It  also  developed  that  a  firm  in  some  instances 
was  a  buyer  of  more  than  one  line  of  the  company's  products 
and  was  in  different  classes  for  the  different  lines. 

These  difficulties  with  the  administration  of  the  Jamestown 
plan  of  organization  led  several  executives  of  Tinkham,  Littell, 
Inc.,  to  conclude  that  it  should  be  discarded  and  the  original 
sales  organization  restored.  Company  opinion  was  divided.  The 
old  organization  had  been  unsatisfactory  because  of  the  costly 
duplication  of  sales  effort.  Yet  responsibility  could  be  placed 
definitely  under  a  system  organized  according  to  products;  each 
salesman  was  responsible  for  the  sale  of  his  line  in  his  territory; 
straight  lines  of  authority  ran  directly  from  the  president  to  the 
salesmen.  It  was  anticipated,  however,  that  an  abandonment 
of  the  Jamestown  plan  might  have  a  bad  effect  upon  the 
morale  of  the  sales  organization.  If  the  company  went  back 
to  the  old  plan,  it  would  be  necessary  in  the  three  largest 
branches  to  demote  officials  who  had  been  appointed  for  ad- 
ministrative work,  unless  they  could  be  made  branch  managers 
for  individual  lines  of  products.  Further  objection  to  its  dis- 
continuance came  from  those  districts  in  which  a  large  volume 
of  small  orders  had  been  developed.  In  those  fields  the  company 
had  not  been  able  to  develop  small-order  business  under  the  old 
plan,  but  the  Jamestown  plan  had  been  successful  in  reaching 
small  buyers.  It  had  enabled  the  company  to  serve  small  cus- 
tomers whose  annual  purchases  of  one  line  were  not  large  enough 
to  warrant  a  salesman's  visit  under  the  original  plan,  and  to 
develop  new  accounts  with  customers  whose  purchases  in  some 
lines  were  too  small  to  warrant  calls  by  salesmen  of  those  lines. 
Although  the  ratio  of  selling  costs  to  sales  had  risen,  it  was 
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pointed  out  by  the  proponents  of  the  Jamestown  plan  that  it  had 
been  used  during  a  period  of  extraordinary  fluctuations  in  busi- 
ness conditions  and  that  as  business  showed  further  improve- 
ment, the  percentage  of  selling  costs  might  be  expected  to  de- 
cline, because  the  organization  would  not  have  to  be  expanded 
proportionately  to  handle  the  increase  in  volume  of  sales.  As 
they  stated,  the  Jamestown  plan  was  instituted  at  a  time  when 
all  costs  had  risen  to  abnormal  heights  and  were  still  rising.  In 
192 1,  when  its  discontinuance  was  suggested,  the  volume  of 
sales  was  low,  and  the  costs  of  labor  and  supervision  were  rela- 
tively high.  In  addition,  the  system  had  been  costly  to  install; 
buyers  had  become  familiar  with  it;  and  it  was  feared  that  an- 
other change  would  suggest  to  the  trade  that  the  company's 
organization  had  become  unwieldy. 

In  October,  192 1,  however,  the  company  decided  to  go  back 
to  a  modification  of  the  original  organization,  as  shown  by 
Exhibit  3. 
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Exhibit  3:    Modification  of  original  organization  adopted  in  October,  192 1. 

The  third  plan  concentrated  control  of  manufacture  and  sale 
of  each  line  in  one  individual.  It  coincided  with  the  original 
plan  in  that  it  decentralized  the  sales  control  of  all  lines  and 
operated  the  branches  and  field  forces  for  each  line  separately, 
thus  doing  away  with  the  consolidated  offices  and  consolidated 
salesmen.  It  made  necessary  the  reopening  of  several  branches 
which  had  been  closed  after  the  introduction  of  the  Jamestown 
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plan.     Under  the  third  plan,  each  salesman  sold  only  one  prod- 
uct in  a  specified  territory  for  which  he  was  responsible. 


3.  Excelsior  Company 
sales  organization 

Since  its  small  customers  apparently  were  not  receiving  ade- 
quate personal  attention,  the  Excelsior  Company,  which  manu- 
factured writing  papers,  proposed  to  change  the  administrative 
organization  as  a  means  of  improving  the  situation. 

In  19 19  the  Excelsior  Company  was  marketing  its  products 
in  practically  all  parts  of  the  United  States.  It  sold  directly  to 
retailers  and  also  to  wholesalers;  the  sales  to  wholesalers  were 
incidental,  for  the  company  intended  to  develop  its  market  pri- 
marily among  retailers.  About  40%  of  the  sales  were  made  to 
customers  who  bought  in  large  quantities.  Most  of  those  cus- 
tomers were  regular  patrons  of  the  company,  but  among  the 
large  number  of  firms  which  bought  in  small  quantities  there  was 
frequent  change.  Many  small  firms  which  previously  had  been 
customers  no  longer  were  purchasing  from  the  company. 

The  company  had  sought  to  emphasize  a  policy  of  fair  treat- 
ment to  all  its  customers.  Nevertheless,  in  the  sales  department 
and  also  in  the  credit  and  shipping  departments  more  personal 
attention  had  been  given  to  large  customers  than  to  small  cus- 
tomers. 

When  the  rapid  turnover  among  customers  buying  in  small 
quantities  came  to  the  attention  of  the  executives,  the  sales,  credit, 
claims  and  grievances,  and  shipping  departments  all  were  organ- 
ized functionally.  The  claims  and  grievances  for  all  customers, 
for  example,  were  handled  directly  and  exclusively  by  a  single 
department,  and  all  collections  were  made  directly  by  the  credit 
department.  The  company  had  planned  to  carry  this  specializa- 
tion of  functions  further  as  the  organization  expanded. 

In  order  to  improve  the  service  given  small  customers,  how- 
ever, the  company  decided  that  the  sales  office  should  be  reor- 
ganized with  territorial  rather  than  functional  specialization. 
According  to  this  plan,  the  hiring  and  control  of  all  salesmen  for 
all  territories  was  to  be  centralized  under  one  head.    Advertising 
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also  was  to  be  centralized,  and  there  was  to  be  a  single  credit 
department.  The  country  was  to  be  divided  into  territories,  and 
each  territory  was  to  be  assigned  to  one  man  in  the  sales  depart- 
ment. For  his  territory  he  was  to  have  charge  of  the  routine 
supervision  of  salesmen,  of  claims  and  grievances,  and  of  all 
correspondence  with  customers.  In  dealing  with  matters  such  as 
credit,  he,  of  course,  was  to  be  guided  by  the  decisions  of  the 
credit  department,  but  no  department  other  than  the  territorial 
sales  department  was  to  be  permitted  to  communicate  directly 
with  individual  customers  except  in  the  case  of  delinquent  ac- 
counts to  which  severe  collection  methods  were  to  be  applied. 


4.  Roark  Saw  Works 
control  of  sales  branches 

The  management  of  the  Roark  Saw  Works  decided  to  estab- 
lish sales  branches  at  n  points.  For  25  years  the  company  had 
maintained  shops  for  repairing  and  revamping  saws  in  seven 
cities  which  were  wood  and  metal  working  centers.  In  the  normal 
usage  of  circular  saws  it  was  necessary  to  rework  and  rehammer 
them.  If  the  speed  at  which  the  saw  was  to  be  used  was  in- 
creased, the  saw  must  be  hammered  in  order  for  it  to  withstand 
the  higher  speed.  Reworking  saws  required  skillful  mechanics, 
and  the  company  judged  that  the  service  of  Roark  saws  would 
be  bettered  if  this  work  were  done  by  trained  employees  of  the 
company  rather  than  by  the  small  repair  shops.  The  new  plan 
provided  for  stocks  to  be  carried  in  each  shop  and  for  the 
establishment  of  four  new  branches.  The  decision  to  establish 
sales  branches  was  caused  by  the  inattention  of  agents  and 
wholesalers,  the  activity  of  competitors'  branches,  the  demand 
for  service  in  estimating  mill  requirements  on  special  orders,  and 
especially  by  the  demand  for  prompt  deliveries.  Wholesalers 
did  not  desire  to  stock  large  saws,  because  orders  for  them  were 
infrequent,  specifications  varied,  and  their  cost  was  high.  A 
circular  saw  of  60-inch  size  cost  $250.  The  price  of  large  band 
saws  ranged  from  $350  to  $500  each.  Four  of  the  repair  shops 
in  reality  had  become  branches  before  the  management  was 
cognizant  of  the  transition.    The  managers  of  these  shops  from 
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time  to  time  had  requested  that  small  saws,  such  as  handsaws 
or  keyhole  saws,  be  sent  to  the  shops  in  order  to  solicit  specific 
orders  for  which  competition  was  keen  and  immediate  delivery- 
required.  In  this  way  small  inventories  had  been  built  up  at 
these  shops.  The  intensity  of  competition  with  two  other  large 
saw  makers  caused  frequent  demands  for  special  concessions 
by  the  managers  of  these  shops. 

The  Roark  line  consisted  of  a  large  number  of  saws.  In  small 
sizes  there  were  over  3,600  models,  including  handsaws,  coping 
saws,  keyhole  saws,  hack  saws,  and  floor  saws,  which  varied  in 
size  and  number  of  teeth  to  the  inch.  Many  combinations  were 
made  in  fitting  the  saws  with  handles.  Although  the  most  com- 
mon woods  were  apple  and  mahogany,  rosewood  also  was  used. 
Large  saws  were  made  in  circular  and  band  models.  The  major 
portion  of  the  large  saw  business  was  special  orders  for  specific 
factory  requirements.  The  Roark  line  also  contained  a  large 
number  of  saw  tools,  floor  scrapers,  and  small  woodworking  de- 
vices which  were  made  in  order  to  utilize  steel  remnants. 

It  was  evident  that  a  complete  line  of  mill  supplies  would  have 
to  be  carried  at  each  branch,  since  it  was  customary  in  the 
lumber  and  mill  business  for  a  customer  to  make  a  large  portion 
of  his  purchases  from  a  single  source  of  supply.  Competitors 
were  using  supply  lines  of  belts  and  pulleys  effectively  as  leaders 
for  the  saw  business. 

The  repair  shops  had  not  presented  a  serious  control  problem 
so  long  as  their  business  was  concerned  mainly  with  repair 
service,  but  the  new  branches  would  require  extensive  adminis- 
tration. Although  the  selection  of  the  stock  to  suit  local  needs 
was  to  be  made  by  each  branch  manager,  who  was  familiar  with 
territorial  needs,  there  was  anxiety  among  the  senior  executives 
that  this  might  lead  to  overstocking. 

The  Roark  Saw  Works  carried  25,000  accounts  on  its  books, 
of  which  17,000  were  to  be  turned  over  to  the  n  branches.  In 
order  to  lessen  the  work  of  the  managers,  it  was  proposed  to 
centralize  under  the  general  credit  manager  at  the  home  office 
all  collections  except  those  in  the  cities  in  which  the  branches 
were  located.  The  general  credit  manager  was  to  stipulate 
general  rules  for  the  branch  managers  to  follow  in  the  extension 
of  credit  to  customers.    Each  branch  manager  then  was  to  de- 
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termine  the  credit  terms  to  be  granted  to  each  customer  in 
accordance  with  these  rules.1 

Advertising  was  to  be  handled  from  the  home  office.  The  com- 
pany planned  to  continue  its  advertising  in  trade  papers  and  its 
direct-mail  solicitation.  The  reduction  in  the  branch  managers' 
duties  was  made  in  order  to  give  them  more  time  to  develop 
contacts  with  mills  and  to  assist  the  mills  in  meeting  their 
special  requirements;  the  company  deemed  it  essential  to  edu- 
cate customers  as  to  which  saws  would  best  fit  their  individual 
needs.  Hence  each  branch  manager  was  to  participate  agres- 
sively  in  consummating  sales. 

In  the  control  of  the  sales  force  it  was  decided  to  place  all 
responsibility  on  the  branch  managers.  The  company  was  to 
cooperate  in  hiring  the  salesmen,  except  for  vacancies  which 
occurred  at  distant  branches.  At  the  distant  points,  the  branch 
managers  were  to  be  given  authority  to  hire  salesmen  in  order 
that  there  be  no  risk  of  delay  in  maintaining  the  sales  force 
constantly  at  the  required  strength. 

Should  the  Roark  Saw  Works  have  centralized  collections  at 
the  home  office?  Should  a  greater  degree  of  control  over  credits 
have  been  exercised  by  the  home  office?  Should  the  quantity  and 
assortment  of  stock  to  be  carried  at  each  branch  have  been 
controlled  by  the  home  office? 


5.  Holworthy  Shoe  Company 
control  of  retail  branches 

On  February  1,  192 1,  as  a  result  of  long-term  contracts  for 
raw  materials,  overestimates  of  the  future  demand,  and  can- 
celations of  orders  by  customers,  the  Holworthy  Shoe  Company 
had  an  inventory  of  30,000  pairs  of  shoes.  In  order  to  liquidate 
this  inventory,  the  company  proposed  to  change  its  methods  of 
distributing  its  product. 

In  191 5,  Mr.  Mathew  Holworthy  had  sold  his  profitable  shoe 
repairing  business  which  operated  three  shops  in  Baltimore;  he 
had  withdrawn  his  accumulated  savings  from  the  bank,  incor- 
porated the  Holworthy  Shoe  Company,  leased  the  necessary  ma- 

1See  also  The  Big  Packers,  page  187;  Tarpon  Company,  page  365. 
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chines  from  the  United  Shoe  Machinery  Corporation,  and  begun 
manufacturing  shoes  in  a  small  Massachusetts  town  about  20 
miles  southwest  of  Boston.  The  output  of  the  company  consisted 
entirely  of  men's  staple,  unbranded  street  shoes;  in  1920,  the 
capacity  of  the  factory  was  approximately  300  pairs  per  day. 
This  output  was  sold  to  wholesalers  in  Boston,  Providence,  New 
York,  Philadelphia,  and  Baltimore.  The  shoes  were  sold  to  retail 
at  $6  to  $10  per  pair,  192 1  prices.  The  wholesalers  ordinarily 
received  a  gross  margin  of  15%  on  their  selling  prices. 

During  the  prosperous  years  of  1918  and  19 19,  the  Holworthy 
Shoe  Company  accumulated  a  surplus  on  its  financial  statement. 
The  output  of  the  factory  was  sold  far  in  advance,  and  it  became 
increasingly  difficult  to  secure  deliveries  of  raw  materials.  Con- 
sequently, several  long-term  contracts  were  placed  for  leather 
and  findings.  When  the  period  of  depression  began  in  1920, 
Mr.  Holworthy  thought  that  the  reaction  was  of  a  temporary 
character  and  that  it  would  be  the  best  policy  in  the  long  run  for 
the  factory  to  continue  operations  nearly  at  capacity  and  make 
up  the  large  stocks  of  raw  materials  on  hand  into  finished  goods. 
When  cancelations  began  to  come  in  from  customers,  the  opera- 
tions of  the  factory  were  put  on  a  half-time  basis.  Although  the 
inventory  of  finished  shoes  had  reached  the  high  point  of  30,000 
pairs  on  February  1,  1921,  the  company  was  still  in  a  fairly  se- 
cure financial  position.  In  order  to  store  this  large  number  of 
shoes,  it  had  been  found  necessary  to  rent  space  in  several  local 
warehouses. 

At  that  time  several  shoe  manufacturers  were  cutting  down 
inventories  by  means  of  bargain  sales  to  the  public  in  large  cities. 
The  Holworthy  Shoe  Company  was  unwilling  to  use  that  method 
of  reducing  its  stocks. 

In  the  latter  part  of  February,  192 1,  Mr.  Richard  Aborn,  who 
formerly  had  been  associated  with  Mr.  Holworthy  in  the  shoe 
repairing  business  and  subsequently  had  opened  a  retail  shoe 
store  at  Providence,  found  that  his  business  was  in  serious 
financial  straits.  He  appealed  to  Mr.  Holworthy  to  help  him  out. 
Seeing  a  possible  opportunity  to  gain  an  outlet  for  part  of  his 
surplus  stock,  Mr.  Holworthy  advanced  funds  to  Mr.  Aborn 
and  soon  after  took  over  the  controlling  interest  in  the  latter's 
business,  which  continued  to  operate,  however,  as  the  Richard 
Aborn  Shoe  Shop.    Mr.  Aborn  had  developed  a  reputation  in 
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Providence  for  good  medium-priced  men's  and  women's  shoes,  and 
during  the  following  two  months  a  large  quantity  of  Holworthy 
shoes  were  sold  in  the  Aborn  store;  price  reductions  were  made 
to  secure  patronage.  In  May,  1921,  Mr.  Aborn  died  suddenly. 
The  Holworthy  Shoe  Company  hired  a  man  to  take  over  the 
management  of  the  Aborn  store  in  Providence,  paying  him  a 
straight  salary. 

After  a  short  experience  with  the  Aborn  store,  it  occurred  to 
Mr.  Holworthy  that  it  might  be  a  good  plan  to  develop  a  small 
chain  of  retail  sales  branches.1  In  addition  to  the  store  in  Provi- 
dence, he  decided  to  locate  stores  in  Fall  River,  New  York, 
Newark,  Philadelphia,  Baltimore,  and  Washington.  Later,  as  the 
business  expanded,  other  cities  were  to  be  entered.  So  far  as 
possible,  the  stores  were  to  be  outside  New  England,  and  in  no 
cases  were  they  to  be  located  in  cities  with  less  than  100,000  popu- 
lation. It  was  intended  to  establish  new  stores  for  the  most  part 
rather  than  to  buy  out  existing  retail  shoe  businesses,  but  stores 
were  to  be  purchased  whenever  desirable  locations  could  not  be 
had  otherwise.  Locations  were  to  be  sought  at  or  near  the  prin- 
cipal shopping  centers.  It  was  expected  that  the  cost  for  rent 
probably  would  be  at  least  6%  of  net  sales  during  the  first 
two  or  three  years.  It  was  estimated  that  a  margin  of  25%  of 
net  sales  eventually  would  cover  all  the  expenses  of  the  chain 
and  show  a  normal  net  profit.  At  first,  women's  shoes  were 
to  be  purchased  from  other  manufacturers,  but  it  was  planned  to 
produce  them  in  the  Holworthy  factory  as  soon  as  the  success 
of  the  venture  seemed  assured.  The  advisability  of  selling  all 
shoes  at  a  single  price,  say  of  $7  per  pair,  was  considered. 

The  central  organization  for  the  stores  was  to  be  at  the  fac- 
tory in  Massachusetts;  this  organization  was  to  exercise  entire 
control  by  means  of  daily  reports  from  the  managers  of  the 
branch  stores.  By  paying  fairly  large  salaries,  it  was  hoped  to 
secure  competent  managers  who  would  require  a  minimum  of 
supervision.  It  was  planned  to  establish  a  warehouse  at  a  central 
point,  probably  in  New  Jersey,  rather  than  at  the  factory.  In 
this  warehouse  a  stock  of  each  line  was  to  be  maintained  equal  to 
the  total  stock  in  that  line  in  all  the  branch  stores  served  by 
the  warehouse.  Normally,  this  ratio  would  be  kept  constant, 
branch  managers  ordering  from  the  warehouse  in  accordance 

1  See  also  Leon  Shoe  Company,  page  77. 
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with  their  sales.  Reports  from  the  warehouse  on  shipments 
(o  retail  stores  were  to  serve  for  determining  the  production 
schedule  of  the  factory. 

Mr.  Holworthy  soon  realized  that  this  contemplated  expansion 
would  require  capital  in  excess  of  the  existing  resources  of  the 
Holworthy  Shoe  Company.  He  visited  several  investment 
bankers,  none  of  whom  offered  terms  that  suited  him.  One  of 
them,  in  fact,  frankly  advised  him  to  give  up  the  project  and 
return  to  the  former  plan  of  distribution  through  wholesalers, 
on  the  ground  that  the  capacity  of  the  factory  was  too  small  for 
the  projected  expansion,  that  the  management  had  no  experience 
in  retail  business,  and  that  in  this  case  the  wholesaler  was  the 
logical  and  legitimate  channel  of  distribution  and  the  one  in- 
volving the  least  selling  expense.  Mr.  Holworthy,  however, 
deemed  it  too  late  to  turn  back.  Although  no  steps  had  been 
taken  to  acquire  other  stores  and  the  Providence  store  was  still 
being  conducted  under  Mr.  Aborn's  name,  the  wholesalers  who 
had  been  buying  from  the  Holworthy  Shoe  Company  were  aware 
that  a  change  in  the  methods  of  distribution  was  contemplated, 
and  Mr.  Holworthy  thought  that  it  would  be  difficult  to  reestab- 
lish his  relations  with  them,  especially  under  the  business  condi- 
tions prevailing  at  that  time. 

Finally  a  retired  carpet  manufacturer,  Mr.  James  Olney,  mani- 
fested a  willingness  to  help  finance  the  new  venture  on  terms 
which  were  acceptable  to  Mr.  Holworthy.  Mr.  Olney,  however, 
was  not  certain  that  the  plans  for  this  chain-store  undertaking 
has  been  developed  in  sufficient  detail.  He  pointed  out  that  the 
Holworthy  Shoe  Company  had  been  caught  badly  at  the  peak 
of  the  rising  market  in  191 9  and  expressed  a  fear  that  the  same 
thing  might  happen  again  with  even  more  disastrous  results.  Mr. 
Holworthy,  however,  was  convinced  that  his  plan  of  automatic 
stock  balance  between  the  factory,  the  warehouse,  and  the  stores 
would  eliminate  serious  danger  of  excessive  stocks. 

6.  Largo  Company 

BROKERS 

Since  its  formation  in  19 10,  the  Largo  Company,  which  manu- 
factured mechanics'  hand  soaps  and  cleaning  preparations  at  its 
factory  in  the  Middle  West,  had  used  food  and  grocery  brokers 


420  PROBLEMS  IN  MARKETING 

The  company  paid  the  brokers  a  commission  of  5%  for  their 
ordinary  services  of  soliciting  orders  from  wholesale  grocers  and 
chain-store  companies.  In  some  instances,  however,  the  brokers 
employed  missionary  salesmen  to  call  upon  retailers,  and  on 
orders  secured  in  that  way  the  brokers'  commission  was  10%. 
On  approximately  60%  of  the  sales  made  of  its  products  by 
brokers  the  company  paid  the  5%  commission,  while  on  the 
remaining  40%  of  the  sales  made  by  brokers  the  company  paid 
the  10%  commission.  Brokers'  commissions  were  computed  on 
the  basis  of  the  list  prices  to  wholesalers  less  the  trade  discount 
and,  in  the  case  of  the  principal  product,  the  quantity  discount. 
With  a  few  exceptions,  each  broker  solicited  orders  for  the 
products  of  several  noncompeting  manufacturers. 

The  maximum  margins  and  commissions  on  a  15 -cent  pack- 
age of  the  company's  principal  product,  for  example,  were  as 
follows : 

Retail  price — unit  retail  grocery  stores  15.00    cents 
Retailer's  gross  margin  (33^%)  5.00 

List  price  to  wholesaler  10.00 
Wholesaler's  discount  (15%)  1.50 

Price  to  wholesaler  before  cash  and  quantity 

discounts  8.50 

Quantity  discount  (3%)  .255 

Price  to  wholesaler  before  cash  discount  8.245 

Cash  discount  (2%  10  days)  .165 

Net  cost  to  wholesaler  8.080 

Brokers' discount    5%  (regular  discount) 

$%  (special  discount  for  mis- 
sionary work) 
10%  based  on  price  to  wholesaler 

of  8.245  cents  .825 

Net  to  company  7-x55 

The  Largo  Company's  advertising  expense  commonly  amounted 
to  8%  of  net  sales  after  deduction  of  brokers'  commissions;  to 
this  expense  had  to  be  added  that  for  the  company's  own  sales- 
men and  the  sales  office  executive  and  clerical  expense. 

Although  the  company  depended  principally  on  brokers  to 
secure  an  adequate  volume  of  sales,  it  employed  some  salesmen 
of  its  own.  These  salesmen  worked  independently  in  developing 
territories  not  covered  by  the  brokers  and  also  in  conjunction 
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with  the  brokers  in  introducing  new  products  which  the  brokers 
had  not  sold  previously.  It  frequently  had  seemed  desirable  for 
the  company  to  use  its  own  salesmen  for  a  year  or  more  in  a 
new  territory  in  order  to  prove  the  sales  possibilities  of  Largo 
products  before  establishing  relations  with  brokers.  The  expense 
of  such  sales  efforts,  however,  seldom  was  less  than  15%  of  the 
amount  of  the  orders  secured.  In  1926  the  Largo  Company  was 
employing  20  salesmen  and  was  represented  exclusively  by  its 
own  salesmen  in  6  cities.  Those  salesmen  were  paid  straight 
salaries.  Sales  made  by  the  company's  salesmen  in  a  broker's 
territory  were  credited  to  the  broker,  and  he  was  allowed  his 
ordinary  commission  of  5%  on  such  sales. 

A  broker  usually  called  on  wholesalers  located  in  large  cities 
once  a  week  for  the  specific  purpose  of  selling  Largo  products. 
He  customarily  mentioned  the  products,  however,  whenever  he 
called  on  the  wholesalers,  which  frequently  was  several  times  a 
week,  inasmuch  as  he  usually  was  obtaining  orders  for  several 
manufacturers.  Largo  salesmen  in  new  territories  were  expected 
to  call  upon  wholesalers  in  metropolitan  districts  once  in  three 
weeks  and  upon  other  wholesalers  about  once  in  six  weeks. 
Those  salesmen  also  called  upon  a  majority  of  the  retailers  in  the 
new  territories  twice  a  year  for  the  purpose  of  doing  missionary 
work. 

Some  of  the  brokers  regularly  employed  missionary  salesmen 
to  solicit  orders  from  retailers  for  wholesalers'  accounts.  Other 
brokers  customarily  employed  missionary  salesmen  for  special 
sales  campaigns  only;  such  procedure  usually  involved  the  use 
of  missionary  salesmen  for  a  period  of  two  or  three  weeks,  during 
which  time  the  salesmen  solicited  orders  from  retail  grocers  for 
the  products  of  the  maunfacturers  represented  by  the  brokers. 
Although  such  free-lance  missionary  salesmen  frequently  served 
a  number  of  brokers  in  the  course  of  a  year,  their  use  was  as- 
serted to  be  distinctly  advantageous  because  of  the  close  per- 
sonal contact  which  they  maintained  with  individual  retailers. 
The  possibility  that  such  salesmen  would  induce  retailers  to  over- 
stock a  particular  item  was  not  considered  serious,  because  the 
salesmen  commonly  concentrated  their  efforts  in  a  limited  terri- 
tory and,  although  they  might  not  be  used  again  for  several 
months  to  solicit  orders  for  that  product,  they  presumably  would 
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call  on  the  same  retailers  frequently  with  other  products  and 
therefore  could  not  afford  to  incur  the  retailers'  ill  will. 

The  Largo  Company  in  general  permitted  brokers  to  use  their 
own  discretion  in  conducting  missionary  work  on  its  products.  A 
broker  was  deemed  to  be  in  an  advantageous  position  to  judge 
the  probable  value  of  the  use  of  missionary  salesmen;  his  close 
personal  contacts  in  the  territory  enabled  him  to  know  when 
competitive  sales  efforts  might  be  forestalled  by  a  missionary 
campaign. 

The  company  allowed  the  additional  5%  brokerage  commis- 
sion for  either  type  of  use  of  missionary  salesmen  by  brokers 
upon  receipt  at  the  company's  offices  of  copies  of  missionary 
salesmen's  orders  secured  from  retailers  and  accepted  by  whole- 
salers. When  sales  were  unsatisfactory  in  a  given  broker's  terri- 
tory, the  company  placed  one  of  its  own  salesmen  in  the  territory 
to  work  with  the  broker  for  several  months  in  developing  sales 
of  the  products.  The  broker  was  not  allowed  the  additional  5  % 
commission  on  retailers'  orders  secured  by  the  company's  sales- 
men. 

The  brokers  secured  orders  for  Largo  products  from  wholesale 
grocers  and  in  numerous  instances  from  chain-store  systems  and 
forwarded  the  orders  to  the  nearest  city  at  which  the  company 
had  warehouse  stocks.  The  brokers  did  not  carry  stocks  nor 
did  they  make  collections  from  the  wholesalers  or  the  chain- 
store  companies.  Invoices  were  sent  out  from  the  company's 
main  office,  and  collections  were  made  from  there.  As  soon  as  a 
broker  had  turned  over  an  order  to  the  company,  his  responsi- 
bility in  the  transaction  ceased. 

In  several  instances  the  company  had  found  it  advisable  to 
establish  more  intimate  connections  with  brokers  than  those  out- 
lined above;  under  such  arrangements  the  brokers'  offices  served 
in  effect  as  sales  branches  of  the  company.  In  such  instances, 
however,  although  the  brokers  concentrated  their  attention  on 
Largo  products  they  maintained  their  own  identity  in  their  rela- 
tions with  wholesalers. 

In  1926  approximately  50%  of  the  company's  total  distribu- 
tion was  secured  through  retail  grocery  stores,  including  both 
unit  and  chain  stores.  Of  the  total  sales  to  the  grocery  trade  it 
was  estimated  that  brokers  made  50%  without  direct  assistance 
from  the  company's  salesmen  and  that  an  additional  10%  was 
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credited  to  brokers  for  sales  made  in  their  territories  by  the 
company's  salesmen.  Sales  made  directly  to  wholesale  grocers 
and  chain-store  organizations  by  the  company's  salesmen 
amounted  to  20%  of  the  total  sales  to  the  grocery  trade.  The 
remaining  20%  of  sales  to  the  grocery  trade  were  made  on  mail 
orders,  which  were  received  principally  from  wholesale  grocers 
who  were  located  outside  of  brokers'  territories  and  who  were 
not  solicited  directly. 

The  sales  manager  of  the  Largo  Company  stated  that  although 
many  brokers  seemingly  had  failed  to  give  adequate  service  to 
their  principals  his  own  experience  with  brokers  had  been  satis- 
factory in  general.  He  recognized  that  there  was  a  distinct  tend- 
ency for  large  companies  manufacturing  a  wide  variety  of  prod- 
ucts to  establish  their  own  territorial  sales  organizations,  but 
he  deemed  this  no  serious  hindrance  to  the  continuation  of  satis- 
factory relationships  between  the  smaller  manufacturers  and 
brokers,  especially  when  the  manufacturers  offered  a  relatively 
narrow  range  of  products.  Furthermore,  as  the  brokers  lost 
some  of  their  larger  accounts,  the  smaller  accounts  would  come 
to  be  of  more  importance  to  them  and  consequently  could  be 
expected  to  receive  more  careful  attention. 

Sales  of  Largo  products  were  comparatively  steady  throughout 
the  year.  In  1925  the  distribution  of  net  sales  by  months  had 
been  as  follows: 

January    7.7%  July    9.4% 

February    7.2  August   9.7 

March  9.4  September    7.4 

April    9.5  October    7.9 

May    9.3  November    7.7 

June    9.8  December    5.0 

Total  Net  Sales  (1925) ..  100.0% 

This  regularity  of  sales  was  held  by  the  sales  manager  to  be  a 
distinct  inducement  to  brokers  to  give  constant  attention  to 
Largo  products,  inasmuch  as  the  sales  of  Largo  products  could 
be  expected  to  provide  them  with  a  steady  income. 

The  Largo  Company  decided  to  continue  its  relationships  with 
brokers  for  the  immediate  future  and  expected  the  sales  of  its 
products  by  grocery  stores  to  show  the  same  steady  increase 
which  had  been  experienced  during  the  past  few  years. 
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7.  John  Gates  &  Company 
commission  agent 

John  Gates  &  Company,  selling  agent  for  six  textile  mills  pro- 
ducing finished  cotton  fabrics,  was  in  a  position  in  the  spring  of 
1922  to  sell  for  several  more  mills,  and  had  received  requests 
from  the  Barnsby  Hosiery  Mills  and  the  Elkins  Company,  a  grey 
goods  mill,  that  it  contract  to  sell  their  products. 

The  Barnsby  Hosiery  Mills  produced  about  12,000  dozen  pairs 
of  cotton,  wool,  and  silk  seamless  hosiery  per  day;  its  product 
had  been  sold  by  its  own  organization  directly  to  wholesalers,  and 
it  had  been  markedly  successful  prior  to  the  temporary  depres- 
sion in  January,  19 19,  when  a  shift  was  made  to  sell  directly  to 
retailers.1  This  had  proved  unsuccessful,  and  the  attempt  to 
restore  distribution  through  wholesalers  had  left  the  company's 

1  In  1926  the  Pacific  Mills  announced  a  modification  of  its  arrangements  with 
its  selling  agent.  In  the  preceding  year  the  sales  of  the  Pacific  Mills  had  amounted 
to  314,968,980  yards;  in  value,  to  $52,740,932.  In  yardage  that  was  the  largest 
figure  for  annual  sales  in  the  company's  history  and  in  dollars  the  1925  figures 
had  been  exceeded  only  in  two  previous  years,  when  unit  prices  were  materially 
higher  than  in  1925.  Despite  the  large  volume  of  sales  in  1925*  however,  the  com- 
pany showed  a  net  operating  loss  of  $520,820.  Textile  mills  generally  did  not 
experience  a  prosperous  year  in  1925. 

The  Pacific  Mills  owned  plants  in  Lawrence,  Massachusetts,  Dover,  New  Hamp- 
shire, and  Columbia  and  Lyman,  South  Carolina.  The  equipment  of  these  plants 
included  564,768  cotton  spindles,  12,105  cotton  looms,  100  bleaching  kiers,  51 
printing  machines,  98,912  worsted  spindles,  and  4,107  worsted  looms.  It  was  thus 
one  of  the  largest  textile  manufacturing  enterprises  in  the  United  States.  The 
products  included  percales,  flannels,  printed  fabrics,  draperies,  linings,  shoe  goods, 
sheets,  pillowcases,  and  other  bleached  goods,  silk  and  rayon  mixtures,  shirtings, 
automobile  cloths,  and  worsteds  for  both. men's  and  women's  wear. 

The  selling  agent  previously  had  received  commissions  on  sales  ranging  from  2  % 
on  such  merchandise  as  bleached  goods,  which  was  sold  in  large  quantities,  to  3% 
on  such  fabrics  as  draperies,  for  which  the  average  order  was  relatively  small  in 
size.  The  selling  agent  planned  the  mills'  production  on  the  basis  of  orders, 
entered,  billed,  guaranteed,  and  collected  the  mills'  accounts,  and  endorsed  the 
mills'  notes.  In  February,  1926,  the  Pacific  Mills  issued  $17,500,000  five-year 
5/4%  gold  notes,  to  enable  the  company  to  finance  its  operations  without  the 
endorsement  of  its  commercial  paper  by  the  selling  agent.  Shortly  thereafter,  a 
new  arrangement  with  the  company's  selling  agent  was  announced  whereby  the 
Pacific  Mills  assumed  a  large  degree  of  control  of  the  sales  organization,  which 
remained  nominally  under  the  selling  agent.  The  former  method  of  compensa- 
tion to  the  selling  agent  by  means  of  a  commission  on  sales  was  discontinued. 
When  this  change  was  put  into  effect,  the  selling  agent  had  42  salesmen  employed 
in  securing  orders  for  the  Pacific  Mills'  lines.  Of  the  42  salesmen,  12  sold  worsted 
goods,  each  selling  all  types  of  worsteds  and  5  also  selling  some  lines  of  cotton 
goods.  The  remaining  30  salesmen  sold  cotton  goods  exclusively;  8  or  9  of  them 
also  sold  the  products  of  other  mills.  Although  a  few  of  the  salesmen  sold  only 
for  one  of  the  Pacific  Mills'  seven  cotton  departments,  a  majority  sold  the  lines 
of  three  or  four  departments.  The  Pacific  Mills'  products  comprised  about  25,000 
items,  the  variety  arising  from  differences  in  fabrics,  finish,  patterns,  and  color 
combinations. 
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selling  organization  in  a  somewhat  demoralized  condition. 
Barnsby  hosiery  had  been  advertised  nationally  for  several  years; 
the  company  spent  $150,000  for  advertising  in  192 1.  It  had 
rapidly  expanded  during  the  period  of  prosperity,  however,  and 
in  1922  had  excess  production  facilities,  capitalized  at  1920  costs 
for  approximately  $4,000,000.  The  company  had  removed  this 
item  of  plant  and  equipment  from  the  balance  sheet  and  increased 
the  ratio  of  quick  assets  to  current  liabilities  to  110%,  as  was 
required  to  protect  the  preferred  stock,  by  selling  the  plant  to  a 
newly  established  subsidiary  corporation  and  receiving  $3,000,- 
000  for  it,  the  proceeds  of  a  first  mortgage  which  the  subsidiary 
placed  on  the  plant.  The  Barnsby  Hosiery  Mills  thereafter  had 
paid  a  rental  equivalent  to  interest  charges  on  the  mortgage. 

If  John  Gates  &  Company  were  to  accept  the  account  of  this 
hosiery  mill,  it  would  charge  the  customary  3^2%  or  4%  on  sales 
for  its  services.  Its  selling  organization  would  distribute  the 
entire  output  of  the  mill  to  wholesalers  and  large  retailers.  In 
addition,  it  would  render  financial  assistance  by  endorsing  the 
mill's  notes  so  that  they  should  be  discounted  at  a  lower  rate; 
the  estimated  normal  requirements  of  the  hosiery  company  for 
loans  were  $2,500,000  to  $3,500,000.  John  Gates  &  Company 
was  in  a  sufficiently  strong  financial  position  to  make  such  en- 
dorsements. Further  services  which  John  Gates  &  Company 
would  render  the  prospective  client  were  assistance  in  obtaining 
efficient  production,  in  styling,  and  in  furnishing  reliable  market 
information. 

A  hosiery  department  was  desirable  from  the  standpoint  of 
John  Gates  &  Company  in  order  to  give  a  larger  variety  to  its 
line,  which  consisted  of  ginghams,  dress  shirtings,  fancy  wash 
goods,  bleached  goods,  denims,  and  bleached  sheetings.  The 
hosiery  could  be  sold  by  the  same  salesmen  to  the  wholesalers 
and  large  department  stores  to  which  the  other  lines  were  being 
sold.  None  of  the  executives,  however,  was  familiar  with  the 
hosiery  business.  Although  a  competent  hosiery  department 
manager  could  be  secured  for  a  salary  of  about  $10,000,  the  firm 
was  somewhat  averse  to  taking  on  an  account  in  a  line  with  which 
none  of  the  partners  personally  was  familiar.  It  was  believed, 
furthermore,  that  the  hosiery  industry  was  overexpanded  and  that 
for  the  Barnsby  Hosiery  Mills,  as  well  as  for  other  hosiery  manu- 
facturers, financial  reorganization  might  become  necessary. 
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The  second  firm  seeking  the  services  of  John  Gates  &  Company 
was  the  Elkins  Company,  a  southern  cotton  mill  making  several 
styles  of  drills,  jeans,  and  print  cloths.  It  was  capitalized  at 
$3,500,000,  and  its  balance  sheet  showed  net  quick  assets  of 
$500,000.  Both  plant  and  equipment,  consisting  of  3,500  looms 
and  120,000  spindles,  were  in  excellent  physical  condition;  the 
conservative  management  had  not  overexpanded  during  the  boom 
period  preceding  1920. 

Although  John  Gates  &  Company  previously  had  sold  only 
finished  goods,  it  desired  to  extend  its  operations  to  the  sale  of 
grey  cloth,  and  it  seemed  more  likely  that  a  desirable  account 
could  be  secured  from  among  southern  mills  than  among  northern 
mills.1  If  it  were  to  accept  a  contract  to  sell  for  the  Elkins  Com- 
pany, it  would  charge  3%  commission  on  sales  and  absorb  in 
this  amount  fees  paid  to  brokers.  These  brokerage  fees  were 
necessary,  because  grey  goods  were  bought  and  sold  largely 
through  brokers  who  collected  1%  from  the  mills,  but  usually 
only  y2  oi  1%  from  commission  agents,  such  as  John  Gates 
&  Company.  The  firm  also  would  endorse  the  commercial  paper 
of  the  Elkins  Company  to  enable  it  to  obtain  the  necessary 
$2,000,000  to  $2,500,000  of  working  capital  at  low  rates.  Cus- 
tomers' accounts  would  not  be  guaranteed,  nor  would  receivables 
be  cashed  in  advance  of  payment  by  the  customers;  usually  these 
latter  two  services  cost  the  mill  an  additional  y2  of  1%  of 
sales.  In  addition  to  rendering  technical  assistance  for  reaching 
a  maximum  quantity  and  quality  of  production,  John  Gates  & 
Company  was  in  a  position  to  arrange  for  converting,  on  the 
mill's  account,  the  grey  goods  produced  by  the  Elkins  Company. 
John  Gates  &  Company  was  not  affiliated  with  any  converting 
plants,  but  it  was  thoroughly  familiar  with  the  fancy  goods 
market.  In  providing  this  unusual  service,  it  would  furnish  style 
assistance  and  aid  in  developing  an  attractive  line.  When  con- 
verted in  finishing  plants  by  being  bleached  or  printed,  the  goods 

1  In  Fall  River  and  New  Bedford,  the  grey  goods  mills  usually  sold  their  product 
through  brokers  directly  to  converters,  or  cutters-up,  and  other  buyers;  the  sales 
that  were  made  without  the  intervention  of  a  broker  were  infrequent.  Many  grey 
goods  mills  in  other  northern  cities  also  sold  directly;  several  grey  goods  mills,  on 
the  other  hand,  employed  commission  agents  in  Boston  or  New  York.  For  southern 
mills  producing  standard  grey  goods,  the  more  common  method  was  to  sell  through 
commission  agents.  Both  northern  and  southern  mills  producing  fancy  goods,  such 
as  colored  shirtings  or  ginghams,  with  a  few  notable  exceptions,  employed  commis- 
sion agents  like  John  Gates  &  Company. 


SALES  ORGANIZATION  427 

would  be  sold  under  the  mill's  own  brand.  All  converting  charges 
would  be  borne  by  the  mill,  which  would  benefit  by  the  arrange- 
ment in  the  higher  prices  received  for  its  product  and  also  in  a 
more  stable  demand.  In  taking  on  the  Elkins  Company  line,  no 
addition  to  the  selling  organization  would  be  required  by  John 
Gates  &  Company,  since  sales  could  be  effected  by  the  existing 
organization,  and  the  partners  were  equipped  to  give  competent 
advice  on  production  and  market  conditions. 

The  Elkins  Company  had  changed  from  one  selling  agency  to 
another  at  least  twice  before.  These  changes  had  been  occa- 
sioned presumably  by  dissatisfaction  with  the  services  of  those 
agencies,  and  so  far  as  John  Gates  &  Company  could  learn,  this 
was  the  reason  for  the  present  request.  Formerly  the  agencies 
selling  for  the  Elkins  Company  had  exercised  no  supervision 
over  the  production  by  the  mill  after  the  orders  had  been  sent 
in.  John  Gates  &  Company,  however,  constantly  directed  the 
mills  whose  products  it  sold  by  specifying  how  many  looms  should 
be  operated  on  each  order,  and  it  received  daily  reports  on  looms, 
production,  and  purchases  of  raw  cotton.  In  that  way  the  sell- 
ing agency  was  able  to  guide  its  sales  force  intelligently,  by 
adjusting  sales  in  accordance  with  conditions  in  the  mills,  to  safe- 
guard observance  of  its  promises  regarding  delivery  dates,  and 
to  make  sure  that  the  loans  obtained  on  its  endorsement  were 
being  utilized  properly.  When  John  Gates  &  Company  broached 
the  subject  of  this  sort  of  control  to  the  treasurer  of  the  Elkins 
Company,  the  latter  stated  that  he  knew  how  to  run  his  mill  and 
when  to  buy  cotton.  He  had  managed  his  mill  successfully,  and 
he  did  not  consider  such  control  by  the  selling  agent  to  be  essen- 
tial or  desirable.  He  wished  to  arrange  for  John  Gates  &  Com- 
pany to  sell  the  product  of  his  mill,  not  to  manage  it. 


8.  Seminole  Wholesale  Drug  Company 

method  of  paying  salesmen1 

The  Seminole  Wholesale  Drug  Company  of  Cleveland  found 
in  1922  that  the  average  order  received  from  druggists  in  the 

1  See  also  Everman  Stores  Company,  page  65 ;  Harbord-Hutchinson  &  Company, 
paee  145;  Cleland  Company,  page  152;  Carton  Machinery  Company,  page  25; 
National  Rock  Drill  Company,  page  258. 


428  PROBLEMS  IN  MARKETING 

city  of  Cleveland  was  only  slightly  over  $6,  while  the  average 
order  from  points  in  the  company's  territory  outside  Cleveland 
was  over  $30.  Ten  of  the  Seminole  Company's  25  salesmen 
were  calling  on  the  city  trade.  Each  salesman  had  from  60  to 
70  customers  in  his  district,  each  of  whom  he  endeavored  to 
visit  at  least  three  times  a  week.  The  Seminole  Wholesale  Drug 
Company  had  been  paying  each  city  salesman  a  commission  of 
3%  on  his  total  volume  of  sales.  Since  the  bulk  of  the  orders 
were  for  small  amounts  and  the  average  order  usually  called  for 
seven  or  eight  stock  numbers,  the  company  found  the  expense  of 
handling  those  orders  to  be  increasing  rapidly.  Furthermore, 
salesmen  were  tending  to  become  mere  order-takers;  in  many 
cases  they  had  developed  a  practice  of  calling  their  customers  by 
telephone  every  day  to  obtain  their  orders.  The  result  was  a 
lessening  of  the  amount  of  real  sales  effort  applied  to  city  trade. 
The  goods  for  which  telephone  orders  were  taken  by  salesmen 
usually  were  rapidly  moving  proprietary  preparations  and  other 
articles  on  which,  owing  to  competition,  the  gross  margin  was 
small.  City  salesmen  were  securing  sufficiently  large  volumes  of 
sales  to  yield  them  adequate  incomes  on  a  commission  of  3%, 
but  the  city  business  was  not  producing  profits  that  were  satis- 
factory to  the  company. 

The  salesmen  in  districts  outside  Cleveland  formerly  had  been 
paid  straight  salaries.  In  the  latter  part  of  1920,  however,  this 
plan  had  been  changed  to  one  of  payment  by  a  sliding  scale  of 
commissions  on  volume  of  sales  of  different  classes  of  goods.  For 
instance,  on  all  lines  of  merchandise  showing  a  large  gross  mar- 
gin, a  commission  of  5%  of  volume  of  sales  was  paid;  on  other 
classes  of  goods,  commissions  were  4%,  3%,  2^%,  and  2%; 
and  on  some  merchandise  that  required  practically  no  sales  effort, 
no  commissions  were  paid.  These  salesmen  were  reimbursed  by 
the  company  for  actual  expenses  and  were  given  drawing  ac- 
counts with  settlements  every  two  months.  This  method  of 
paying  salesmen  had  proved  satisfactory  in  districts  outside 
Cleveland. 

In  order  to  reduce  the  expense  of  city  sales  and  to  increase 
the  volume  of  sales  of  merchandise  showing  a  high  rate  of  gross 
margin,  the  Seminole  Wholesale  Drug  Company  in  October,  1922, 
was  contemplating  the  adoption  of  the  following  plan 

A  corps  of  telephone  operators  was  to  be  installed,  each  with 
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a  regular  list  of  customers  to  be  called  daily.  The  salesmen, 
thus  relieved  of  taking  the  small  orders  that  came  to  the  com- 
pany more  or  less  automatically  day  by  day,  would  be  free  to 
concentrate  their  selling  efforts  on  merchandise  with  a  high  rate 
of  gross  margin;  they  would  visit  all  their  customers  personally 
and  take  no  orders  by  telephone.  Districts  were  to  be  rear- 
ranged in  order  to  give  each  salesman  approximately  100  custom- 
ers. Since  each  of  these  customers  would  be  called  daily  by  the 
telephone  corps,  the  salesmen  would  not  have  to  call  so  frequently 
as  formerly  and  therefore  could  cover  larger  territories.  The 
same  sliding  scale  of  commissions  was  to  be  applied  to  city  sales- 
men as  had  been  used  successfully  with  salesmen  in  outside  dis- 
tricts, except  that  city  salesmen  were  to  pay  their  own  expenses. 
In  order  to  obviate  the  possibility  of  friction  between  city  sales- 
men and  the  telephone  order  takers,  it  was  planned  to  pay  each 
salesman  J4  of  1%  commission  on  all  telephone  sales  in  his 
district.  To  take  orders  by  telephone,  women  were  to  be  em- 
ployed on  a  base  salary  of  $22  per  week;  $22  was  1%%  of  the 
weekly  quota  of  sales  which  each  operator  was  expected  to 
secure.  In  addition  to  this  base  salary,  %  oi  1%  commission 
on  all  sales  in  excess  of  the  quota  for  each  operator  was  to  be 
paid  as  a  bonus.1 

The  Seminole  Wholesale  Drug  Company,  in  addition  to  the 
customary  assortment  of  drugs,  chemicals,  proprietary  medi- 
cines, pharmaceuticals,  and  sundries,  also  handled  candy,  cigars 
and  tobacco,  and  soda  fountains  and  supplies.  Specialty  sales- 
men, paid  on  a  straight  salary  basis,  were  employed  to  sell  candy 
and  soda  fountains.  Soda  fountain  salesmen  were  experts  in 
store  layout  and  spent  part  of  their  time  in  assisting  retail  drug- 
gists in  layout  and  display  problems.  Likewise,  the  candy  sales- 
men were  trained  to  assist  druggists  in  making  their  candy  de- 
partments successful.  When  a  drug  store  was  installing  a  new 
candy  department,  a  candy  salesman  frequently  superintended 
the  installation  and  assisted  the  retailer  in  display,  advertising, 
and  sales  promotion  work  until  the  success  of  the  department 
was  assured. 

Should  the  Seminole  Wholesale  Drug  Company  have  made  the 
proposed  change  in  its  method  of  handling  city  sales? 

1  See  also  Damariscotta  Company,  page  732. 
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9.  Ames  Electric  Company 
method  of  paying  salesmen 

At  a  sales  meeting  of  the  Ames  Electric  Company  held  in 
July,  1922,  objection  was  raised  by  the  salesmen  to  the  policy  of 
computing  salesmen's  commissions  during  a  period  of  business 
depression  on  the  same  basis  that  had  been  used  while  sales  were 
increasing.  The  company,  manufacturing  electrical  supplies,  em- 
ployed 10  salesmen  to  cover  Ohio,  Indiana,  and  parts  of  Illinois. 
Aprroximately  60%  of  the  sales  were  made  to  wholesalers  and 
the  remainder  to  large  industrial  users.  About  one-third  the  sales 
consisted  of  drop  shipments. 

In  191 5,  when  this  plan  was  put  into  effect,  each  experienced 
salesman  was  given  a  base  salary,  the  amount  ranging  from 
$1,500  to  $2,500,  according  to  his  former  earnings;  a  new  man 
was  paid  a  straight  salary  during  the  first  two  years  that  he  was 
in  the  employ  of  the  company.  In  addition  to  his  salary,  each 
experienced  salesman  was  paid  a  commission  on  profits  com- 
puted by  the  following  method. 

For  each  salesman,  records  were  kept  of  sales,  cost  of  goods 
sold,  and  gross  margin  on  his  sales.  At  the  end  of  each  year,  the 
total  salesmen's  salaries  and  traveling  expenses  were  deducted 
from  the  total  operating  expenses  of  the  company.  The  percent- 
age of  the  remainder — non-salesforce  expense — to  total  sales  was 
determined.  To  compute  the  net  profit  on  the  sales  made  by  each 
salesman,  his  own  base  salary  and  expenses  first  were  deducted 
from  the  gross  margin  on  his  sales.  From  the  remainder  an 
allowance  was  deducted  for  the  operating  expenses  of  the  com- 
pany exclusive  of  salesforce  expense.  The  amount  of  the  allow- 
ance in  each  case  was  determined  by  multiplying  the  amount 
of  the  sales  of  the  individual  salesman  by  the  percentage  of  non- 
salesforce  expense  in  the  business  as  a  whole.  The  amount  that 
remained  after  these  deductions  was  the  net  profit  made  by  the 
salesman.  From  the  current  net  profit,  the  net  profit  in  19 14, 
which  was  used  as  a  standard,  was  subtracted,  and  the  sales- 
man's commission  was  10%  of  this  difference.  The  1914  and 
192 1  figures  for  Mr.  Call,  one  of  the  salesmen,  are  shown  on  the 
following  page.  These  figures  illustrate  the  company's  method 
of  determining  salesmen's  commissions. 

This  plan  offered  an  incentive  to  a  salesman  to  sell  high-profit 
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1914  1921 

Gross  sales. . . .  $105,000  $240,000 

Gross  margin. .  21,000  43,200 

Salary    $  2,000  $2,400 

Travel  and  en- 
tertainment.     2,800  3,000 
Other    expense          75  50 
Non-salesforce 
expense of  the 
firm  to  be  de- 
ducted      10,500(10%)                26,400(11%) 

Total  deduc- 
tion from 
gross  margin  15,375  31,850 

Net    profit    of 

Mr.  Call...  $  5,625  $  11,350 

Less     1914 

standard. . .  5,625 

Amount  on  which  commission  was  to  be  paid $5,725 

10%    commission $572.50 

goods,  because  his  commission  *  was  based  directly  on  profit.  At 
the  same  time,  because  the  amount  deducted  from  his  gross 
margin  was  based  on  the  relation  of  expenses  to  net  sales,  it  was 
to  the  salesman's  interest  to  reduce  the  percentage  of  expense 
for  the  whole  organization  by  obtaining  a  large  sales  volume. 
It  was  in  this  connection  that  objections  were  raised. 

There  were  a  few  articles  in  the  electrical  line  which  were  car- 
ried more  for  the  convenience  of  customers  than  for  profit.  In 
some  cases  the  gross  margin  might  be  less  than  10%  of  sales. 
When  the  company's  total  sales  volume  was  small,  it  often  was 
to  the  advantage  of  the  company  to  have  low-profit  sales  made 
in  large  volume,  in  order  to  carry  overhead.  The  salesmen,  how- 
ever, insisted  that  such  sales  unjustly  lowered  their  commissions. 
A  specific  case  occurred  in  March,  1922,  when  Mr.  Call  sold  on 
drop  shipment  a  carload  of  porcelain  insulators  which  showed  a 
gross  margin  of  only  9%.  On  his  commission  sheet,  his  gross 
sales  were  increased  $3,000,  but  his  gross  margin  was  increased 
only  $270.  When  the  general  expefises  were  deducted  from  his 
profits,  at  the  rate  of  1 1  %  of  gross  sales,  a  loss  of  $60  was  shown 
on  the  sale  for  Mr.  Call. 

The  sales  manager  proposed  that  such  low-profit  sales,  which 
were  not  numerous  in  one  year,  should  be  deducted  from  a  sales- 
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man's  total  sales  before  applying  the  percentage  to  be  deducted 
for  non-salesforce  expense.  Under  that  method,  the  amount  of 
the  sale  and  the  gross  margin  still  would  appear  to  the  salesman's 
credit. 

Another  proposal  was  that  such  transactions  should  be  treated 
on  an  entirely  different  basis  and  that  the  salesman  should  be 
paid  20%  of  the  gross  margin  on  this  class  of  sales.  The  presi- 
dent, who  objected  to  both  suggestions,  stated  that  it  seemed  to 
him  that  inasmuch  as  the  salesmen's  incomes  under  this  system 
of  payment  were  considerably  higher  during  periods  of  general 
business  activity  than  those  which  were  received  by  competitors' 
salesmen,  the  Ames  salesmen  should  be  willing  to  make  these 
large,  low-profit  sales  for  the  good  of  the  firm  when  conditions 
were  adverse.  Although  the  salesmen  appreciated  the  high  in- 
comes received  when  business  was  active,  they  were  not  satisfied 
to  work  merely  for  their  base  salaries  in  periods  of  depression, 
when  it  was  apparent  that  no  salesman  could  attain  his  standard. 
The  sales  manager  realized  that  at  a  time  when  sales  competition 
was  keen,  the  best  efforts  of  an  experienced  sales  force  were  needed 
to  accomplish  satisfactory  results. 


10.  Glenrock  Manufacturing  Company 
method  of  paying  salesmen 

In  192 1  the  sales  of  the  Glenrock  Manufacturing  Company, 
like  the  sales  of  most  other  industrial  enterprises,  fell  off  sharply. 
The  company,  which  manufactured  heating  equipment,  intro- 
duced various  economies  in  operation  and  in  October,  192 1,  an- 
nounced a  12^4%  reduction  in  the  wages  and  salaries  of  all 
employees  and  officers  of  the  company.  This  reduction  in  sal- 
aries applied,  of  course,  to  the  sales  force.  The  company  was 
in  a  sound  financial  position,  but  deemed  it  necessary  to  husband 
its  resources  carefully  during  the  period  of  depression  and  to 
make  readjustments,  such  as  the  consolidation  of  several  sales 
territories,  that  would  facilitate  the  recovery  of  business  activity. 

When  the  reduction  in  wages  and  salaries  was  announced,  the 
president  of  the  company  was  confident  that  an  improvement  in 
general  business  conditions  was  imminent,  especially  in  the  build- 
ing industry,  but  that  sales  could  be  made  only  at  a  substan- 
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tially  lower  level  of  prices  than  that  which  had  existed  prior  to 
the  crisis  in  1920.  The  task  of  securing  orders  in  a  strongly 
competitive  market  placed  a  heavy  burden  on  the  sales  force. 

The  president  of  the  company  called  in  a  consultant  to  advise 
him  regarding  changes  in  the  methods  of  compensating  salesmen 
and  also  regarding  other  sales  problems,  with  a  view  to  stim- 
ulating an  increase  in  sales  as  expeditiously  as  possible.  The 
first  conference  with  the  consultant  was  held  at  the  company's 
office  in  Chicago  on  November  22,  192 1.  The  consultant  was 
asked  to  make  recommendations  on  methods  of  paying  salesmen 
to  go  into  effect  on  January  1,  1922;  and  his  report  was  called  for 
on  December  9. 

During  the  time  at  his  disposal  the  consultant  obtained  the 
following  facts  regarding  the  company's  affairs.  The  company 
manufactured  boilers,  heaters,  radiators,  and  other  heating  equip- 
ment used  in  office  buildings,  schools,  other  public  buildings,  and 
private  dwellings.  The  company  operated  several  sales  branches. 
In  its  Chicago  district  it  employed  35  salesmen  and  in  the 
Cleveland  district  19  salesmen.  The  number  of  salesmen  in  the 
other  districts  varied  with  local  conditions.  The  salesmen  were 
paid  straight  salaries  and  were  reimbursed  for  actual  expenses 
incurred.  The  salesmen  generally  received  salaries  of  $2,000  to 
$2,500  a  year,  but  the  company  frequently  lost  salesmen  to  com- 
petitors at  higher  salaries,  and  the  market  rate  for  men  of  the 
type  desired  was  judged  to  be  $3,000  to  $3,800. 

The  company  sold  about  60%  of  its  product  to  jobbers,  who 
resold  largely  to  contractors  for  installations  in  large  buildings. 
About  40%  of  the  product  was  sold  directly  to  retailers.  The 
company  advertised  extensively  to  retailers,  contractors,  archi- 
tects, and  consumers  in  the  districts  in  which  sales  branches  were 
located.  Sales  to  several  large  jobbers  were  made  by  the  com- 
pany at  headquarters.  A  few  salesmen  specialized  on  missionary 
work  with  architects.  The  bulk  of  the  work  of  the  general  sales 
force,  however,  was  with  the  smaller  jobbers,  retailers,  con- 
tractors, and  building  owners.  The  retailers  who  handled  the 
company's  products  were  largely  plumbers  and  steamfitters.  The 
company's  sales  showed  great  seasonal  fluctuations,  because  of 
the  seasonal  character  of  the  building  industry. 

In  securing  orders  for  large  contracts,  the  cooperation  of  two 
or  more  salesmen  occasionally  was  required,  as,  for  example, 
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when  the  owner  was  located  in  one  city  and  the  retailer  or  con- 
tractor in  another.  In  compiling  sales  records  for  individual 
salesmen  the  company  sought  to  divide  the  credit  for  such  co- 
operative orders  equitably  between  the  salesmen  concerned. 
When  a  retailer  bought  from  a  jobber,  the  sale  was  credited, 
on  the  salesmen's  records,  to  the  salesman  in  whose  territory  the 
retailer  was  located,  provided  the  facts  were  reported  to  the 
company.  The  average-sized  order  was  about  $100  to  $150,  with 
a  maximum  figure  of  $12,000. 

The  company  had  not  made  an  analysis  of  its  market  for  the 
purpose  of  setting  up  sales  quotas.  No  system  of  customers' 
records  was  maintained  in  the  sales  department.  Although  the 
company  had  a  record  of  the  monthly  sales  per  salesman,  it  had 
not  computed  the  ratio  of  salary  to  sales  for  each  salesman. 

From  the  data  available,  the  consultant  computed  the  ratios 
of  salesmen's  salaries  to  sales  in  1920  in  the  Chicago  and  Cleve- 
land districts.  The  figures  for  the  Cleveland  district  were  higher 
than  those  for  the  Chicago  district,  but  the  latter  were  judged 
to  be  the  more  typical  of  conditions  in  other  districts.  In  a  few 
instances  the  differences  in  ratios  could  be  accounted  for  by 
territorial  differences,  but  most  of  the  outstanding  contrasts  ap- 
parently could  not  be  explained  in  that  way.  The  executives 
were  greatly  surprised,  for  example,  to  learn  that  one  salesman, 
who  had  a  fertile  territory  and  who  was  rated  in  their  opinion 
as  an  especially  good  salesman,  was  receiving  a  salary  that 
amounted  to  6.3%  of  his  sales. 

For  the  Chicago  district  the  figures  for  individual  salesmen 
were  as  shown  in  Exhibit  1. 

Exhibit  i 
Chicago  District — Ratio  of  Salesmen's  Salaries  to  Sales — 1920 
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For  the  Cleveland  district  the  ratios  are  given  in  Exhibit  2. 
Salesman  A  was  a  city  salesman,  and  the  others  were  country 
or  suburban  salesmen. 

Exhibit  2 

Cleveland  District — 

Ratio  of  Salesmen's  Salaries  to  Sales — 1920 
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As  a  result  of  these  analyses  and  a  consideration  of  general 
information  regarding  the  company  and  business  conditions,  the 
consultant  submitted  the  following  report  on  December  9,  192 1. 

Recommendations  on  Methods  of  Paying  Territory 
Salesmen  in  the  Year  1922 

1.  For  the  year  1922,  each  salesman  should  be  guaranteed  a  monthly 
salary,  provided  he  remains  in  the  employ  of  the  Glenrock  Manufac- 
turing Company,  at  least  equal  to  the  monthly  salary  received  in  De- 
cember, 192 1. 

2.  The  following  increases  in  salary  should  be  made: 

a)  In  city  districts,  the  guaranteed  annual  salary  of  a  salesman 
should  be  made  equal  to  1%  of  his  average  annual  sales  191 9- 21  in 
any  case  in  which  the  guaranteed  salary  otherwise  would  fall  below 
that  amount; 

b)  In  suburban  and  country  districts,  the  guaranteed  annual 
salary  of  a  salesman  should  be  made  equal  to  1.5%  of  the  average 
annual  sales  in  any  case  where  the  guaranteed  salary  otherwise  would 
fall  below  that  amount. 

3.  In  addition  to  guaranteed  salary,  in  1922  a  bonus  should  be  paid 
monthly  to  each  salesman  whose  total  sales  exceed  his  monthly  quota. 
The  bonus  should  be  2  %  of  the  amount  by  which  the  sales  exceed  the 
quota  for  the  month. 

4.  In  the  year  1922,  the  quota  for  each  salesman  for  each  month 
should  be  his  average  sales  (in  dollars')  for  the  corresponding  month 
in  the  three-year  period  19 19-21,  with  the  following  exceptions: 

a)    In  city  districts,  if  the  guaranteed  annual  salary  of  a  sales- 


436  PROBLEMS  IN  MARKETING 

man  is  in  excess  of  1.25%  of  his  average  annual  sales,  his  annual 
quota  should  be  80  times  his  guaranteed  salary.  This  annual  quota 
should  be  divided  into  monthly  quotas  in  accordance  with  the  normal 
seasonal  variations; 

b)  In  suburban  districts,  if  the  guaranteed  annual  salary  of 
a  salesman  is  in  excess  of  2.5%  of  his  average  annual  sales,  his  annual 
quota  should  be  fixed  at  an  amount  equal  to  40  times  his  annual 
salary,  the  monthly  quotas  to  be  adjusted  for  seasonal  variations; 

c)  In  country  districts,  if  the  guaranteed  annual  salary  of  a 
salesman  is  in  excess  of  3%  of  his  average  annual  sales,  the  annual 
quota  should  be  333^  times  his  guaranteed  salary,  with  adjustments 
of  monthly  quotas  for  seasonal  variations; 

d)  If  in  any  particular  case  an  abnormally  large  or  an  abnor- 
mally small  monthly  quota  would  result  from  the  use  of  the  method 
of  three-year  monthly  averages,  as,  for  example,  in  a  case  where  an 
exceptionally  large  order  had  been  shipped  in  one  month,  the  quota 
should  be  adjusted  by  averaging  three  consecutive  months  for  the 
three-year  period,  setting  up  one-third  of  the  three-month  average 
as  the  quota  for  each  of  the  three  months; 

e)  Subject  to  the  preceding  provisions,  where  two  or  more  ter- 
ritories have  been  consolidated  under  one  salesman  in  1920-21,  the 
quota  should  be  based  on  the  record  of  the  salesman,  not  on  the  com- 
bined records  of  the  territories  consolidated; 

/)  In  any  instance  where  a  salesman  has  been  transferred  from 
one  territory  to  another,  however,  within  the  three-year  period,  his 
quota  should  be  made  up  from  the  records  of  the  territory  in  which 
he  now  works  rather  than  from  his  personal  record  in  another  ter- 
ritory; 

g)  When  a  new  salesman  is  hired,  a  reasonable  quota  should  be 
established  for  him,  basing  it  on  the  past  records  of  his  territory  and 
on  the  rate  of  salary  that  is  guaranteed  to  him;  his  annual  quota, 
in  a  suburban  or  country  district,  should  be  at  least  40  times  his 
salary  and  in  a  city  district  at  least  80  times  his  salary. 

5.  Each  salesman  should  be  expected  at  least  to  reach  his  quota 
each  month. 

If  any  territory  is  not  capable  of  yielding,  in  a  normal  year,  a  volume 
of  sales  at  least  equal  to  the  quota  established,  the  territory  should  be 
enlarged  or  some  other  means  found  to  bring  the  sales  force  expense 
for  the  territory  within  economical  limits. 

If  a  salesman  who  has  been  given  ample  opportunity  and  who  has 
received  proper  instruction  and  assistance  cannot  reach  his  quota  regu- 
larly in  a  territory  that  is  capable  of  yielding  the  assigned  quota,  he 
should  be  replaced. 

6.  Precautionary  plans  should  be  outlined  to  guard  against  oversell- 
ing the  factory  in  1922;  perhaps  a  reduction  in  the  number  of  sales- 
men may  be  found  advisable.  The  total  amount  of  the  quotas  should 
not  exceed  the  factory  capacity. 
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7.  Each  sale  should  be  credited  to  the  record  of  the  salesman  who 
makes  the  sale  to  the  initial  purchaser.  A  mail  order  should  be  credited 
to  the  record  of  the  salesman  who  regularly  calls  on  the  customer  send- 
ing in  the  order. 

When  an  identified  sale  is  made  to  a  jobber  for  shipment  outside  the 
territory  of  the  salesman  in  which  the  jobber's  place  of  business  is  lo- 
cated, the  credit  for  the  sale  should  be  split  between  the  salesman  in 
the  territory  in  which  the  jobber  is  located  and  the  salesman  in  the 
territory  in  which  the  shipment  is  delivered.  When  an  unidentified  sale 
is  made  to  a  jobber,  the  sale  should  be  credited  to  the  salesman  who 
regularly  sells  to  the  jobber. 

When  a  sale  is  made  to  a  contractor  for  shipment  to  an  outside  ter- 
ritory, the  credit  for  the  sale  should  be  split  between  the  salesman  who 
sells  to  the  contractor  and  the  salesman  in  the  territory  in  which  de- 
livery is  made. 

A  salesman  who  influences  a  sale  in  which  another  salesman  par- 
ticipates should  be  given  the  right  to  file  a  claim  with  the  branch  man- 
ager for  a  share  in  the  credit  for  the  sale. 

The  branch  manager  should  be  granted  full  discretionary  power  to 
make  such  adjustments  as  may  seem  to  him  to  be  fair  in  allocating 
credit  for  sales. 

8.  A  careful  study  should  be  made  of  salesmen's  routes  and  order 
of  calls,  in  order  to  assist  them  in  saving  time  and  expense. 

9.  The  card  record  of  customers  should  be  used  systematically  to 
prevent  the  loss  of  customers.  As  soon  as  an  account  appears  to  be 
becoming  inactive,  the  salesman  in  the  territory  should  be  asked  to 
explain  the  reason,  and  a  personal  letter  should  be  written  to  the  cus- 
tomer. If  this  does  not  bring  an  order,  the  customer  should  be  visited 
by  the  assistant  branch  manager  or  by  a  missionary  salesman. 

A  similar  procedure  should  be  followed  in  the  case  of  any  customer 
from  whom  the  company  has  reason  to  believe  that  it  is  not  receiving 
as  large  a  volume  of  orders  as  the  customer's  general  standing  war- 
rants. 

10.  An  analysis  should  be  made  immediately  of  the  potential  market 
in  each  territory.  This  should  include  a  list  of  prospective  customers 
(dealers),  to  be  followed  up  in  practically  the  same  manner  that  retro- 
gressing accounts  are  followed  up,  using  missionary  salesmen  when 
necessary  to  secure  adequate  increase  in  distribution. 

The  analysis  should  also  include  such  general  indices  as  the  number 
of  dwellings,  new  building  (in  cities),  crop  conditions,  and  other  indices 
to  market  conditions  in  the  territory. 

This  analysis  should  include  all  the  data  that  ordinarily  would  be 
used  in  fixing  a  quota;  instead  of  using  the  results  of  the  analysis  as 
the  basis  of  compensation  at  the  present  time,  however,  they  should  be 
utilized  by  the  branch  manager,  or  his  assistant,  in  readjusting  terri- 
tories, and  especially  in  conferring  with  salesmen  to  show  them  their 
opportunities  for  earning  a  bonus. 
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ii.  The  present  plans  for  "dealer  help"  should  be  further  developed, 
with  especial  emphasis  on  methods  of  merchandising  and  store  man- 
agement. 

EXPLANATION 

The  object  of  these  recommendations  is  to  provide  a  simple,  con- 
structive plan,  easily  understood  by  the  salesmen,  so  definite  that  there 
will  be  no  occasion  for  misunderstanding,  and  approximated  to  reason- 
able cost  figures.  It  also  is  intended  to  be  sufficiently  flexible  so  that  in 
future  years  it  can  be  modified  without  embarrassment. 

Some  instances  of  glaring  inequality  in  the  rates  of  compensating 
salesmen  now  exist.  These  will  be  cured  in  large  measure  by  the  pro- 
visions for  salary  increases  on  the  one  hand  and  on  the  other  by  the 
recommended  system  of  establishing  and  utilizing  quotas  for  salesmen 
whose  results  have  been  particularly  unsatisfactory. 

The  plan  is  by  no  means  perfect.  It  does  not  provide  specific  re- 
wards for  economy  in  traveling  expenses,  for  securing  new  accounts, 
for  stimulating  sales  of  individual  products  in  preference  to  other  prod- 
ucts, or  for  promotional  work  with  consumers  and  architects.  It  also 
does  not  provide  specifically  for  systematic  promotion  of  salesmen  in 
accordance  with  merit.  These  points,  and  probably  numerous  others, 
all  are  worthy  of  careful  consideration;  but  in  each  case  they  involve 
obstacles  and  complications  which  make  it  appear  inadvisable  to  at- 
tempt to  cover  them  in  the  plan  that  is  to  go  into  effect  January  i,  1922. 

GUARANTEEING  MONTHLY  SALARIES 

By  guaranteeing  monthly  salaries  the  company  will  assume  an  in- 
creased liability,  but  it  is  justified  by  the  prospective  business  condi- 
tions, and  this  liability  will  probably  be  more  than  offset  by  the  gains 
accruing  from  the  adoption  of  the  other  provisions  of  this  plan.  This 
guaranty  will  serve  as  evidence  of  good  faith  and  facilitate  such  read- 
justments as  may  be  necessary  in  the  future. 

INCREASES  IN  SALARIES 

The  recommendations  for  increases  in  salaries  involve  several  thou- 
sand dollars'  additional  expense.  This  additional  expense  should  be 
more  than  offset  by  the  saving,  on  increased  sales,  without  extra  ex- 
pense, that  eventually  will  result  from  raising  the  quotas  of  the  least 
efficient  salesmen.  In  the  Chicago  branch,  using  the  1920  figures,  for 
example,  the  additional  expense  from  increased  salaries  would  be  $3,574. 
The  quotas  for  the  least  efficient  salesmen,  on  the  other  hand,  would 
call  for  an  increase  in  sales  amounting  to  $372,000,  without  additional 
compensation  to  the  salesmen  for  whom  these  higher  quotas  were  fixed. 
The  increases  in  salaries  will  take  care  of  some  cases  of  especially  cap- 
able salesmen  who  deserve  larger  incomes. 

As  an  alternative  to  increasing  salaries  in  the  specified  cases,  the 
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quota  for  each  of  these  salesmen  might  be  fixed  low  enough  so  that  he 
would  receive  the  same  increase  in  income  in  the  form  of  a  bonus. 
Such  a  plan,  however,  would  probably  be  less  appreciated  by  the  sales- 
men, more  difficult  to  administer,  less  of  a  stimulus  to  further  increases 
in  sales,  and  more  costly  to  the  company. 

The  figure  of  i%  for  city  salesmen  was  determined  from  an  examina- 
tion of  the  Chicago  figures  for  1920.  In  that  year  three  of  the  Chicago 
city  salesmen  received  salaries  less  than  1%  of  their  sales,  whereas  two 
were  1%  and  four  were  over  1%,  the  highest  being  2.5%.  In  Cleve- 
land in  1920  the  salary  of  the  city  salesman  was  0.7%  of  his  sales. 
Possibly  the  figure  of  1%  may  be  too  high  a  guaranty  in  some  indi- 
vidual cases,  but  it  appears  fair  in  its  application  to  the  Chicago  and 
Cleveland  forces. 

The  figure  of  1.5%  for  suburban  and  country  salesmen  was  deter- 
mined from  the  1920  figures  for  the  Chicago  and  Cleveland  branches. 
On  the  basis  of  these  figures,  it  would  involve  increases  in  salary  for 
three  salesmen  in  the  Chicago  district  and  for  one  in  the  Cleveland  dis- 
trict. 

These  increases  will  help  to  eliminate  some  of  the  grossest  inequali- 
ties that  now  exist. 

THE   BONUS 

Although  the  ton  is  a  better  statistical  unit  than  the  dollar  for  most 
purposes,  nevertheless  it  is  recommended  that  the  bonus  be  based  on 
sales  in  dollars  for  the  following  reasons:  this  plan  is  far  more  easily 
understood  by  the  salesmen;  it  is  more  easily  applied;  if  prices  go  up 
temporarily,  the  income  of  the  salesmen  will  be  automatically  increased; 
if  the  long-run  tendency  of  prices  is  downward,  the  percentage  rate  will 
render  readjustments  simple,  while  it  might  be  necessary  to  cut  any  rate 
that  now  could  be  fixed  on  a  tonnage  basis. 

The  2%  rate  affords  an  opportunity  for  a  salesman  to  obtain  a  sub- 
stantial increase  in  earnings  by  diligence  and  good  salesmanship.  In 
all  cases  for  which  data  have  been  available,  except  city  salesmen,  the 
total  sales  force  expense,  including  salaries,  commissions,  and  traveling 
expenses,  is  substantially  more  than  2%  of  sales;  hence  there  will  be 
a  saving  to  the  company  as  well  as  a  benefit  to  the  salesman  by  fixing 
the  rate  at  2%.  To  put  the  rate  higher  would  establish  a  precedent 
that  later  might  prove  embarrassing;  the  rate  of  bonus  should  never 
be  cut.  To  place  the  rate  higher  would  necessitate  setting  a  higher  and 
consequently  a  more  difficult  quota  for  numerous  salesmen.  Inasmuch 
as  the  bonus  is  paid  on  a  monthly  basis,  the  risk  of  abnormally  large 
bonuses  being  paid  in  exceptional  months  would  be  greater  if  the  rate 
were  higher. 

Although  the  2%  rate  may  not  provide  for  as  rapid  an  increase  in 
earnings  as  some  of  the  salesmen  desire,  nevertheless  it  will  be  far  easier 
to  provide  for  additional  increases  than  for  reductions;  the  conservative 
policy  is  the  better  under  present  conditions.    If  this  plan  is  fairly  sue- 
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cessful,  the  rate  can  be  increased  when  experience  justifies  it,  or  the 
plan  readily  can  be  amplified  in  future  years  by  paying  supplementary 
bonuses  for  particular  purposes.  The  2%  rate  will  help  to  maintain 
the  flexibility  of  the  plan. 

No  provision  is  made  for  penalizing  directly  a  salesman  who  fails  to 
make  his  quota  in  any  one  month.  It  would  be  possible  to  stipulate 
that  a  bonus  should  be  paid  only  when  the  quota  in  previous  months 
has  been  met,  or  to  pay  the  bonus  on  the  amount  by  which  the  monthly 
sales  exceed  the  sum  of  the  quota  for  the  current  month  plus  any  ac- 
cumulated deficiency  of  quotas  in  preceding  months.  Such  a  provision 
is  not  recommended,  for  the  following  reasons:  a  salesman  cannot  con- 
trol the  time  of  shipment  from  the  factory,  although  his  sales  are 
credited  only  when  shipped;  from  the  salesman's  standpoint,  it  would 
largely  nullify  the  effect  of  the  guaranteed  salary;  if  a  salesman  fre- 
quently is  deficient  or  attempts  to  take  unfair  advantage  of  the  com- 
pany on  this  point,  he  obviously  is  not  a  desirable  employee  and  should 
be  discharged;  the  success  of  the  whole  plan  depends  upon  a  broad- 
minded  spirit  of  fair  play  on  both  sides,  and  such  a  regulation  would  be 
hardly  consistent  with  that  spirit. 

DETERMINING  THE  QUOTA 

The  January  quota  for  each  salesman,  unless  he  is  subject  to  ex- 
ceptional treatment,  will  be  the  average  of  his  monthly  sales  in  January, 
1919,  January,  1920,  and  January,  192 1.  His  February  quota  will  be 
the  average  amount  of  his  sales  in  the  month  of  February,  1919-21. 

The  three-year  average  is  used,  in  preference  to  a  single  year,  in  order 
to  guard  against  abnormal  irregularities  that  occasionally  may  have 
occurred  in  the  fluctuations  of  the  monthly  sales  of  individual  sales- 
men. This  method  of  using  monthly  averages  will  be  readily  compre- 
hended by  the  salesmen,  and  the  figures  are  easily  determined.  Not 
the  least  of  its  merits  is  that  it  yields  quotas  based  on  the  records  of 
actual  performance,  rather  than  figures  that  might  seem  arbitrary  and 
artificial  to  the  salesmen. 

The  exceptions  to  the  use  of  the  three-year  monthly  average  in  estab- 
lishing quotas  are  made  in  order  to  eliminate  gross  inequalities  in  the 
rates  of  compensation  and  to  bring  the  selling  expense  in  each  territory 
within  reasonably  economical  limits.  The  city  salesman  in  the  Chicago 
district,  fbr  example,  who  received  next  to  the  highest  salary  in  1920 
had  next  to  the  smallest  sales  of  any  of  the  city  salesmen.  To  justify 
his  salary  of  $3,500,  his  sales  should  have  been  at  least  $280,000  instead 
of  $138,000.  The  country  salesman  in  the  Chicago  district  who  re- 
ceived the  highest  salary  in  1920  had  next  to  the  smallest  sales.  To 
justify  his  salary  of  $2,700,  his  sales  should  have  been  at  last  $90,000 
instead  of  $43,789;  in  fact,  it  might  not  be  unfair  to  place  him  on  a 
2%  salary  basis,  in  which  case  the  volume  of  sales  expected  from  him 
would  be  fixed  at  $135,000  a  year. 
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By  making  the  adjustments  in  quotas  provided  for  in  the  subdivisions 
of  Section  4  of  the  recommendations,  many  of  the  most  serious  objec- 
tions to  basing  quotas  on  past  records  are  removed.  The  overpaid 
salesmen  are  hereby  assigned  quotas  large  enough  to  put  them  on  a 
fair  basis  in  comparison  with  the  other  salesmen,  and  the  overpaid  sales- 
men will  be  expected  to  reach  these  quotas  if  they  are  to  hold  their 
jobs.  Thus  the  salary  expenses  for  the  various  territories  will  tend  to 
be  brought  into  line. 

In  future  years  the  standards  may  be  raised,  if  experience  warrants, 
so  that  the  salaries  guaranteed  to  country  salesmen  will  not  exceed,  say 
2.5%  of  the  quotas  assigned  them,  with  similar  modifications  of  the 
maximum  limits  of  the  other  groups.  The  decision  on  this  point,  how- 
ever, will  depend  upon  future  developments  and  upon  consideration  of 
individual  cases. 

The  conversion  factors  80,  40,  and  33^3  are  the  amounts  by  which 
the  salaries  in  respective  cases  are  to  be  multiplied  to  show  the  mini- 
mum amounts  of  sales  that  should  be  obtained  in  return  for  the  salaries 
paid.  The  analysis  of  the  Chicago  and  Cleveland  figures  indicates  that 
the  salesman  in  a  city  district  should  not  receive  a  salary  greater  than 
1.25%  of  his  sales.  Hence,  if  his  salary  is  $2,500,  his  annual  sales 
should  be  at  least  $200,000.  In  a  country  district,  if  the  salary  of  the 
salesman  is  $2,100,  the  annual  sales  should  be  at  least  $70,000.  This 
method  of  fixing  quotas  is  to  be  preferred  to  reducing  salaries.  If  any 
salesman  whose  salary  has  been  an  abnormally  high  percentage  of  his 
sales  cannot  reach  the  quota  set  for  him  under  this  plan,  he  should  be 
replaced. 

SHOULD   1922   QUOTAS  BE  SCALED  DOWN  BY  AN  AMOUNT  EQUIVALENT 

TO   THE  AVERAGE   REDUCTION   IN   PRICES    OF    THE   GLENROCK 

MANUFACTURING  COMPANY'S  PRODUCTS? 

Prices  of  these  products  were  higher  in  1919  and  in  1920  than  they 
are  today.  Consequently,  the  three-year  averages  in  dollars  represent 
a  greater  tonnage  at  the  present  price  level  than  in  19 19  and  1920.  In 
other  words,  when  a  salesman  is  asked  to  sell  as  much  in  dollars  and 
cents  in  1922  as  in  1919-21,  he  is  being  requested  to  sell  more  in  tons, 
before  receiving  a  bonus.  Fairness  to  the  men  would  require  a  scaling 
down  in  quotas  proportionate  to  the  decline  in  prices,  if  it  were  not  for 
several  other  considerations.  Such  a  scaling  down  would  remove  the 
ground  for  possible  charges  of  exploitation,  and  would  establish  quotas 
more  readily  reached.  On  the  other  hand,  a  salesman  is  guaranteed  the 
rate  of  salary  that  he  is  now  receiving;  hence,  if  he  falls  short  of  his 
quota,  he  is  not  necessarily  penalized.  The  salesmen  have  been  relieved 
of  a  good  deal  of  missionary  and  promotional  work.  For  a  substantial 
number  of  salesmen,  even  under  this  plan,  the  quota  is  liberally  low, 
judging  from  the  ratios  of  their  salaries  to  their  sales.  Numerous  sales- 
men have  been  or  will  be  given  additional,  consolidated  territories,  and 
thus  opportunities  for  larger  sales,  while  their  quotas  will  be  based  on 
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their  individual  records,  not  on  the  combined  records  of  the  consolidated 
territories.  Constructive  help  in  increasing  sales  is  to  be  given  by  the 
company.  There  is  a  danger  of  putting  the  quotas  too  low  in  view  of 
uncertainty  as  to  price  tendencies.  Business  prospects  for  1922  should 
make  selling  easier  than  it  was  for  substantial  periods  in  1919-21.  The 
scaling  down  can  be  carried  out  from  time  to  time  in  the  future,  when- 
ever there  is  assurance  that  a  permanent  drop  in  prices  has  occurred. 
For  these  reasons  it  is  recommended  that  the  three-year  averages  should 
not  be  scaled  down  in  fixing  the  quotas  for  1922. 

CREDITING    SALES    TO    SALESMEN'S    RECORDS 

The  recommended  method  of  crediting  sales  is  similar  in  practically 
all  respects  to  the  method  whereby  sales  were  credited  to  salesmen  in 
1921. 

Because  of  joint  effort  and  territory  conflicts,  this  problem  obviously 
is  one  of  the  most  difficult  to  be  solved  in  working  out  any  plan  for 
compensating  salesmen.  The  problem  exists,  however,  whether  the 
quota  is  set  in  tons  or  in  dollars  and  whether  the  bonus  is  paid  on 
the  physical  quantity  of  goods  sold  on  sales  in  dollar  values.  If 
salaries  or  other  forms  of  compensating  salesmen  are  to  be  adjusted 
to  accord  with  accomplishment,  this  question  of  how  to  credit  results 
must  be  faced. 

In  crediting  sales  made  to  a  jobber  or  to  a  contractor  that  are  shipped 
outside  the  territory  in  which  the  jobber's  or  contractor's  place  of  busi- 
ness is  located,  full  discretion  must  be  granted,  for  the  present  at  least, 
to  the  branch  manager  to  make  such  adjustments  as  seem  fair.  Al- 
though the  problem  is  full  of  perplexing  administrative  details,  the  dif- 
ficulties should  not  be  insuperable. 

CONSTRUCTIVE   ASSISTANCE   TO    SALESMEN 

Sections  8  to  11  of  the  recommendations — routing,  use  of  customers' 
records,  market  analysis,  and  dealer  help — are  at  least  as  important  as 
the  proposed  scheme  of  compensation.  Unless  such  constructive  plans 
as  these  are  put  into  effect  immediately,  the  bonus  plan  itself  should 
not  be  adopted.  The  bonus  should  not  be  looked  upon  merely  as  a 
speeding-up  device;  numerous  salesmen  will  not  respond  to  such  an  in- 
centive unless  concrete  assistance  is  given  to  aid  them  in  producing 
larger  sales. 

The  recommendation  regarding  the  study  of  routing  is  not  intended 
to  develop  prescription  of  hard  and  fast  rules,  but  rather  to  aid  sales- 
men in  finding  out  how  they  can  economize  their  time. 

The  constructive  use  of  customers'  records  is  vitally  necessary.  It 
is  just  as  important  to  prevent  the  loss  of  an  old  customer  as  to  secure 
a  new  one.  Occasional  instances  of  friction  and  misunderstanding  with 
customers  are  certain  to  occur  and  they  will  breed  ill  will  unless  cared 
for  promptly. 
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The  market  analysis  recommended  is  to  be  used  to  show  a  salesman 
where  he  should  be  making  larger  sales.  As  a  guide  and  stimulant  it 
probably  will  be  more  readily  appreciated  by  the  salesmen  than  if  it 
were  utilized  as  a  direct  means  of  establishing  quotas  to  be  used  in 
governing  compensation.  The  provisions  for  fixing  the  quotas  on  records 
of  past  performance  with  the  supplementary  market  analysis  as  a  guide 
to  expansion  very  likely  will  provide  a  plan  that  is  thoroughly  ac- 
ceptable to  the  salesmen,  because  of  its  freedom  from  seemingly  artificial 
compulsion. 

Broad-gauge  "dealer  help,"  finally,  should  assist  materially  in  in- 
creasing good-will,  thereby  smoothing  the  way  for  the  salesmen  and 
rendering  it  easier  for  them  to  secure  increases  in  sales  that  will  yield 
them  the  additional  income  which  they  desire. 


ii.  Kittet  Company 
method  of  paying  salesmen 

The  Kittet  Company,  of  New  York,  acted  as  selling  agent  for 
four  mills  in  which  it  was  interested  financially.  The  chief  prod- 
ucts were  woolen  and  cotton  piece  goods.  The  executives  of  the 
company  in  August,  1924,  wished  to  devise  a  method  of  paying 
salesmen  which  would  increase  total  sales,  correct  the  existing 
tendency  of  salesmen  to  concentrate  on  the  easiest  selling  lines, 
and  reduce  salesmen's  traveling  and  office  expenses. 

There  were  four  main  classifications  by  which  records  of  sales 
were  kept.  In  class  A  were  products  sold  to  automobile  manu- 
facturers, furniture  manufacturers,  and  wholesalers  who  supplied 
furniture  manufacturers.  The  sale  of  products  included  in  this 
class  was  comparatively  easy;  there  was  little  competition,  and 
the  reputation  of  the  lines  had  been  established  nationally.  The 
lines  in  group  B  were  sold  to  the  same  type  of  customers  as 
those  in  A,  but  the  sale  was  more  difficult  on  account  of  keen 
competition.  The  merchandise  in  class  C  was  sold  to  dry-goods 
wholesalers.  The  competition  met  in  the  sale  of  these  goods  was 
more  severe  even  than  that  met  in  class  B.  There  was  a  market 
for  lines  in  groups  A,  B,  and  C  throughout  the  year,  but  a  peak 
was  reached  during  the  months  from  July  to  September.  In 
class  D  were  lines  which  were  sold  to  clothing  manufacturers. 
Orders  were  not  difficult  to  obtain,  but  the  market  was  limited. 
All  sales  of  lines  in  class  D  were  made  during  the  month  of 
October. 
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There  were  three  lines  in  class  A,  three  in  class  B,  four  in 
class  C,  and  four  in  class  D.  The  size  of  orders  varied  from 
$2  to  $1,000,000.  The  average  order  in  class  A  was  between 
$75,000  and  $100,000;  in  class  B,  from  $10,000  to  $15,000;  in 
class  C,  from  $2,000  to  $3,000;  and  in  class  D,  approximately 
$500. 

Each  of  the  mills  manufactured  lines  in  the  four  classes,  A,  B, 
C,  and  D,  and  each  of  them  allowed  the  Kittet  Company  the 
same  gross  commission  for  all  lines.  The  percentage  of  com- 
mission varied  slightly  from  year  to  year;  the  average  for  the 
four  years  from  1920  through  1923  was  6%.  Net  profits  reg- 
ularly had  been  earned  on  all  lines  sold. 

The  company  maintained  four  branch  offices,  one  in  the  East, 
two  in  the  Middle  West,  and  one  on  the  Pacific  Coast.  Since 
these  offices  would  be  unnecessary  if  the  sale  of  class  A  was  dis- 
continued, the  expense  of  maintaining  them  was  charged  to  prod- 
ucts in  that  class. 

The  12  salesmen  of  the  company  sold  products  throughout  the 
United  States.  There  was  but  little  duplication  of  the  terri- 
tories in  which  the  salesmen  traveled,  because  the  industries  from 
which  orders  for  each  class  of  merchandise  were  solicited  were 
located  in  different  sections.  Each  salesman  had  approximately 
100  regular  customers  and  about  50  who  bought  at  irregular 
intervals.  In  Chicago  and  Detroit  there  were  about  2  5  customers 
who  bought  classes  A  and  B  and  who  were  visited  by  salesmen 
once  each  week.  Other  cities,  such  as  Cleveland,  Cincinnati,  In- 
dianapolis, and  St.  Louis,  were  visited  about  once  each  month 
by  salesmen  selling  all  lines.  In  other  cities  the  frequency  of 
visits  ranged  from  once  in  six  months  to  once  in  two  months. 
Sales  in  classes  A  and  B  ordinarily  were  made  by  contracts,  the 
duration  of  which  usually  was  from  three  to  four  months. 

The  salesmen  were  paid  salaries  and  traveling  expenses 
monthly,  and  bonuses  at  the  end  of  each  year.  The  amounts  of 
the  bonuses,  however,  had  not  been  determined  by  a  uniform 
method.  If  the  sales  record  of  an  individual  salesman  was  above 
average  for  that  year,  a  bonus  of  20%  or  25%  on  his  salary 
usually  was  granted.  In  years  of  depression  or  in  cases  in  which 
salesmen  had  poor  records,  it  was  customary  to  pay  nominal 
bonuses  of  $100  each.  Salesmen  submitted  statements  of  their 
traveling  and  office  expenses  once  a  month. 
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Four  of  the  twelve  salesmen  sold  only  lines  in  classes  A  and  B. 
Each  of  these  received,  on  an  average,  a  salary  of  $7,500  annually, 
exclusive  of  bonus,  and  approximately  $4,500  for  traveling  ex- 
penses.   In  the  four  years  1920  to  1923,  inclusive,  the  average 

Exhibit  i 

Approximate  Sales,  Gross  Margin,  and  Profit  of  the  Kittet 

Company,  by  Groups  of  Salesmen  and  by  Product 

Classes,  1920-1923* 

Total  for  All  Salesmen 


Year 

Sales  in 
Class  A 

Sales  in 
Class  B 

Sales  in 
Class  C 

Sales  in 
Class  D 

Total 
Sales 

Gross 
Margin 

Net 
Profit 

1920 
1921 
1922 
1923 
Average 

$4,040,000 
2,300,000 
3,500,000 
4,400,000 
3,560,000 

$4,025,000 
2,120,000 
3,500,000 
4,390,000 
3,508,750 

$845,000 
460,000 
750,000 
935,000 
747,5oo 

$290,000 
120,000 
250,000 
275,000 
233.7SO 

$9,200,000 
5,000,000 
8,000,000 

10,000,000 
8,050,000 

$552,000 
300,000 
480,000 
600,000 
483,000 

$235,980 

53,8oo 

199,000 

261,400 

187,545 

Approximate  Average  Sales,  Gross  Margin,  and  Profit  per  Salesman 

of  First  Group 


Year 

Sales  in 
Class  A 

Sales  in 
Class  B 

Total 

Sales 

Gross 
Margin 

Net 
Profit 

1920 
1921 
1922 
1923 
Average 

$800,000 
500,000 
800,000 
000,000 
750,000 

$750,000 
400,000 
700,000 
000,000 
687,500 

$1,550,000 

000,000 

1,500,000 

1,800,000 

1,437,500 

$  93,000 

54,000 

90,000 

108,000 

86,250 

$38,750 
10,000 
39,250 
47,250 
33,8i3 

Approximate  Average  Sales,  Gross  Margin,  and  Profit  per  Salesman 

of  Second  Group 


Year 

Sales  in 
Class  A 

Sales  in 
Class  B 

Sales  in 
Class  C 

Sales  in 
Class  D 

Total 
Sales 

Gross 

Margin 

Net 
Profit 

1920 
1921 
1922 

1923 
Average 

$210,000 

75,000 

75,ooo 

200,000 

140,000 

$256,250 
130,000 
175,000 
197,500 
189,688 

$  99,000 

55,ooo 

87,500 

108,750 

87,563 

$17,500 

7,000 

12,500 

i3,75o 

12,687 

$582,750 
267,000 
350,000 
520,000 
429,938 

$34,965 
16,020 
21,000 
31,200 
25,796 

$16,810 

2,900 

7,5oo 

14,200 

lo,353 

Approximate  Average  Sales,  Gross  Margin,  and  Profit  per  Salesman 

of  Third  Group 


Year 


1920. . . 
1921. . . 
1922 . . . 
1923- • • 
Average 


Sales  in 
Class  C 


$112,250 

60,000 

100,000 

125,000 

99,313 


Sales  in 
Class  D 


£55,000 
23,000 
50,000 
55,ooo 
45,75o 


Total 
Sales 


$167,250 

83,000 

150,000 

180,000 

145,063 


Gross 
Margin 


$10,035 

4,980 

9,000 

10,800 

8,704 


Net 
Profit 


$3,435 

55o 

3,000 

3.000 

2,721 


'Overhead  averaged  2%  of  net  sales. 

Sales  expense  (includes  salaries,  traveling  expense,  and  branch  office  expense)  averaged: 
1.5%  of  sales;  class  B,  1.25%;  class  C,  2.3%;  and  class  D,  2.3%. 


class  A, 
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sales  credited  to  each  salesman  in  this  group  had  been  more  than 
$1,400,000  annually.  A  second  group  of  four  salesmen  sold 
products  in  all  four  classes.  The  average  annual  salary  received 
by  each  of  them  was  $5,000  and  his  expenses  usually  amounted 
to  about  $2,500.  A  third  group  of  four  salesmen  who  had  been 
selling  the  goods  of  the  company  for  only  a  short  time  sold  only 
lines  in  classes  C  and  D.  The  average  yearly  salary  for  a  sales- 
man in  this  group  was  about  $2,500,  with  traveling  expenses  of 
slightly  over  $1,000.  The  average  sales  of  a  salesman  in  the 
second  group  was  about  $430,000  a  year,  and  in  the  third  group, 
approximately  $145,000  annually. 

Exhibit  1  is  a  summary  of  approximate  total  sales  by  the  four 
classes,  A,  B,  C,  and  D,  and  an  approximate  average  record  of  the 
three  groups  of  salesmen  for  the  four  years  from  1920  to  1923, 
inclusive. 

These  records  did  not  pertain  to  identical  salesmen.  For  ex- 
ample, a  salesman  hired  in  1920  who  made  a  good  record,  might 
have  been  promoted  to  the  second  or  first  group,  and  a  salesman 
in  the  second  group  might  have  been  transferred  to  the  first 
group.  The  individuals  comprising  a  group  varied,  but  the  sales 
ability  represented  by  a  group  remained  practically  constant. 

In  the  records  of  the  company  each  salesman  was  credited 
with  the  total  sales  in  his  territory.  Company  executives,  how- 
ever, had  been  responsible  for  about  25%  of  the  orders  for 
products  in  class  B.  Executives  solicited  orders  only  for  mer- 
chandise in  that  class.  The  salesmen  in  most  instances  closed 
the  sales,  and  since  no  written  record  was  kept  of  the  part 
executives  took  in  transactions,  there  was  no  definite  record  of 
sales  made  wholly  by  the  salesmen.  It  was  evident,  however, 
that  the  salesmen  could  have  made  many  more  sales  in  class  B 
without  the  assistance  of  executives  had  it  been  to  their  interest. 
The  sales  volume  of  C  products  was  believed  to  be  smaller  than 
that  which  might  be  obtained  with  reasonable  effort.  No  market 
survey  had  been  attempted. 

Under  the  existing  plan  of  paying  the  salesmen,  almost  every 
year  it  had  been  necessary  either  to  increase  salaries  or  to  incur 
the  risk  of  a  discontented  sales  force.  It  had  been  difficult  to 
induce  the  salesmen  to  concentrate  efforts  on  the  products  which 
were  difficult  to  sell  and  to  assist  in  the  creation  of  a  market  for 
new  products.     Bonuses  had  had  little  effect  in  limiting  these 
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evils  or  in  providing  a  general  incentive  to  increase  efforts. 
Expenses  had  been  higher  than  the  executives  considered  neces- 
sary. The  existing  method  offered  salesmen  no  incentive  to 
keep  expenses  low.  The  executives  believed  that,  if  a  reason- 
able inducement  were  provided,  expenses  would  be  decreased. 
An  excellent  spirit  of  cooperation,  however,  existed  among  the 
salesmen.  The  company  executives  wished  to  preserve  this  spirit 
if  a  change  was  made. 

The  executives  of  the  Kittet  Company  found  that  a  variety  of 
plans  for  paying  salesmen  were  used  by  companies  who  sold 
similar  lines  of  goods.  Some  paid  salaries  only,  some  salaries 
and  bonuses,  some  commissions  on  net  sales,  and  some  commis- 
sions based  on  the  gross  margins  secured  by  salesmen.  The  con- 
ditions under  which  the  various  companies  were  operated  were 
not  comparable,  and,  consequently,  it  was  obvious  that  some  of 
the  plans  need  not  be  given  serious  consideration. 

The  straight  salary  plan  was  not  considered.  The  custom  of 
granting  bonuses  had  been  established  approximately  25  years 
and  the  salesmen  had  come  to  expect  bonuses  as  additions  to  sal- 
aries. A  bonus,  moreover,  constituted  an  incentive  for  extra 
selling  effort. 

Consideration  was  not  given  to  the  plans  for  paying  commis- 
sions on  net  sales  or  on  gross  margin.  On  either  basis,  a  marked 
irregularity  of  compensation  would  result,  both  as  between  dif- 
ferent salesmen  in  the  same  year  and  as  between  the  same  class 
of  salesmen  in  different  years.  The  salesmen,  it  was  appre- 
hended, would  become  dissatisfied,  because  in  years  similar  to 
192 1  their  compensation  would  not  pay  living  expenses  unless 
the  rate  of  commission  were  revised.  A  commission,  of  course, 
would  be  paid  only  on  sales  which  the  salesman  made  by  his  own 
efforts.  Even  if  differential  commissions  were  paid  in  proportion 
to  the  difficulty  of  selling,  the  amount  of  a  salesman's  compensa- 
tion, over  a  period  of  years,  would  be  irregular.  If  the  rate  of 
commission  were  uniform  for  all  salesmen,  it  would  be  impos- 
sible to  arrive  at  a  basis  by  which  the  compensations  would 
approximate  those  under  the  current  plan.  This  would  be  true 
whether  the  commission  were  gross  or  net,  that  is,  whether  the 
company  paid  the  salesmen's  expenses  by  statement  or  whether 
it  allowed  a  percentage  of  sales  or  of  gross  margin  to  reimburse 
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the  salesmen.  For  example,  in  1923,  a  0.65%  commission  on 
sales  of  products  in  class  A  and  a  1.3%  commission  on  sales  of 
class  B  would  have  resulted  in  an  average  total  compensation  to 
salesmen  in  the  first  group  of  $14,625,  or  approximately  the  sal- 
ary, bonus,  and  expense  money  paid  them  in  1923.  A  2]/^%  com- 
mission on  classes  C  and  D  would  have  resulted  in  an  average  total 
compensation  of  $4,050  to  salesmen  in  the  third  class.  This 
would  have  approximated  the  salary,  bonus,  and  expense  money 
received  in  1923  by  a  salesman  of  this  class.  If  the  same  per- 
centage in  commissions,  however,  had  been  paid  to  salesmen  of 
the  second  group,  the  total  compensation  of  1923  would  have 
amounted  to  $5,981.87.  These  calculations  were  based  on  the 
assumption  that  the  executives  of  the  company  were  responsible 
for  25%  of  the  sales  of  lines  in  class  B  in  1923. 

The  average  total  earnings  of  salesmen  in  the  second  group, 
however,  had  been  $8,750.  In  all  three  cases,  bonuses  were  as- 
sumed to  be  25%  of  the  salaries.  If  commissions  had  been  in- 
creased in  the  other  groups,  the  ratio  of  total  sales  expense  would 
have  increased  instead  of  decreased.  On  the  other  hand,  to 
make  differentials  in  commissions  both  by  product  classes  and 
by  groups  of  salesmen  probably  would  have  caused  misunder- 
standings and  have  resulted  in  charges  of  unfairness. 

The  plan  which  the  executives  considered  most  seriously  was 
one  by  which  a  salesman  would  receive  a  gross  compensation 
approximately  equal  to  his  salary  in  1923,  a  fixed  allowance  for 
expenses,  and,  for  all  sales  above  a  certain  quota,  a  commission 
based  on  sales  difficulties  of  the  line  or  lines  sold.  Each  salesman 
was  to  be  charged  on  the  books  of  the  company  with  the  com- 
mission on  the  amount  of  sales,  if  any,  by  which  he  failed  to 
reach  his  quota.  If,  for  example,  the  annual  quota  of  a  sales- 
man in  the  first  group  was  $750,000  in  class  A  and  $675,000  in 
class  B,  and  his  sales  in  class  A  were  $700,000  and  in  class  B  $575- 
000,  and  if  the  commissions  were  0.7%  and  1%  respectively,  the 
salesman  was  to  be  charged  with  0.7%  of  $50,000  plus  1%  of 
$100,000,  or  $1,350.  In  succeeding  years  the  salesman  would 
have  received  commissions  only  after  he  earned  $1,350  for  sales 
above  his  quotas.  The  gross  compensation  for  salary  and  ex- 
penses was  to  be  paid  each  year.  Charges  were  to  be  carried 
forward  from  year  to  year  until  paid. 

Under  this  plan  salesmen  would  have  had  complete  control 
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over  routes  and  trips.  At  the  first,  of  course,  the  executives 
were  more  interested  in  finding  a  suitable  plan  than  in  determin- 
ing the  exact  quotas  and  rates  of  commission.  It  was  necessary, 
however,  in  studying  the  plan  to  fix  tentative  methods  for  setting 
quotas.  There  was  no  intention  of  making  an  elaborate  statis- 
tical analysis  for  purposes  of  setting  quotas.  Some  consideration 
would  be  given  each  year  to  changes  in  demand  and  to  business 
conditions.  The  basis  of  the  quota  for  each  salesman,  however, 
probably  would  be  an  average  of  the  sales  for  the  three  or  four 
years  preceding  that  for  which  the  quotas  were  to  be  fixed. 

The  executives  believed  that  this  plan  would  increase  total 
sales  as  well  as  sales  made  by  the  salesmen  in  lines  which  were 
difficult  to  sell.  In  the  discussion  of  the  plan  the  following  con- 
siderations were  brought  out.  The  greater  part  of  the  sales 
increase  in  the  lines  that  were  difficult  to  sell  would  result  from 
the  salesmen's  completion  of  sales  without  the  assistance  of  execu- 
tives. The  commission  would  be  adequate  inducement,  however, 
for  salesmen  to  secure  new  customers.  If  the  new  plan  were  fol- 
lowed, salesmen  would  be  rewarded  for  extra  selling  efforts  and 
for  superior  abilities.  The  salesmen's  responsibility  for  their  own 
expenses  would  cause  them  to  plan  routes  and  trips  more  care- 
fully; they  would  tend  to  exert  more  intensive  efforts  and  make 
less  frequent  visits.  It  was  expected  that  experience  in  planning 
would  develop  the  salesmen's  executive  ability.  The  tendency  to 
concentrate  on  best  selling  lines  would  be  corrected.  Salesmen 
would  have  an  incentive  for  selling  the  lines  with  great  sales 
resistance.  Consequently,  the  executives  no  longer  would  have 
to  do  actual  selling;  their  duties  in  connection  with  sales  would 
be  limited  to  general  supervision.  There  was  no  possibility  that 
salesmen  would  be  compensated  inadequately  in  years  of  de- 
pression, nor  was  the  plan  likely  to  be  misunderstood.  Since  the 
quotas  would  be  based  on  an  average  of  sales  which  actually  had 
been  made,  they  would  be  related  closely  to  ability.  The  pro- 
vision under  which  salesmen  were  to  be  charged  commissions  for 
the  amounts  by  which  they  failed  to  reach  their  quotas  would 
tend  to  shift  a  part  of  their  expenses  in  years  of  depression  to 
the  salesmen  themselves.  At  the  same  time,  they  would  receive 
adequate  compensation  during  those  years. 

The  company's  profit  under  the  current  plan  had  been  satis- 
factory.   The  company  had  been  able  to  retain  its  salesmen;  not 
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one  of  its  experienced  salesmen  had  been  induced  to  enter  the 
employ  of  a  competing  company.  There  had  been  no  tendency 
to  reduce  expenses  by  failures  to  make  visits.  Under  the  new 
plan,  however,  a  salesman  might  not  visit  points  distant  from  his 
territory  because  he  might  consider  that  the  volume  of  sales 
which  he  could  obtain  there  would  not  warrant  the  expenditure. 
If  quotas  were  set  on  the  basis  of  estimated  actual  past  sales 
of  salesmen,  which  would  not  include  sales  made  by  the  exec- 
utives, it  might  be  possible  for  a  salesman  to  reach  his  quota 
easily  and  to  obtain  a  commission  on  a  large  volume  of  sales,  and 
thereby  from  the  viewpoint  of  the  company  to  increase  the  ratio 
of  total  expense  of  that  salesman  to  his  net  sales.  If,  however, 
the  quota  for  a  salesman  was  set  at  an  average  of  all  the  sales 
credited  to  him,  that  figure  would  be  an  increase  over  the  vol- 
ume of  orders  actually  secured  by  the  salesman,  and  might  deter 
him  from  attempting  to  reach  the  quota. 

The  fact  that  the  salesmen  were  to  be  penalized  for  failure  to 
reach  quotas  might  cause  a  salesman  who  fell  far  short  of  his 
quota  to  leave  the  company.  Allowances,  however,  were  to  be 
made  for  special  circumstances.  The  executives  believed  that 
the  loss  of  a  salesman  who,  under  ordinary  circumstances,  failed 
to  reach  his  quota  would  benefit  rather  than  harm  the  company. 

Should  the  company  have  adopted  the  proposed  plan? 


12.  Winona  Rubber  Company 
management  of  sales  force 

The  Winona  Rubber  Company,  upon  obtaining  national  dis- 
tribution for  its  tires  and  footwear,  created  a  sales  promotion 
department  which  was  to  maintain  one  representative  in  each 
of  the  company's  21  major  sales  territories.  The  staff  of  the 
accounting  department  also  was  enlarged  by  the  addition  of 
traveling  auditors  who  visited  each  retailer  with  a  credit  rating 
of  $12,000  and  upwards.  The  sales  promotion  men  called  upon 
all  Winona  customers  for  the  purpose  of  assisting  them  in  for- 
mulating sales  plans. 

As  soon  as  the  sales  promotion  men  began  their  field  work, 
they  reported  to  the  home  office  adverse  criticisms  of  the  com- 
pany's salesmen.    They  stated  that  many  Winona  salesmen,  like 
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the  salesmen  of  numerous  other  manufacturers  and  wholesalers, 
had  developed  their  territories  by  making  the  retailers  their  own 
customers  rather  than  primarily  customers  of  the  Winona  Rub- 
ber Company.  A  salesman  who  had  been  in  a  territory  for  sev- 
eral years,  furthermore,  usually  had  fixed  ideas  regarding  the 
volume  of  business  that  it  was  possible  to  obtain,  with  the  result 
that  customers  in  favorite  towns  were  solicited,  but  little  effort 
was  being  made  to  secure  new  customers  and  to  develop  the 
localities  in  which  Winona  products  were  not  handled.  An  exam- 
ple of  this  came  from  a  Texas  territory.  The  salesman  who  had 
covered  that  territory  for  10  years  apparently  had  been  success- 
ful in  selling  the  company's  products.  At  the  end  of  the  first 
season  after  the  sales  promotion  department  was  established, 
his  record  showed  that  for  the  sale  of  footwear  he  had  called 
upon  275  retailers  in  135  towns  and  had  obtained  225  orders. 
His  report  stated  that  he  had  covered  the  entire  territory.  The 
sales  map  of  the  territory,  however,  indicated  that  the  salesman 
had  been  assigned  to  240  towns  with  550  possible  accounts. 
These  data  were  sent  to  the  salesman  with  the  request  that  he 
cover  the  remainder  of  his  territory;  upon  making  a  second  trip 
he  obtained  orders  from  new  customers  for  merchandise  amount- 
ing to  $55,000,  an  amount  practically  equal  to  his  previous  total 
sales  of  footwear  for  the  season.  This  was  typical  of  conditions 
in  numerous  other  territories. 

In  order  to  remedy  these  conditions,  the  sales  promotion  man- 
ager recommended  that  the  sales  department  adopt  the  policy 
of  transferring  salesmen  from  one  territory  to  another  every 
three  or  five  years.  The  suggestion  also  was  made  that  branch 
managers  as  well  as  salesmen  should  be  shifted  whenever  the 
traveling  representatives  of  the  company  found  evidence  of  lax- 
ity or  rut-work  in  the  branches. 

There  was  danger,  of  course,  that  the  immediate  execution  of 
such  a  plan  would  demoralize  the  sales  force  and,  consequently, 
if  it  were  to  be  adopted,  it  would  be  necessary  to  make  the 
changes  gradually.  It  was  expected  that  many  salesmen  would 
oppose  the  plan,  since  it  would  become  necessary  for  them  to  sell 
their  homes  and  move  their  families  to  other  parts  of  the  country. 
Each  change  of  salesmen,  moreover,  would  have  to  be  treated  as 
an  experiment,  and  it  might  be  necessary  to  move  a  man  more 
than  once  before  he  was  placed  properly.    Objections  also  were 
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anticipated  from  salesmen  who  found  that  their  new  territories 
required  development  before  their  volumes  of  sales  equaled  those 
of  the  territories  from  which  they  had  been  transferred;  their 
compensation  depended  directly  upon  the  volume  of  sales  secured. 

No  competitors  of  the  Winona  Rubber  Company  pursued 
such  a  plan;  hence  it  was  possible  that  some  salesmen  might  be 
lost  to  other  firms.  In  order  to  avoid  reducing  the  incomes  of 
salesmen  when  they  were  transferred,  the  sales  promotion  man- 
ager proposed  to  grant  a  larger  drawing  account  in  any  case 
where  the  volume  of  sales  in  a  new  territory  was  lower  than  that 
of  the  district  from  which  the  salesman  was  transferred.  In  his 
opinion,  it  was  unfair  to  keep  a  salesman  who  was  skilful  in  de- 
veloping a  new  territory  in  a  district  in  which  he  would  become 
a  repeat-order  man;  hence  for  such  men  a  transfer  was  to  be 
looked  upon  as  an  advancement. 

The  company  adopted  the  plan  proposed  by  the  sales  promo- 
tion manager  and  later  stated  that  it  was  successful.  To  what 
was  that  apparent  success  to  be  attributed? 


13.  Tuscarora  Company 
customers'  records 

During  1922  the  Tuscarora  Company,  operating  a  wholesale 
grocery  business  in  a  large  eastern  city,  encountered  keen  com- 
petition in  the  local  field.  In  the  previous  year  the  sales  of  the 
company  had  been  more  than  $14,500,000,  largely  in  the  city 
and  the  territory  within  a  radius  of  40  miles;  sales  of  a  few 
specialties,  such  as  the  Tuscarora  brand  of  flavoring  extracts, 
were  made  over  a  much  wider  area.  The  sales  volume  of  the 
Tuscarora  Company  was  exceeded  by  two  of  its  local  competi- 
tors and  approximately  equaled  by  at  least  two  more.  After 
the  dull  season  of  1921,  all  these  wholesale  grocers  were  putting 
forth  extra  efforts  to  increase  sales  in  1922.  Not  only  were  the 
155  salesmen  of  the  Tuscarora  Company  endeavoring  to  call  on 
every  potential  customer  in  their  territories,  but  in  numerous 
instances  the  company  was  finding  it  necessary  to  promise  pre- 
payment of  freight  in  order  to  secure  new  customers. 

The  business  of  the  Tuscarora  Company  was  divided  into  26 
merchandise  departments.    The  company  aimed  to  specialize  in 
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high-grade  goods,  and  from  35%  to  40%  of  its  sales  were  made 
under  its  own  private  brand.  In  addition  to  acting  as  buyer  for 
his  department,  each  department  manager  was  responsible  for 
following  up  all  the  salesmen  to  be  sure  that  an  adequate  volume 
of  sales  in  his  department  was  maintained.  Records  of  sales  in 
dollars  and  cents  according  to  merchandise  departments  were 
kept  by  the  salesmen,  who  reported  the  figures  weekly  to  the 
home  office.  On  the  basis  of  these  reports,  the  office,  after  check- 
ing the  salesmen's  reports  with  orders  received,  furnished  each 
department  manager  weekly  with  a  record  of  the  sales  of  goods 
in  his  department  by  each  salesman.  The  proportion  of  the  sales 
in  each  department  to  total  sales  was  computed  monthly  for  the 
information  of  the  president,  who  held  department  managers 
accountable  for  any  slumps  in  the  sales  of  their  respective  depart- 
ments. General  supervision  over  sales  was  exercised  by  a  gen- 
eral sales  manager,  who  hired  the  salesmen  and  arranged  their 
terms  of  compensation. 

City  salesmen  were  paid  33^%  of  the  gross  margin  above 
the  cost  of  merchandise,  and  salesmen  in  districts  outside  the 
city  received  40%  of  the  gross  margin.  Out  of  this  sum,  they 
paid  their  traveling  expenses,  the  remainder  constituting  their 
salaries.  For  each  salesman's  territory  a  list  was  kept  by  towns 
of  customers  and  prospects.  Customers'  and  prospects'  names 
were  not  kept  separate;  whenever  a  prospect  became  a  cus- 
tomer a  check  mark  was  placed  after  his  name.  This  list 
also  showed  the  number  of  calls  on  prospects  and  customers  for 
each  quarter  of  the  year  and,  in  the  case  of  prospects,  the  sales- 
man's reasons  for  his  failure  to  sell  goods  to  them.  In  the  city, 
salesman  called  on  customers  and  prospects  ordinarily  once  a 
week.  No  sales  quotas  were  set,  but  the  population  of  each 
salesman's  district  was  estimated,  and  the  salesman  was  expected 
to  sell  about  $1  worth  per  year  for  each  inhabitant.  Although 
no  regular  missionary  salesmen  were  employed,  a  flying  squadron 
of  three  or  four  men  was  constantly  testing  and  checking  the 
activities  of  salesmen  in  the  various  territories.  Occasionally  a 
department  head  found  it  necessary  to  send  out  a  special  repre- 
sentative to  push  the  sales  of  the  merchandise  carried  in  his 
department. 

In  the  office,  accounts  receivable  were  kept  on  a  card  ledger 
which  showed  the  purchases  of  each  customer  in  dollars  and 
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cents.  In  the  normal  course  of  billing  each  month,  the  book- 
keepers noted  when  any  customer's  card  became  inactive.  Al- 
though no  fixed  rules  were  established  as  to  when  a  customer's 
account  should  be  classified  as  inactive,  before  a  customer's  card 
was  transferred  to  the  inactive  file  it  was  turned  over  to  the 
general  sales  manager,  for  decision  as  to  whether  any  special 
effort  should  be  made  to  find  out  why  the  customer  had  ceased 
buying.  During  192 1  the  Tuscarora  Company  had  between 
12,000  and  13,000  active  accounts  on  its  books,  and  in  the 
course  of  the  year  there  was  a  customer  turnover  of  36%.  The 
president  of  the  company  did  not  regard  this  turnover  as  ex- 
cessive. 

Toward  the  end  of  1922  a  suggestion  was  made  that  the  Tus- 
carora Company  should  keep  a  card  record  in  the  sales  depart- 
ment, one  card  for  each  customer,  which  would  show  the  sales 
to  the  customer  by  months  for  each  merchandise  department, 
and  that  these  records  should  be  used  for  guidance  in  building 
up  a  larger  volume  of  sales  through  the  application  of  special 
sales  effort  to  customers  whose  purchases  were  declining  in  vol- 
ume. 

This  suggestion  was  rejected  on  the  ground  that  the  system 
in  use  of  checking  sales  to  individual  customers  was  reasonably 
satisfactory,  and  that  the  special  customers'  records  for  the 
sales  department  would  not  be  worth  the  extra  expense  of  pre- 
paring such  summaries  from  the  records  in  the  bookkeeping 
department. 


14.  Elm  Wholesale  Grocery  Company 
credit 

The  Elm  Wholesale  Grocery  Company,  located  in  St.  Louis,  in 
May,  1 9 19,  received  an  order  from  one  of  its  salesmen  for  mer- 
chandise amounting  to  $250.  The  order  was  given  to  the  sales- 
man by  J.  G.  Straw,  a  retail  grocer  in  a  town  with  a  population 
of  10,000,  in  southern  Illinois.  This  was  the  first  order  that  had 
been  received  from  Mr.  Straw. 

The  net  worth  statement  on  the  following  page  was  submitted 
by  Mr.  Straw. 
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Financial  Statement 
Year  Ending  January  1,  1919 


\    eta  Liabilities 


Cash  on  Hand $      723.78     Accounts  Payable.  .  .  $  2,204.43 

Accounts    Receivable.     6,603.05     Bills    Payable 20,270.43 

Merchandise      Inven- 
tory      15^05-34 

Equipment  Inventory     1,279.40     Balance 1,136.71 


$23,611.57  $23,611.57 


The  salesman  reported  that  Mr.  Straw's  annual  sales  were 
about  $79,000.  He  was  taking  somewhat  less  than  half  his  cash 
discounts.  He  was  buying  from  10  wholesale  grocers,  with  oc- 
casional scattered  purchases  from  others.  Half  his  sales  were 
for  credit.  His  stock-turn  was  4.5  times  a  year,  his  gross  margin 
18%,  and  his  total  expense  15%  of  net  sales.  He  did  not  charge 
himself  with  merchandise  taken  from  the  store  for  family  use. 

The  town  in  which  Mr.  Straw's  store  was  located  was  in  a 
prosperous  district,  and  Mr.  Straw  had  a  high  standing  among 
the  merchants  in  the  town.  The  Elm  Wholesale  Grocery  Com- 
pany previously  had  not  succeeded  in  selling  any  substantial 
quantity  of  merchandise  in  this  town.  It  desired  to  secure  a 
larger  share  of  the  business. 


Should  this  order  have  been  accepted? 


15.  Atkins  &  Company 

credit 

New  York 
March  12,  1923 
Mr.  John  Willis 
Cleveland,  Ohio 

Dear  Sir: 

Your  splendid  order  placed  with  us  on  March  9,  approximat- 
ing $500,  has  been  referred  to  the  Credit  Desk  for  attention  on 
its  way  through  into  the  Manufacturing  Division.  In  reviewing 
past  records  we  find  that  you  have  always  bought  from  us  less 
than  $200  and  a  review  of  our  credit  file  would  seem  to  indicate 
that  a  limit  of  $250  is  a  fair  and  reasonable  one  in  our  line. 
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We  are  going  to  suggest,  therefore,  that  you  send  us  the  names 
of  four  or  five  references  from  whom  you  are  buying  in  amounts 
equal  to  what  you  desire  to  purchase  from  us,  so  that  we  may 
have  some  up-to-date  information.  Another  thought  occurs  to 
us;  perhaps  you  desire  the  goods  at  once  and  would  rather  send 
a  check  for  $250  advance  payment  with  the  understanding  that 
we  will  ship  the  balance  on  regular  terms. 

This  is  submitted  for  your  careful  consideration  and  we  hope 
to  have  a  favorable  reply  by  return  mail. 

Yours  very  truly, 

Atkins  &  Company 


16.  Herkimer  Steel  Company 
reciprocity  in  purchasing 

The  purchasing  agent  of  the  Herkimer  Steel  Company,  in  1922, 
received  a  requisition  from  the  superintendent  of  the  company's 
Smithtown  plant  for  10  3 -ton  trucks  to  be  used  for  the  transpor- 
tation of  employees  from  the  plant  to  the  town.  In  accordance 
with  the  usual  procedure,  the  purchasing  agent  sent  out  requests 
for  quotations  on  these  trucks  to  15  leading  manufacturers. 
The  following  quotations  of  prices  and  deliveries  were  received: 


Company 

Price  f.o.b. 
Smithtown  Plant 

Time  of 
Delivery 

Burroughs  Company 

$39,500 
41,000 
43,250 
38,500 
40,750 
37400 
42,000 
46,500 
39,500 
38,000 

3  weeks 

Bonner  Company 

2  weeks 

Burwell  Company 

1  week 

Cutler  Company 

2  weeks 

Weyburn  Company 

4  weeks 

Bliss  Company 

6  weeks 

Stabler  Company 

4  weeks 

Finder  Company 

5  weeks 

Humphreys  Company 

4  weeks 

Heddon  Company 

2  weeks 

Since  the  time  of  delivery  was  of  secondary  importance,  pro- 
vided the  trucks  could  be  obtained  within  a  month,  the  decision 
turned  on  relative  prices  and  quality.  Each  of  these  manufac- 
turers had  a  reputation  for  making  good  trucks — some,  of  course, 
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better  than  others — but  the  purchasing  agent  largely  had  elim- 
inated the  question  of  quality  in  selecting  the  companies  to  which 
requests  for  quotations  had  been  sent. 

In  determining  where  to  place  the  order,  the  purchasing  agent's 
first  step  was  to  eliminate  from  consideration  all  quotations  over 
$40,000.  The  quotation  of  the  Bliss  Company,  although  lowest 
in  price,  was  unsatisfactory,  because  the  purchasing  agent  had 
learned  that  after  a  recent  change  in  management  in  the  plant 
the  quality  of  that  company's  trucks  had  been  lowered;  the 
company  also  was  unable  to  give  prompt  delivery.  Of  the  four 
companies  remaining,  there  seemed  to  be  little  choice  except 
on  price  quotations.  All  four,  in  the  opinion  of  the  Herkimer 
Steel  Company's  engineers,  would  furnish  trucks  that  would  give 
satisfaction.  Because  of  higher  prices,  the  Burroughs  Company 
and  the  Humphreys  Company  were  not  considered  further. 

The  decision  of  the  purchasing  agent  then  rested  between  the 
purchase  of  Cutler  and  Heddon  trucks.  The  Herkimer  Steel 
Company  had  in  operation  at  one  of  its  other  plants  a  fleet  of 
15  Heddon  trucks  which  had  been  in  service  3  years.  The  Her- 
kimer sales  manager  had  sent  a  memorandum  to  the  purchasing 
agent  to  the  effect  that  the  Cutler  Company  recently  had  placed 
a  large  order  for  steel  and  the  day  before  had  written  to  the 
sales  manager  saying  that  it  understood  that  the  Herkimer  Steel 
Company  was  in  the  market  for  trucks  and  hoped  that  the  Cutler 
bid  would  be  given  careful  consideration.  The  sales  manager 
requested  that,  if  it  were  possible,  the  order  be  placed  with  the 
Cutler  Company,  for  he  was  desirous  of  cementing  the  relations 
between  this  new  customer  and  the  Herkimer  Steel  Company. 
The  purchasing  agent  never  had  bought  Cutler  trucks  but  knew 
from  their  reputation  that  in  quality  they  were  equal  to  Heddon 
trucks. 

It  had  been  the  policy  of  the  Herkimer  Steel  Company  to  have 
the  purchasing  and  sales  departments  work  in  close  cooperation. 
Whenever  the  sales  department  obtained  a  large  order,  the  pur- 
chasing department  was  notified  so  that  it  might  have  this  addi- 
tional information  to  use  when  placing  orders;  and  whenever 
the  purchasing  department  placed  an  order,  the  sales  department 
was  notified  so  that  it  might  use  this  as  a  further  argument  in 
making  sales.     Although  the  Heddon  Company  had  made  the 
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lowest  bid,  it  had  bought  no  steel  from  the  Herkimer  Steel  Com- 
pany for  five  years. 

The  purchasing  agent  of  the  Herkimer  Steel  Company  had  to 
decide  whether  to  give  the  order  for  the  10  trucks  to  the  Cutler 
Company,  despite  the  price  differential  of  $500,  or  to  the  Heddon 
Company. 


17.  Weaber  Manufacturing  Company 
number  of  patterns 

In  1922  the  sales  executives  of  the  Weaber  Manufacturing 
Company  were  exerting  pressure  on  the  general  manager  to  ap- 
prove an  increase  in  the  number  of  patterns  of  table  silverware 
manufactured  by  the  company. 

The  Weaber  Manufacturing  Company  produced  a  complete 
line  of  knives,  forks,  and  spoons  in  three  general  grades  of  plate 
which  were  sold  under  three  brands  over  the  company's  name. 
Before  the  war,  the  company  had  manufactured  as  many  as  10 
patterns  in  several  grades.  This  was  recognized  as  excessive  and 
was  reduced,  under  the  influence  of  the  Conservation  Division 
of  the  War  Industries  Board,  to  a  maximum  of  5  patterns  in 
each  grade.  The  manufactured  stocks  of  the  discontinued  pat- 
terns were  cleared  by  allowing  department  stores  to  run  special 
sales  at  reduced  prices;  ordinarily,  the  company  had  maintained 
a  resale  price  on  its  best  grade.  The  economies  of  a  reduced  line 
of  patterns  affected  all  branches  of  the  business;  fewer  dies 
were  required  in  the  factory;  larger  runs  were  made  on  each 
pattern;  and  fewer  shifts  from  one  pattern  to  another  were  neces- 
sary. Smaller  inventories  were  carried,  and  less  expense  was 
incurred  for  the  drafting  and  designing  departments  where  the 
patterns  originated.  The  salesmen  were  relieved  of  half  the 
samples  which  they  previously  had  carried  on  their  trips. 

Two  or  three  patterns  of  a  grade  were  considered  by  the  com- 
pany as  sufficient  for  all  but  the  largest  retailers  to  carry  in 
stock,  as  inventories  assumed  excessive  figures  when  more  pat- 
terns were  carried;  or,  as  was  often  the  case,  incomplete  lines 
of  several  patterns  were  kept  in  stock  by  a  retailer. 

During  the  summer  of  1920  the  company  was  flooded  with 
returned  goods,  especially  in  the  high-grade  line,  which  it  could 
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not  refuse  without  having  its  prices  cut.  The  retailers  also 
immediately  began  asking  for  a  larger  number  of  patterns  in 
order  to  stimulate  sales  during  the  depression.  They  assumed 
that  prewar  conditions  would  prevail  as  industries  returned  to 
a  normal  condition.  The  Weaber  Manufacturing  Company  de- 
cided not  to  increase  the  line  but  to  try  to  develop  the  reduced 
line  on  a  basis  of  exclusive  patterns  and  high  quality.  Other 
manufacturers  had  shown  a  tendency  to  increase  their  lines  in 
an  endeavor  to  gain  immediate  results  and,  furthermore,  in  some 
cases  had  broken  down  rigid  trade  practices  regarding  who 
should  handle  exclusive  patterns.  For  example,  it  had  been  cus- 
tomary for  each  manufacturer  of  flatware  to  have  one  or  two 
exclusive  patterns  not  sold  through  department  stores;  a  pattern 
occasionally  had  been  reserved  for  only  one  or  two  dealers  in  a 
city.     This  custom  no  longer  was  universally  observed. 

The  executives  of  the  Weaber  Manufacturing  Company,  in 
developing  a  pattern  policy  based  on  a  long-range  point  of  view, 
made  a  study  of  past  sales  records  of  patterns  and  discovered 
that  ordinarily  a  pattern  maintained  a  satisfactory  sales  volume 
for  only  about  10  years.  Since  it  manifestly  was  impossible  to 
carry  stocks  on  all  patterns  indefinitely,  the  executives  proposed 
to  restrict  the  number  of  lines  and  to  push  the  sales  of  each  line  of 
patterns  until  a  distinct  falling  off  in  orders,  as  a  result  of  style 
change,  was  evident.  At  the  same  time  it  was  recognized  that 
once  a  pattern  was  put  on  the  market,  it  had  to  be  kept  there 
sufficiently  long  to  allow  cunsumers  to  accumulate  complete  sets. 
It  was  determined,  therefore,  that  the  sales  of  the  reduced  line 
of  quality  patterns  should  be  pushed  vigorously  until  yearly  sales 
dropped  to  30%  of  the  largest  yearly  sales  at  the  time  when  the 
pattern  was  new.  When  the  30%  mark  was  reached,  all  ag- 
gressive sales  efforts  were  to  be  stopped  on  the  pattern.  Its 
manufacture  was  to  be  continued  for  a  year,  during  which  it  was 
expected  that  sales  would  decline  rapidly.  At  the  end  of  one 
year,  retailers  were  to  be  advised  of  the  discontinuance  of  the 
pattern,  and  any  stocks  on  the  retailers'  shelves  were  to  be  ac- 
cepted and  credited  to  their  accounts,  provided  each  return  was 
accompanied  by  an  order  for  a  new  pattern  to  take  the  place 
of  the  old,  this  order  to  be  at  least  three  times  the  amount  of 
the  returned  goods.  It  was  estimated  that  the  returned  stocks 
would  not  be  excessively  large  and  would  be  maintained  for  two 
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or  three  years  as  a  source  for  supplying  retailers  with  odd  articles 
requested  by  customers  desiring  to  complete  sets. 

Since  the  new  style  program  of  the  Weaber  Manufacturing 
Company  could  not  well  be  executed  if  the  former  number  of 
patterns  was  manufactured,  the  company  decided  to  adhere  to 
its  pattern  policy  in  spite  of  the  complaints  of  the  sales  depart- 
ment and  the  threats  of  discontinued  patronage  by  retailers. 


1 8.  Oriole  Company 
special  order  department 

The  Oriole  Company,  of  Chicago,  manufactured  clothing  sold 
under  its  nationally  advertised  brand.  All  its  product  was  manu- 
factured in  its  own  factory.  The  Oriole  Company  granted  ex- 
clusive agencies  to  retailers.  It  had  customers  in  all  parts  of  the 
United  States.  As  in  the  case  of  other  clothing  manufacturers, 
the  Oriole  Company's  factory  operations  showed  heavy  seasonal 
fluctuations  because  of  seasonal  buying  by  retailers.  In  June 
and  July  each  year,  for  example,  the  company  purchased  stocks 
of  cloth  of  a  variety  of  patterns  from  woolen  and  worsted  mills. 
Sample  suits  were  made  up  from  attractive  fabrics,  and  in  Sep- 
tember, October,  and  November  the  company's  traveling  salesmen 
visited  the  retailers  to  take  orders  for  the  following  spring  sea- 
son. In  addition  to  about  25  sample  suits  and  coats,  each  of 
different  style  or  fabric,  each  salesman  carried  samples  of  numer- 
ous other  fabrics  from  which  orders  for  garments  were  solicited. 
Production  in  the  factory  was  started  as  soon  as  the  initial 
orders  were  received.  The  goods  were  shipped  for  delivery  to 
retailers  for  the  opening  of  the  spring  season.  Just  at  the  time 
that  the  spring  season  opened  in  the  retail  stores,  many  repeat 
orders  usually  were  received  by  the  Oriole  Company;  that  was 
the  time  of  its  production  peak.  If  styles  changed  or  wholesale 
prices  weakened  between  the  date  when  initial  orders  were  taken 
and  the  date  when  deliveries  were  made  to  retailers,  cancela- 
tions of  orders  were  common.  The  procedure  in  securing  orders 
was  the  same  for  the  fall  season  as  for  the  spring  season,  except 
that  heavier  fabrics  and  overcoats  constituted  a  larger  part  of 
the  fall  trade. 

The  Oriole  Company  came  into  competition  not  only  with 
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merchant  tailors  but  especially  with  tailors-to-the-trade,  the 
so-called  wholesale  tailors,  who  made  clothing  to  measure  in  their 
plants  in  New  York  and  Chicago  on  orders  and  specifications 
sent  to  (hem  by  their  agents.  The  wholesale  tailors  furnished 
their  agents  each  season  with  well-prepared  style  books  and  with 
samples  of  the  fabrics  that  were  carried  in  stock.  The  agents 
were  chiefly  small  tailor  shops  and  other  small  shops  of  various 
kinds. 

The  Oriole  Company  had  occasion  to  decide  whether  to  estab- 
lish a  "special  order"  department  in  which  orders  for  individual 
suits  and  overcoats  "to  measure"  could  be  filled.  This  "special 
order"  department  would  have  been  operated  on  a  plan  similar 
to  that  of  the  wholesale  tailors.  If  the  department  were  estab- 
lished, the  orders  were  to  be  received  from  the  retailers  who 
continued  to  carry  the  ready-to-wear  products  of  the  company. 
It  was  not  planned  to  establish  any  "special  order"  agencies  ex- 
cept in  the  stores  that  carried  the  ready-to-wear  products  of  the 
Oriole  Company. 

What  would  have  been  the  advantages  and  disadvantages  to 
the  Oriole  Company  of  establishing  a  "special  order"  depart- 
ment? If  it  were  to  be  established,  should  it  have  been  featured 
prominently  in  the  advertising  of  the  Oriole  Company  and  of  its 
retail  agents? 


19.  Van  Roon  Mills 
coordination  of  sales  and  production 

In  the  spring  of  192 1,  the  treasurer  of  the  Van  Roon  Mills 
received  a  recommendation  from  the  company's  selling  agent  to 
increase  the  number  of  its  gingham  patterns  during  the  fall.  Con- 
tinuance of  the  existing  severe  depression  seemed  probable,  and 
the  selling  agent  expected  the  wider  variety  of  patterns  to  be  an 
advantage  in  stimulating  demand  under  the  adverse  circum- 
stances which  were  anticipated.1  The  acceptance  of  this  sugges- 
tion would  have  entailed  increased  labor  cost  per  yard  and  also 
would  have  necessitated  the  purchase  of  equipment. 

1  For  data  available  at  that  time,  see  Harvard  Committee  on  Economic  Research, 
Review  of  Economic  Statistics,  April,  192 1,  p.  83. 
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At  that  time  the  mill  produced  gingham  in  units,  known  as 
sets,  of  10,000  yards  each.  There  was  at  least  one  set  to  a  pat- 
tern. This  permitted  84  patterns  to  be  manufactured  on  the  504 
looms  in  the  mill  each  season.  The  gingham  produced  by  the 
Van  Roon  Mills  was  one  of  the  best  grades  made  in  the  United 
States.  It  was  sold  through  a  commission  agent  to  wholesalers, 
cutters-up,  and  to  about  1,500  retail  stores.  Patterns  for  the 
spring  season,  the  period  of  greatest  sales  volume,  had  to  be  in 
the  loom  the  first  of  September.  Salesmen  took  the  initial  orders 
during  the  preceding  May,  June,  and  July.  Although  the  selling 
agent  usually  stated  tentative  prices  in  advance  that  rarely 
exceeded  those  finally  placed  on  the  goods,  frequently  the  prices 
were  not  fixed  definitely  until  September. 

The  line  was  shown  first  to  the  wholesalers  and  cutters-up  and 
then  to  the  retailers.  While  orders  were  being  taken,  a  salesman 
often  made  a  recommendation  that  a  specific  pattern  be  run, 
although  the  full  240  pieces  had  not  been  sold.  In  that  instance 
the  company  relied  upon  him  to  secure  orders  for  the  full  set  on 
the  pattern.  The  patterns  which  were  found  to  be  poor  sellers 
were  dropped  September  1  and  a  suggestion  was  made  to  each 
purchaser  who  had  ordered  a  pattern  which  was  to  be  discon- 
tinued that,  since  the  pattern  was  not  likely  to  be  in  favor,  it 
might  be  advisable  for  the  customer  to  change  his  order  to  more 
popular  patterns. 

The  selling  agent  had  recommended  that  the  mill  increase  its 
number  of  patterns  by  producing  ginghams  in  sets  of  5,000  yards 
each,  since  department  stores  as  well  as  wholesalers  desired  a 
wide  variety  from  which  to  make  their  selections.  The  salesmen 
believed  that  a  line  of  at  least  150  patterns  was  necessary.  Many 
buyers,  too,  particularly  in  department  stores,  purchased  one  or 
two  pieces  of  40  yards  each  of  all  patterns  in  a  line  in  order  to 
have  variety  and  also  to  be  sure  of  having  popular  patterns  when 
the  preference  of  consumers  was  manifested.  An  extensive  line, 
furthermore,  added  to  the  reputation  of  the  mill. 

The  Van  Roon  Mills  ordered  ginghams  into  manufacture  in 
sets.  There  were  usually  10,000  yards  to  a  set;  that  number 
seemed  most  economical  and  best  adapted  to  the  mill's  facilities. 
Greater  expense  per  yard  was  incurred  when  the  length  of  the 
set  was  decreased.  After  the  threads  were  spun,  it  was  necessary 
to  determine  how  many  threads  of  each  color  were  required  in 
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the  width  of  the  cloth.  A  32-inch  gingham  was  made  up  of 
approximately  2,500  threads  or  ends  in  width.  The  length  of 
these  threads  determined  the  length  of  a  set  for  a  pattern.  If 
five  colors  of  warp  yarn  were  required  for  the  pattern,  five 
separate  beams  of  yarn  were  made  up  of  a  requisite  number  of 
threads,  each  lot  being  wound  on  a  steel  cylinder.  For  a  typical 
gingham  pattern,  one  beam  contained  500  blue  threads,  one 
beam  400  red,  one  beam  600  green,  one  beam  700  bleached,  and 
one  beam  300  black  threads.  In  making  each  beam,  the  waste 
was  approximately  one  yard  of  warp  yarn.  This  quantity  of  waste 
was  the  same  whether  a  set  was  only  1,000  yards  long  or  10,000 
yards.  Since  time  was  lost  in  starting  and  finishing  a  beam 
whether  it  was  to  be  a  long  or  a  short  one,  long  beams  saved  time. 

The  yarn  or  threads  on  these  beams  next  went  through  the  dye- 
ing process,  which  was  generally  one  of  the  most  expensive  proc- 
esses in  the  mill.  Almost  the  same  quantity  of  dye  liquid  was 
required  to  run  a  short  set  as  to  run  a  long  one,  and  the  time 
spent  in  dyeing  each  beam  was  about  the  same  whether  the 
beam  was  long  or  short. 

After  being  dyed,  the  yarn  was  delivered  in  rope  form  to  the 
beaming  room,  where  each  of  the  five  colors  was  put  on  a  sepa- 
rate beam  again.  The  stopping  and  starting  of  the  beam  required 
approximately  equal  periods  of  time  for  a  short  or  a  long  length. 
The  yarn  from  all  five  beams  then  was  wound  on  one  beam  in  the 
dressing  department.  The  five  beams  were  placed  one  behind 
another.  The  threads  of  all  five  were  combined  into  one  sheet 
54  inches  wide  and  were  passed  through  a  dressing  solution  in 
the  slasher,  which  gave  them  strength  to  stand  the  strain  and 
chafing  in  weaving.  After  immersion,  the  yarn  was  drawn  over  a 
dyeing  cylinder  and  through  a  harness,  or  comb,  which  spaced 
the  threads  of  each  color  to  make  the  pattern,  and  then  was 
wound  on  a  beam  which  went  into  the  loom.  This  process  re- 
quired about  2>4  hours  for  setting  up  the  beams  and  running 
the  ends  of  the  thread  through  the  harness  regardless  of  whether 
the  set  was  long  or  short.  A  10,000-yard  set  made  6  whole 
loom  beams,  each  beam  containing  about  1,666  yards  of  yarn 
which,  when  wound,  made  1,600  yards  of  cloth  or  40  pieces  each 
40  yards  long.  A  10,000-yard  set  thus  oroduced  240  pieces  dur- 
ing a  season  on  6  looms. 

In  addition  to  extra  machinery  and  time  spent  in  this  process 
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for  making  short  sets,  there  also  were  losses  in  production  and 
waste  in  the  weaving  department.  The  production  time  in  that 
department  was  about  16  weeks.  One  loom  during  this  period 
wove  one  loom  beam  or  1,600  yards;  thus,  if  the  mill  ran  one 
loom  beam  of  each  pattern  on  500  looms,  it  produced  500  differ- 
ent patterns.  If,  however,  it  ran  10,000-yard  sets,  6  looms  were 
required  for  each  set  and  the  number  of  patterns  produced  dur- 
ing a  season  was  84.  This  was  the  situation  at  the  Van  Roon 
Mills  when  the  company's  selling  agent  made  his  recommenda- 
tion. 

One  foreign  manufacturer  was  able  to  sell  gingham  in  the 
United  States  at  a  large  differential  in  price  above  domestic  prices. 
His  line  had  a  high  reputation  for  the  variety  and  style  of  its 
patterns. 

Although  retail  and  wholesale  buyers  sought  to  protect  them- 
selves against  fluctuations  in  demand  from  one  pattern  to  another, 
by  having  a  wide  range  of  patterns  in  their  lines,  price  also  played 
an  important  part  in  the  selection  of  ginghams.  Retail  merchants 
usually  priced  ginghams  at  25  cents,  29  cents,  39  cents,  49  cents, 
59  cents,  and  69  cents,  and  purchased  accordingly.  If  a  manu- 
facturer's price,  for  example,  was  set  too  high  to  allow  a  normal 
gross  margin  when  the  gingham  was  sold  at  the  retail  price  of 
59  cents,  a  retailer  customarily  placed  the  selling  price  at  69  cents 
or  bought  a  cheaper  gingham  from  another  manufacturer  to  be 
sold  at  59  cents.  The  mill  also  was  obliged  to  meet  the  com- 
petition of  other  domestic  producers  of  high-grade  gingham. 

To  put  this  recommendation  of  the  selling  agent  into  effect 
would  increase  the  cost  of  the  cloth  2  cents  per  yard  if  the 
minimum  for  a  set  were  reduced  to  5,000  yards,  2  cents  more 
if  it  were  changed  to  2,500  yards,  and  an  additional  2  cents  if  it 
were  decreased  to  1,250  yards.  This  extra  cost  would  be  caused 
partly  by  the  loss  in  waste  and  by  production  expenses  in  the  mill, 
and  partly  by  increased  fixed  charges  on  new  equipment.  •  It  was 
estimated  that  12  slashers  would  be  needed  instead  of  the  8  then 
used,  40  warpers  instead  of  30,  and  32  beams  instead  of  24. 
This  machinery  investment,  together  with  additional  vats  required 
in  the  dye  house,  was  expected  to  amount  to  about  $40,000. 

The  plan  also  involved  added  expense  in  designing  and  in 
providing  samples  for  salesmen  and  customers  if  a  greater  num- 
ber of  patterns  were  to  be  made.   Suggestions  for  patterns  were 
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made  by  the  selling  agent's  designers.  Sample  patterns  were 
designed  in  various  color  combinations  and  after  approval  by  the 
mill  the  patterns  were  made  up  in  the  looms  to  be  used  as  samples 
by  the  salesmen  and  wholesalers.  Annually  12,000  yards  of  cloth 
were  manufactured  to  incorporate  designers'  suggestions.  This 
requirement  necessarily  would  be  increased  to  24,000  yards  if 
the  number  of  patterns  were  doubled,  with  an  additional  cost  of 
$5,100  a  year  at  current  prices.  The  mill  gave  away  about 
22,000  yards  of  cloth  annually  as  samples.  Doubling  the  number 
of  patterns  would  increase  the  quantity  to  40,000  yards,  at  an 
extra  expense  of  $9,000  at  the  current  prices. 

An  alternative  plan  was  to  increase  the  number  of  patterns  by 
about  16  the  first  year,  to  make  a  total  of  100.  This  could  be 
accomplished  by  obtaining  from  the  selling  agent  his  selection 
of  32  patterns  which  were  considered  inferior  to  the  remaining 
68  that  were  to  be  run.  Three  looms  then  could  be  operated  on 
each  of  the  32  patterns  for  the  production  of  120-piece  sets.  The 
remaining  408  looms  normally  could  produce  the  68  more  popu- 
lar patterns  in  240-piece  sets.  The  less  popular  patterns  were 
to  be  run  in  5,000-yard  sets  and  repeated  later  in  the  season 
if  their  salability  had  been  misjudged.  The  second  year  the 
number  of  patterns  could  be  increased  again  to  perhaps  no  and 
the  run  of  20  more  of  the  less  popular  could  be  shortened.  Se- 
lection of  the  patterns  to  be  run  in  120-piece  sets  was  to  be  de- 
layed until  sales  could  be  estimated  as  accurately  as  possible. 

The  adoption  of  the  latter  plan  would  have  lessened  the  risk  of 
large  inventories  since  the  least  popular  patterns  were  to  be 
manufactured  sparingly.  It  also  would  have  permitted  the  addi- 
tion of  equipment  in  instalments  without  the  risk  of  interrupted 
production.  The  additional  cost  of  short-run  patterns  would 
have  been  prorated  to  other  patterns. 

The  treasurer  of  the  Van  Roon  Mills,  however,  decided  not  to 
increase  the  number  of  patterns.  He  believed  that  the  salesmen 
were  prone  to  exaggerate  the  force  of  the  demand  for  an  extensive 
variety  of  patterns,  or  to  use  the  lack  of  numerous  patterns  as 
an  excuse  for  not  making  sales.  He  believed,  moreover,  that 
although  patterns  and  style  were  important  considerations  to 
retail  consumers,  nevertheless,  the  purchases  of  retailers  and 
wholesalers  also  were  affected  by  price.  The  increase  even  of 
2  cents  a  yard  above  the  wholesale  price  of  42  cents,  therefore, 


466 


PROBLEMS  IN  MARKETING 


probably  would  give  competitors  an  opportunity  to  establish 
themselves  by  underselling.  The  primary  consideration,  how- 
ever, was  the  strength  of  the  demand  for  gingham.  During  the 
years  from  1916  through  192 1,  ginghams,  especially  for  the  high 
grades,  were  in  such  demand  that  the  Van  Roon  Mills  had  no 
difficulty  in  selling  its  entire  output,  with  only  84  patterns.  It 
seemed  unnecessary,  therefore,  to  increase  the  number,  especially 
in  view  of  the  fact  that  an  increase  would  impede  production  and 
make  necessary  the  purchase  of  new  equipment. 


20.  Wachusett  Wholesale  Hardware  Company 
returned  goods 

The  Wachusett  Wholesale  Hardware  Company  had  a  stated 
policy  on  returned  goods  that  it  was  to  be  notified  within  five 
days  if  merchandise  shipped  was  not  according  to  order,  and  that 
no  returns  were  to  be  made  without  the  permission  of  the  com- 
pany. Nevertheless,  the  total  volume  of  merchandise  returned 
by  customers  and  allowances  made  to  customers  on  merchandise 
not  returned  amounted  in  1922  to  over  4%  of  net  sales.1    Fre- 

1  Returned  merchandise  constitutes  a  serious  problem  in  many  mercantile  trades. 
The  conditions  in  the  wholesale  grocery  trade,  for  instance,  have  been  summarized 
as  follows  by  one  wholesale  grocer: 

There  are  two  classes  of  goods  returned  and  many  kinds  of  allowances 
demanded.  First,  referring  to  the  goods  returned,  there  is  the  merchantable 
class.  The  question  instantly  presents  itself,  "Why  are  merchantable  goods 
returned?"  There  are  a  number  of  answers  to  this  question.  The  quality  may 
not  be  right  or  the  shipment  may  be  unreasonably  delayed;  the  customer  may 
be  a  careless  buyer  and  order  more  than  his  trade  requires.  In  this  instance, 
the  salesmen  are  as  a  rule  responsible  at  least  in  a  large  measure.  There  may 
have  been  a  substitution  by  the  jobber,  sending  something  "just  as  good"  as 
the  brand  ordered;  the  salesman  may  have  been  overzealous  and  may  have 
misrepresented  the  goods. 

It  must  be  admitted  that  a  large  quantity  of  merchantable  goods  are  re- 
turned with  freight  and  other  charges  following  to  be  paid  by  the  jobber, 
showing  a  direct  loss,  aside  from  the  loss  of  profit  and  deterioration. 

The  second  class  of  goods  are  those  which  in  some  instances  were  sold  and 
shipped  years,  in  others  months,  ago.  Without  any  notice  or  complaint  from 
the  customer,  the  jobber  is  shipped  a  consignment  of  returned  goods.  The 
goods  are  old,  spoiled,  stale,  shopworn  and  often  worthless.  One  lot  returned 
is  worth  50%  of  the  original  cost;  another  20%,  and  another  absolutely  of  no 
value,  not  worth  the  freight  charges. 

The  day  the  goods  are  returned,  or  more  often  some  days  later,  the  customer 
writes  to  the  jobber  requesting  that  credit  be  placed  to  his  account  for  the 
goods  returned,  with  perhaps  no  further  explanation,  or  the  customer  fre- 
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quently  goods  were  returned  without  any  notice  whatsoever  and 
after  a  lapse  of  several  months  following  the  date  of  shipment. 
Rather  than  incur  the  ill  will  of  customers  from  whom  other 
wholesalers  were  permitting  returns,  the  Wachusett  Wholesale 
Hardware  Company  commonly  accepted  such  returns  in  spite 
of  its  stated  policy. 

In  1922,  the  net  sales  of  the  Wachusett  Wholesale  Hardware 
Company  were  $1,678,000.  The  sales  were  made  by  traveling 
salesmen  to  hardware  retailers  and  general  merchandise  stores 
in  western,  central,  and  southern  New  York  State  and  north- 
eastern Pennsylvania.  The  merchandise  sold  by  the  company 
included  nails,  wire,  bolts  and  screws,  axes,  hammers,  saws, 
household  utensils,  electrical  goods,  automobile  accessories,  cut- 
lery, builders'  hardware,  refrigerators,  ice  cream  freezers,  lawn 
mowers,  farm  and  garden  implements,  roofing,  fire  arms,  am- 
munition and  other  sporting  goods,  bicycles,  carriages,  har- 
ness, and  other  general  hardware.  Some  of  these  goods  were  sold 
under  nationally  advertised  brands;  others  were  under  private 
brands  of  the  Wachusett  Wholesale  Hardware  Company,  "Wa- 
chusett" for  the  best  grade  goods  and  "Three  Star"  for  the  next 

quently  ships  the  returned  goods  without  any  letter  or  comment  whatever.  In 
this  case,  he,  as  a  rule,  expects  to  make  a  payment  on  his  account,  and  returned 
goods  are  charged  by  him  back  to  the  jobber  at  the  original  invoice  value, 
with  check  to  balance,  or  to  balance  his  account  to  a  certain  date. 

The  customer  in  these  cases  assumes  the  authority  to  charge  back  the  full 
invoice  value  for  worthless  goods  or  for  goods  worth  only  a  small  percentage 
of  the  original  value,  and  invariably  insists  the  goods  returned  are  "o.k."  or 
in  the  same  condition  as  when  shipped  to  him,  and  after  writing  the  customer 
repeatedly  with  a  view  to  adjusting  such  a  claim  with  a  reasonable  allowance, 
what  is  fair  and  right,  his  reply  brings  an  undercurrent  of  feeling  that  his 
business  will  be  transferred  to  another  house  unless  he  receives  full  credit  for 
goods  returned,  and  frequently  his  letters  are  plain  and  make  this  statement 
in  so  many  words. 

Salesmen  in  such  cases  usually  take  the  part  of  the  customer.  Therefore, 
under  existing  conditions,  the  jobber  is  helpless  and  a  large  percentage  of 
unjust  claims  made  by  customers  for  worthless  goods  returned  are  allowed  by 
jobbers  as  a  matter  of  policy,  and  passed  to  the  credit  of  the  customer.  O.  B. 
McGlasson,  "Returned  Goods  and  Allowances,"  National  Wholesale  Grocers' 
Bulletin,  March  5,  191 7. 

The  experience  of  one  wholesale  drug  firm  in  the  Middle  West,  whose  returns 
and  allowances  and  shortage  credits  amounted  to  nearly  4%  of  net  sales,  had  been 
that  customers  who  were  being  pressed  for  payment  of  overdue  accounts  were 
more  prone  to  return  merchandise  than  those  who  paid  their  bills  promptly.  This 
company  had  a  stated  policy  that  no  goods  were  to  be  returned  unless  the  com- 
pany received  notice  within  10  days,  the  goods  returned  within  30,  and  the  error 
clearly  shown  to  be  the  company's.    This  policy,  however,  was  not  enforced. 

In  one  New  York  department  store,  after  merchandise  had  been  inspected  and 
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best  quality.  The  private  brands  were  advertised  in  hardware 
trade  journals,  but  not  directly  to  consumers. 

When  goods  were  returned  by  retailers,  it  was  the  policy  of 
the  Wachusett  Wholesale  Hardware  Company  to  pay  the  freight 
charges  both  ways,  if  the  return  was  due  to  a  fault  of  the  com- 
pany. The  policy  in  regard  to  accepting  returns  of  merchandise 
bearing  the  Wachusett  and  Three  Star  brands  was  more  liberal 
than  the  practice  in  accepting  returns  of  unbranded  goods  and 
goods  bearing  manufacturers'  brands. 

Should  the  Wachusett  Wholesale  Hardware  Company  have 
enforced  its  stated  policy  in  regard  to  returned  merchandise,  or 
should  it  have  adopted  another  policy? 

accepted  by  the  buyer  in  the  receiving  room,  it  could  not  be  returned  to  the 
manufacturer  under  any  circumstances.  All  merchandise  entering  the  store  was 
inspected  by  the  department  buyer  within  24  hours  after  arrival.  The  return  of 
any  merchandise  of  a  value  over  $100  had  to  be  approved  by  a  member  of  the 
firm.  Practically  the  only  reason  which  was  recognized  as  a  legitimate  one  for 
returns  was  faulty  merchandise.  Goods  were  not  returned  on  account  of  late 
delivery  unless  it  was  flagrant.  Merchandise  returned  to  local  sources  was  sent 
by  special  messenger. 

One  manufacturer  of  a  branded  high-grade  line  of  women's  dresses,  featuring 
novelty  styles,  who  distributed  his  product  through  exclusive  retail  agencies, 
decided  to  use  the  following  procedure  for  handling  returned  goods: 

Just  Returns 

1.  Damaged — Replace  unless  necessary  to  cut  up  a  new  garment. 

2.  Past  due — Give  credit  and  cancel  open  balance  of  same  order. 

3.  Substituted — 

a)  Intentionally — give  credit. 

b)  Mistake — replace. 

4.  Open  orders — Give  Credit — Use  as  a  basis  for  future  open  order  ship- 

ments. 

Unjust  Returns 

1.  Regular  order — Send  a  forceful  letter  and  eventually  return  garment  to 

dealer.    If  customer  has  returned  goods  rarely,  advise  that  garments 
are  cut  to  order  and  cannot  be  returned. 

2.  Special  orders — Advise  that  goods  are  held  awaiting  dealer's  disposition 

since  they  cannot  be  accepted. 
This  manufacturer,  however,  found  that  it  was  difficult  to  enforce  these  rules 
strictly,  and  followed  a  somewhat  irregular  policy  of  deciding  each  case  on  the 
basis  of  the  importance  of  the  customer,  his  past  record  for  returns,  and  the 
probable  effect  of  a  refusal  to  accept  the  returns  on  his  future  orders.  The  manu- 
facturer seldom  resorted  to  litigation  because  of  the  ill  will  and  expense  that  it 
incurred;  he  also  had  not  used  the  arbitration  board  created  by  the  Association  of 
Garment  Manufacturers,  because  in  his  opinion  other  manufacturers  did  not  live 
up  to  its  rulings. 
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21.  Glendale  Company 
returned  goods 

The  Glendale  Company  operated  a  modern  confectionery  plant 
near  Boston  in  which  it  manufactured  high-grade  candy  for  na- 
tional distribution.  In  192 1  the  retail  prices  of  this  candy  were  $1 
to  $1.25  per  pound.  It  was  sold  in  25  stores  owned  by  the  com- 
pany and  by  a  large  number  of  exclusive  retail  agencies.  Glendale 
candy  had  an  excellent  reputation,  and  the  company  had  experi- 
enced little  difficulty  in  persuading  exclusive  agents  not  to  carry 
directly  competing  lines,  such  as  Whitman's,  Page  &  Shaw's,  or 
Huyler's.  About  one-third  the  Glendale  Company's  output,  which 
averaged  approximately  280,000  pounds  a  month,  was  shipped 
to  the  retail  stores  operated  by  the  company,  but  of  this  amount 
two-thirds  was  resold  by  these  stores  to  nearby  exclusive  agents. 
Small  manufacturing  shops  were  operated  at  the  Glendale  stores 
in  several  large  cities.  These  plants  met  the  demand  for  highly 
perishable  types  of  candy. 

The  Glendale  Company  manufactured  almost  entirely  to  order, 
keeping  only  ten  days'  or  two  weeks'  output  in  stock.  Thus 
the  orders  for  future  delivery  were  small  and  frequent.  Constant 
effort  was  made  to  turn  out  products  of  the  highest  quality. 
Standardization  or  quantity  production  had  not  been  attempted. 
The  company's  line  consisted  of  about  550  items,  and  the  com- 
pany continually  experimented  with  new  items  and  dropped  old 
ones.  The  company's  business  was  highly  seasonal,  with  the  peak 
coming  in  November  and  December.  After  Christmas,  the  Glen- 
dale Company  usually  received  returns  of  candy  from  retailers 
who  had  been  unable  to  sell  out  their  stocks  while  still  fresh.  In 
order  to  make  sure  that  consumers  received  absolutely  fresh 
goods,  the  return  privilege  was  granted  freely.  As  a  consequence 
of  the  company's  policy  of  carrying  small  stocks  and  manufactur- 
ing to  order,  it  was  necessary  to  lay  off  about  200  of  the  350  em- 
ployees each  year  immediately  after  Christmas.  Although  the 
company  normally  had  been  prosperous,  it  never  had  shown  a 
net  profit  for  the  first  three  months  of  any  year.  Numerous 
other  candy  manufacturers  minimized  seasonal  fluctuations  by 
manufacturing  for  stock  and  accumulating  large  supplies  during 
the  dull  months. 

The  retailers'  margin  on  Glendale  candies  was  33>4%  of  the 
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selling  price.  On  candy  sold  by  the  company's  own  retail  stores  to 
exclusive  agents,  an  additional  10%  discount  was  granted  to  the 
company's  stores.  The  resale  price  of  Glendale  candy  generally 
had  been  maintained.  East  of  the  Mississippi  River,  the  Glendale 
Company  paid  the  freight;  west  of  there,  the  freight  charge  was 
shared  equally  with  retailers. 

Raw  materials  used  by  the  Glendale  Company,  comprising 
principally  sugar,  cocoa  beans,  nuts,  and  preserved  fruits,  made 
up  about  one-third  the  cost  of  production.  The  company  oper- 
ated its  own  chocolate  mill.  Most  of  the  Glendale  candies  were 
chocolate-coated.  The  Glendale  Company  purchased  sugar  di- 
rectly from  refiners,  buying  not  more  than  a  week  or  ten  days* 
supply  in  advance. 

Early  in  October,  192 1,  the  prospects  were  that  the  holiday 
candy  trade  would  be  poor.  The  Glendale  Company  then  was 
operating  on  a  part-time  schedule.  Toward  the  end  of  October, 
however,  large  numbers  of  orders  began  to  come  in,  and  before 
the  middle  of  November  it  was  necessary  for  the  factory  to 
work  overtime.  Sales  had  not  been  large  during  the  first  nine 
months  in  1921,  and  the  company  needed  a  big  volume  of  sales 
during  the  final  months  of  the  year  to  enable  it  to  show  a  net 
profit  on  the  year's  operations.  The  proposal  was  made  at  that 
time  that  the  company  should  urge  all  retailers  to  cut  down  their 
orders  by  30%  to  50%  so  that  they  would  be  entirely  sold 
out  of  Glendale  candy  at  the  end  of  the  holiday  season.  It  was 
expected  that  such  a  situation  would  result  in  so  large  a  volume 
of  orders  during  January  as  to  enable  the  company  to  maintain 
almost  its  full  force  of  employees  and  perhaps  show  a  profit  for 
the  first  three  months  of  1922. 

Should  this  policy  of  inducing  retailers  to  cut  down  their  orders 
have  been  adopted  by  the  Glendale  Company? 


22.    LUNENBERG  COTTON  MlLLS 
CANCELATIONS1 

During  the  crisis  of  1920,  orders  for  large  quantities  of  cloth 
were  canceled  by  customers  of  the  Lunenberg  Cotton  Mills.   As 

1  See  also  Harrison  Steel  Corporation,  page  296. 
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regards  the  general  conditions  in  the  trade,  it  was  reported  in 
the  New  York  Journal  of  Commerce,  October  8,  1920:  "One  cor- 
poration recently  stated  that  it  had  suffered  to  the  extent  of 
$40,000,000  from  cancelations  of  orders  fairly  placed  and 
honestly  recorded.  Numbers  of  wholesalers  and  mill  agents  have 
lost  from  30%  to  50%  of  the  business  that  was  on  their  books 
for  forward  delivery  before  the  price  decline  began." 

Similar  conditions  obtained  in  the  silk,  hosiery,  woolen,  shoe, 
flour,  sugar,  and  other  industries.  In  fact,  nearly  every  trade  in 
which  orders  had  been  placed  for  future  delivery  was  afflicted 
with  cancelations.  The  conditions  were  similar  to  those  that  had 
arisen  in  previous  business  crises,  such  as  in  1907,  1903,  and 
earlier  years.1 

Theretofore,  when  cancelation  cases  had  been  taken  into  the 
courts  by  textile  manufacturers,  the  defendants  usually  had 
been  able  to  show  defects  in  the  goods  to  serve  as  a  legal  excuse 
for  rejection.2  A  piece  of  cotton  cloth  is  never  fully  perfect.  The 

1  In  1887,  for  example,  a  meeting  of  400  to  500  textile  factors  was  held  in  New 
York  "for  the  purpose  of  putting  an  end  to  the  practice  of  canceling  contracts 
for  goods."    (Daily  News  Record,  November  10,  1920.) 

2  "Steps  to  prevent  the  hysterical  cancelation  of  contracts  and  to  provide  a 
means  for  stabilizing  the  present  disturbed  conditions  in  the  silk  industry  were 
taken  yesterday  afternoon  by  the  Silk  Association  of  America,  which  has  created 
a  Bureau  of  Contracts,  which  will  deal  with  all  claims  and  controversies  arising 
out  of  the  unsettled  state  of  the  trade. 

"The  details  of  the  plan  are  incorporated  in  the  following  statement  made  to 
the  Daily  News  Record  by  the  organization  committee: 

"  'Leading  manufacturers  and  dealers  in  silks  have  felt  the  need  for  taking  helpful 
and  constructive  measures  to  meet  the  conditions  which  have  resulted  from  the 
rapid  fluctuations  in  the  market  price  of  silk.  As  a  result  of  conferences  recently 
held,  a  plan  has  been  evolved  for  dealing  with  the  problems  arising  from  the 
existence  of  numerous  contracts  calling  for  future  deliveries  of  merchandise.  This 
plan  is  believed  to  be  a  practical  solution  of  the  evils  generally  referred  to  under 
the  phrase  of  "cancelation  of  contracts." 

"  'The  trade  abuses  in  this  direction  have  usually  arisen  from  the  fact  that  buyers 
under  contracts  calling  for  future  deliveries  who  have  scrupulously  adhered  to  their 
obligations  have  suffered  in  comparison  with  such  of  their  competitors  as  may 
have  resorted  to  methods  proper  or  improper  for  obtaining  rebates  or  total  or 
partial  cancelations.  The  merchants  who  have  joined  in  this  plan  have  felt  that  if 
some  machinery  could  be  set  up  which  would  insure  uniformity  of  treatment  to 
all  concerns  holding  contracts  for  future  deliveries,  a  remedy  would  be  created  for 
what  has  always  been  a  serious  trade  abuse  under  similar  conditions,  and  a  means 
would  also  be  found  for  stabilizing  existing  unsettled  trade  conditions. 

"  'Accordingly,  the  parties  to  the  agreement  have  provided  for  the  creation  of  a 
so-called  Bureau  of  Contracts,  this  bureau  to  be  conducted  by  a  board  selected  by 
an  organization  committee  consisting  of  six  of  the  largest  silk  manufacturers  in 
the  United  States.  This  bureau  will  have  its  offices  at  the  rooms  of  the  Silk 
Association  of  America,  No.  354  Fourth  Avenue,  and  will  cooperate  with  appro- 
priate agencies  of  the  silk  association.    It  will  employ  accountants  who  will  investi- 
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possibility  of  imperfections,  furthermore,  is  intensified  during 
the  period  of  feverish  business  conditions  that  usually  precedes 
a  slump  in  the  market.  At  such  times  labor  is  not  easily  secured, 
and  frequently  the  management,  as  a  matter  of  expediency,  avoids 
the  observance  of  as  rigorous  rules  of  inspection  as  in  ordinary 
times. 


gate  all  claims  as  to  financial  inability  to  meet  contract  obligations.  It  will 
employ  competent  textile  experts  to  investigate  all  claims  as  to  alleged  defects  in 
merchandise.  It  will  generally  proceed  under  rules  and  regulations  designed  to 
insure  prompt  and  thorough  investigation  of  all  claims  or  controversies. 

"  'It  will  insure  complete  publicity  in  reports  made  to  the  subscribers  of  the 
agreement,  so  that  the  identity  of  concerns  making  claims  for  relief  from  con- 
tracts and  the  nature  of  and  the  basis  for  such  claims  will  be  generally  made 
known.  This  will  insure  some  protection  against  the  making  of  unfounded  claims. 
It  will  further  serve  as  a  deterrent  to  the  making  of  unfounded  claims,  inasmuch 
as  all  dealers  will  know  that  no  preferential  arrangements  are  being  made  in  favor 
of  any  competitor.  The  subscribers  to  the  agreement  bind  themselves  not  to  make 
any  contract  adjustments,  either  by  way  of  rebates,  total  or  partial  cancelations, 
acceptance  of  return  of  merchandise  or  in  any  other  manner  unless  or  until  the 
matter  has  been  submitted  to  and  a  report  made  by  the  Bureau  of  Contracts.'  " 
(Daily  News  Record,  May  20,  1920.) 

The  National  Association  of  Sheet  and  Tin  Plate  Manufacturers,  comprising 
about  25%  of  the  manufacturers  of  sheet  and  tin  plate  goods  in  the  country, 
announced  a  new  contract  in  September,  191 6,  designed  to  eliminate  cancelation 
of  orders.  This  contract  bound  the  buyers  to  take  all  orders  placed  or  pay  a 
penalty  of  10%  of  the  contract  price. 

In  the  clothing  trade  another  plan  of  dealing  with  cancelations  was  announced 
in  April,  1919.    This  plan  was  described  as  follows: 

"The  establishment  of  the  Mutual  Adjustment  Bureau  of  the  Cloth  and  Garment 
Trades,  through  the  activity  of  the  American  Association  of  Woolen  and  Worsted 
Manufacturers,  will  remove  from  the  wool  manufacturing  industry  an  abuse  that 
has  persisted  for  many  years.  The  unjust  rejection  and  return  of  merchandise  by 
certain  classes  of  buyers  has  been  an  evil  of  considerable  proportions.  It  had  its 
origin  partly  in  the  absence  of  what  might  be  called  a  standard  for  delivery  and 
partly  in  an  insufficient  regard  for  the  meaning  of  a  contract. 

"In  approaching  the  problem  of  correcting  this  practice,  the  American  Associa- 
tion recognized  that,  to  be  effective,  machinery  for  dealing  with  it  should  be 
mutually  maintained.  After  much  consultation  and  careful  study,  the  plan  of 
the  Mutual  Adjustment  Bureau  was  conceived.  This  organization  will  be  con- 
trolled by  a  board  of  governors  appointed  by  the  American  Association  and  the 
various  organizations  of  purchasers  of  cloth.  The  plan  has  been  accepted  by  the 
National  Association  of  Clothiers,  which  has  appointed  its  representatives.  It  is 
now  under  consideration  by  the  cloak  and  suit  trade  and  the  jobbing  trades.  The 
methods  under  which  the  new  organization  will  operate  will  be  briefly,  as  follows: 

"As  the  name  implies,  the  bureau  is  for  the  mutual  advantage  of  the  various 
branches  of  the  trade  and  provides  that  merchandise  shall  be  judged  solely  on  its 
merits.  It  will  at  once  prevent  the  unwarrantable  return  of  merchandise  by  users 
and  the  imposition  upon  customers  by  manufacturers  of  cloth  of  inferior  quality. 

"The  board  of  governors  will  appoint  a  director,  who  shall  have  such  technical 
training,  both  from  the  point  of  view  of  the  manufacturer  of  cloth  and  the  buyer, 
as  will  enable  him  to  pass  impartially  upon  merchandise  referred  to  the  Mutual 
Adjustment  Bureau  for  decision.  His  decision  shall  be  made  quickly  and  will  be 
final,  subject  only  to  appeal  to  the  board  of  governors. 

"Mills  will  retain  their  adjusters  as  at  present,  and  buyers  their  spongers,  and 
the  ordinary  differences  of  opinion  will  be  adjusted  in  the  usual  way;  but  when- 


SALES  ORGANIZATION  473 

The  executives  of  the  Lunenberg  Cotton  Mills  wished  to  guard 
against  severe  losses  from  cancelations  in  the  future.  The  com- 
pany operated  a  plant  of  90,000  spindles  and  manufactured  fine 
gray  goods.  Its  output  was  sold  chiefly  to  converters,  whole- 
salers, and  manufacturers  of  women's  apparel. 

Should  the  Lunenberg  Cotton  Mills  have  adopted  the  follow- 
ing contract,  which  had  been  prepared  by  a  committee  of  a  trade 

ever  the  mill's  adjuster  and  the  buyer's  agent,  generally  the  sponger,  are  unable 
to  agree,  the  merchandise  will  automatically  be  referred  to  the  bureau. 

"It  is  proposed  to  insert  in  the  copy  of  order  a  clause  providing  for  final  ad- 
justment by  the  bureau  of  disputes  as  to  quality  or  condition  of  merchandise 
delivered.  The  mill,  as  the  buyer,  wishing  to  be  fair,  will  have  no  hesitancy  in 
submitting  to  the  bureau.  The  customer  not  willing  will  be  forced  to  the  plan, 
because  of  his  inability  to  buy  merchandise  except  subject  to  this  condition. 

"The  new  bureau  is  expected  to  do  three  things  for  the  different  branches  of 
the  industry.  For  the  cloth  manufacturer  it  will  impose  a  closer  examination  of 
merchandise  at  the  mill  and  will  result  in  the  elimination  of  the  return  of  mer- 
chandise without  good  reason. 

"For  the  buyer,  it  will  remove  competition  from  the  unscrupulous  competitor 
who  assumes  no  merchandise  risk,  but  buys  without  regard  to  the  significance  of 
the  contract,  expecting  later  to  reject  or  return  merchandise  he  does  not  want. 

"For  the  sponger,  it  inaugurates  a  new  era  in  which  he  will  be  able  to  conduct 
his  business  as  a  legitimate  merchant,  recognized  as  a  necessary  part  of  the  in- 
dustry, no  longer  having  to  depend  for  his  success  upon  rejecting  merchandise  and 
making  returns  for  no  better  reason  than  that  the  principal  for  whom  he  does 
work  requests  it. 

"The  plan  sets  up  an  organization  mutually  supported  to  dispose  of  disputes 
in  a  speedy,  unbiased  way.  Its  establishment  should  avoid  legal  actions  and  divert 
controversies  to  adjudication  by  responsible  and  capable  machinery." 

In  a  statement  in  the  Iron  Age,  January  15,  1914,  p.  213,  it  was  pointed  out 
that  manufacturers  also  may  be  to  blame  for  cancelations  in  the  iron  and  steel 
industry  by  selling  heavily  without  due  regard  to  the  ability  of  the  buyer  to 
consume  within  the  contract  period.  This  statement  gave  the  following  quotation 
from  a  previous  issue  of  the  Iron  Age: 

"What  is  worse,  manufacturers  have  sold  without  regard  to  their  ability  to 
deliver.  They  have  also  been  known  to  fail  on  deliveries  to  contract  customers 
on  a  rising  market,  while  accepting  early  delivery  business  from  others  who  gladly 
paid  a  premium.  There  is  no  doubt,  moreover,  that  the  guaranteeing  of  prices 
against  declines  is  an  important  item  in  the  manufacturer's  responsibilty  for 
present  conditions.  These  guaranties  are  one  of  the  evils  chargeable  against  the 
early  period  of  the  consolidation  regime  in  the  steel  industry.  Buyers  argued 
at  that  time  that  natural  laws  were  to  a  large  extent  inoperative — meaning  that 
the  unrestrained  competition  that  had  previously  prevailed  was  gone — and  that  the 
prices  that  were  asked  were  in  a  sense  artificial.  To  stimulate  demand  under 
such  conditions,  sellers  booked  large  contracts  to  which  guaranties  were  attached." 

In  addition  to  this  quotation,  the  following  suggestion  was  made: 

"The  time  seems  opportune  for  a  shortening  of  the  sale  period,  say  to  three 
months  for  jobbing  or  merchant  buyers,  and  to  six  months  as  a  maximum  for 
manufacturing  consumers.  In  the  exceptional  cases  in  which  manufacturing 
operations  require  yearly  contracts,  provision  might  be  made,  it  has  been  sug- 
gested, for  cancelations  of  unspecified  tonnage  by  quarterly  periods,  with  maximum 
and  minimum  amounts,  the  former  not  to  exceed  the  latter  by  more  than  25%. 
Shortening  the  contract  period  is  the  crux  of  the  matter.  That  would  go  far 
toward  eliminating  the  speculative  buying  that  has  been  the  arch  disturber  of 
contract  relations." 
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association,  as  a  means  of  guarding  against  the  abuse  of  can- 
celations of  orders?  If  this  contract  were  not  to  be  adopted, 
what  policy  should  the  company  follow  to  avoid  losses  from  can- 
celations? 

Contract 

Sold  to 

Quantity: 

yards  (variation  not  to  exceed  2%  allowed) 

pieces  of yards  each 

bales  of   yards  each 

(Allowable  variation  in  length  of  pieces  if  special.) 

In  addition,  buyer  to  take %     Seconds — 

and  seller  to  deliver  if  made %  Tailings  at  stated  con- 
tract price  if  contract 
is  not  renewed. 

Quality  

Time  of  Delivery 

from  date  hereof 

during  each  week,  commencing  week 

ending 

during  each  month,  beginning  in  the 

month  of 

Width  in  Inches 

Count  per  Inch Warp Filling 

Weight:  . 

No  shipment  to  average  f  lighter  "1 

No  bale  to  be  over  i%\    Uhan 

No  piece  to  be  over  3%  I  heavier  J 
Price Cents  per  Yard 


Yards  to 
the  Pound 


Terms  of  Payment: 

Net days  from  date  of  delivery 

Net days  from  date  of  delivery  less °/o 

for  payment  within days 

from  date  of  delivery. 
Place  of  Delivery: 

F.O.B.  to  carrier  at with 

freight  allowance 

F.O.B 

Special  Conditions  : 
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Shipping  Instructions: 

If  the  production  of  the  seller  shall  be  curtailed  during  the  time  above 
named,  by  strikes,  lockouts,  or  unavoidable  casualties,  the  deliveries 
shall  be  made  and  accepted  in  proportion  to  the  production. 

The  provisions  of  Paragraphs  I,  II,  and  III,  and  the  allowable  varia- 
tions from  specifications  as  adopted  by  The  American  Cotton  Manu- 
facturers' Association  and  The  National  Association  of  Cotton  Manu- 
facturers, all  as  printed  on  the  back  hereof,  are  accepted  and  agreed  to 
as  a  part  of  this  contract,  unless  otherwise  stated  herein. 

This  sale  note  is  the  entire  contract  between  the  buyer  and  seller, 
and  any  alteration  in  or  changes  from  the  printed  form  of  this  contract 
must  appear  on  it  in  writing. 

Accepted: 


Boston, 

Paragraph  I — Passing  of  Title  on  Delivery.  Unless  otherwise 
specified,  the  title  to  goods  sold  passes  to  the  buyer  (subject  to  the  right 
of  stoppage  in  transitu) : 

a)  Upon  delivery  f.o.b.  to  carrier,  consigned  to  buyer,  and  there- 

after goods  are  at  buyer's  risk; 

b)  Upon  arrival  of  goods  at  destination  and  delivery  to  buyer  of 

bill  of  lading  or  of  goods,  in  the  case  of  goods  to  be  delivered 
f.o.b.  elsewhere  than  to  carrier; 

c)  Upon  delivery  of  endorsed  bill  of  lading  or  of  goods,  in  the  case 

of  goods  consigned  to  seller's  order; 

d)  Upon  the  separation  of  the  goods  and  holding  subject  to  buyer's 

order  (the  invoice  to  follow  by  due  course  of  mail),  in  the 
case  of  goods  to  be  held  or  if  buyer  fails  to  give  shipping 
instructions. 
Paragraph  II — Storage  and  Insurance.     Goods  invoiced  and  held 
subject  to  buyer's  orders  shall  be  at  buyer's  risk,  but  covered  by  fire  in- 
surance effected  by  sellers  in  reputable  companies. 

Paragraph  III — Rejections  and  Claims.  The  buyer  cannot  reject 
the  goods  for  delay  in  delivery  unless  he  notifies  the  seller  within  five 
business  days  from  receipt  of  bill  of  lading,  or  of  invoice  if  goods  are 
to  be  held.  When  contract  calls  for  delivery  in  instalments,  the  buyer 
cannot  cancel  the  contract  for  any  default  in  any  one  or  more  instal- 
ments not  amounting  to  a  substantial  breach  of  contract,  but  may  can- 
cel or  replace  at  seller's  expense  any  delivery  that  is  delayed. 

Buyer  cannot  reject  goods  for  defects  in  quality  or  other  like  defaults 
(a)  if  he  cuts  or  converts  them,  nor  (b)  unless  he  notifies  seller  within 
ninety  days  from  receipt  by  him  or  at  finishing  works  of  goods  not  held, 
or  within  ninety  days  after  date  of  invoice  if  goods  are  invoiced  and 
held:  nor  (c)  unless  such  defects  amount  to  a  substantial  breach  of 
contract. 
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Loss  of  right  to  reject  does  not  deprive  the  buyer  of  his  right  to  claim 
damages,  if  any;  but  no  recovery  shall  be  had  on  any  claim  not  made 
within  one  year  from  receipt  of  goods  or  from  date  of  invoice  if  goods 
are  held. 

Allowable  Variations  from  Contract  Specifications 

Width.  The  width  shall  not  vary  anywhere  by  more  than  y%  of  an 
inch  below  the  stipulated  width  nor  more  than  ^  of  an  inch  above. 
The  width  shall  not  be  uniformly  less  than  the  stipulated  width,  but 
must,  in  a  majority  of  places  in  each  piece,  be  equal  to,  or  greater  than, 
the  stipulated  width.  Goods  shall  be  measured  at  right  angles  to  the 
selvages  when  laid  open  on  a  flat  horizontal  surface  and  smoothed  out 
by  hand,  but  not  stretched. 

Warp  Count.  Except  within  four  inches  of  each  selvage  (where  ex- 
clusive of  the  selvage,  the  count  must  approximate  that  stipulated)  the 
number  of  warp  threads  per  inch  shall  not  vary  anywhere  by  more 
than  one  thread  per  inch  below  the  stipulated  count,  nor  by  more  than 
two  threads  per  inch  above.  The  number  of  threads  in  each  piece  must 
equal  the  stipulated  count  multiplied  by  the  stipulated  width  plus  the 
extra  threads  used  in  the  selvage. 

Filling  Count.  The  number  of  threads  in  the  filling,  or  weft,  shall 
not  vary  anywhere  by  more  than  three  threads  per  inch  below  the  stipu- 
lated count,  nor  by  more  than  four  above.  In  the  case  of  sateens,  when 
the  count  of  filling  exceeds  the  count  of  the  warp,  the  allowance  for 
variation  above  specified  shall  be  increased  by  the  same  percentage 
that  the  filling  count  exceeds  that  of  the  warp  count.  In  any  case  in- 
cluding sateens,  the  filling  count  per  inch  shall  not  run  below  the  stipu- 
lated count  throughout  the  piece,  but  must,  in  a  majority  of  places  in 
each  piece,  equal  or  be  more  than  the  stipulated  count. 

Weight.  In  case  of  controversy  regarding  the  weight  of  goods,  de- 
cision shall  be  based  on  goods  which  have  been  exposed  for  24  hours  to 
normal  atmospheric  conditions  approximating  a  temperature  of  70  de- 
grees F  and  a  humidity  of  70%. 


SALES  PROMOTION  AND  ADVERTISING 
i.  Trade-Mark  Rights 

INTRODUCTION 

The  Court  of  Appeals  in  the  state  of  New  York  in  Ball  v. 
Broadway  Bazaar,  194  N.  Y.  429,  434,  87  N.  E.  674,  denned  a 
trade-mark  as  follows: 

A  trade-mark  may  be  tersely  denned  to  be  any  sign,  mark,  symbol, 
word,  or  words  which  indicate  the  origin  or  ownership  of  an  article 
as  distinguished  from  its  quality  and  which  others  have  not  the  equal 
right  to  employ  for  the  same  purpose.  In  its  strictest  sense  it  is  appli- 
cable only  to  a  vendible  article  of  merchandise  to  which  it  is  affixed. 

The  "Rules  Governing  the  Registration  of  Trade-Marks  under 
the  Trade-Mark  Acts"  promulgated  by  the  United  States  Patent 
Office  under  date  of  October  15,  19 13,  contain  the  following  pro- 
visions in  regard  to  what  may  be  registered  as  a  trade-mark: 

19.  No  trade-mark  will  be  registered  to  an  owner  domiciled  within 
the  territory  of  the  United  States  unless  it  shall  be  made  to  appear  that 
the  same  is  used  as  such  by  said  owner  in  commerce  among  the  several 
States,  or  between  the  United  States  and  some  foreign  nation  or  In- 
dian tribe;  no  trade-mark,  except  as  provided  by  Section  3  of  the  Act  of 
May  4,  1906,  will  be  registered  to  an  owner  residing  in  or  l'xrated  in  a 
foreign  country  unless  said  country,  by  treaty,  convention,  or  law,  af- 
fords similar  privileges  to  the  citizens  of  the  United  States;  no  trade- 
mark will  be  registered  which  consists  of  or  comprises  immoral  or 
scandalous  matter,  or  which  consists  of  or  comprises  the  flag  or  coat  of 
arms  or  other  insignia  of  the  United  States,  or  any  simulation  thereof, 
or  of  any  State  or  municipality,  or  of  any  foreign  nation,  or  which  con- 
sists of  (3r  comprises  any  design  or  picture  that  has  been  adopted  by 
any  fraternal  society  as  its  emblem,  unless  it  shall  be  shown  to  the 
satisfaction  of  the  Commissioner  of  Patents  that  the  mark  was  adopted 
and  used  as  a  trade-mark  by  the  applicant  or  applicant's  predecessors, 
from  whom  title  is  derived,  at  a  date  prior  to  the  date  of  its  adoption 
by  such  fraternal  society  as  its  emblem,  or  which  trade-mark  is  identical 
with  a  registered  or  known  trade-mark  owned  and  in  use  by  another, 
and  appropriated  to  merchandise  of  the  same  descriptive  properties,  or 
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which  so  nearly  resembles  a  registered  or  known  trade-mark  owned  and 
in  use  by  another,  and  appropriated  to  merchandise  of  the  same  descrip- 
tive properties  as  to  be  likely  to  cause  confusion  or  mistake  in  the  mind 
of  the  public,  or  to  deceive  purchasers,  or  which  consists  merely  in  the 
name  of  an  individual,  firm,  corporation,  or  association,  not  written, 
printed,  impressed,  or  woven  in  some  particular  or  distinctive  manner 
or  in  association  with  a  portrait  of  the  individual,  or  merely  in  words 
or  devices  which  are  descriptive  of  the  goods  with  which  they  are  used, 
or  of  the  character  or  quality  of  such  goods,  or  merely  a  geographical 
name  or  term;  no  portrait  of  a  living  individual  will  be  registered  as  a 
trade-mark,  except  by  the  consent  of  such  individual  evidenced  by  an 
instrument  in  writing;  and  no  trade-mark  will  be  registered  which  is 
used  in  unlawful  business,  or  upon  any  article  injurious  in  itself,  or 
which  has  been  used  with  the  design  of  deceiving  the  public  in  the  pur- 
chase of  merchandise,  or  which  has  been  abandoned.  See  Act  of  1905, 
Sections  1,  5,  and  21;  Act  of  February  18,  1909,  Section  1. 

20.  Any  mark,  used  in  commerce  with  foreign  nations  or  among  the 
several  States  or  with  Indian  tribes,  may  be  registered  if  it  has  been  in 
actual  and  exclusive  use  as  a  trade-mark  of  the  applicant,  or  his  pre- 
decessors from  whom  he  derived  title,  for  10  years  next  preceding  Feb- 
ruary 20,  1905. 

The  effect  of  registration  was  stated  as  follows  in  Section  16 
of  the  Trade-Mark  Act  of  1905: 

That  the  registration  of  a  trade-mark  under  the  provisions  of  this 
act  shall  be  prima  facie  evidence  of  ownership.  Any  person  who  shall, 
without  the  consent  of  the  owner  thereof,  reproduce,  counterfeit,  copy, 
or  colorably  imitate  any  such  trade-mark  and  affix  the  same  to  mer- 
chandise of  substantially  the  same  descriptive  properties  as  those  set 
forth  in  the  registration,  or  to  labels,  signs,  prints,  packages,  wrappers, 
or  receptacles  intended  to  be  used  upon  or  in  connection  with  the  sale 
of  merchandise  of  substantially  the  same  descriptive  properties  as  those 
set  forth  in  such  registration,  and  shall  use,  or  shall  have  used  such 
reproduction,  counterfeit,  copy,  or  colorable  imitation  in  commerce 
among  the  several  States,  or  with  a  foreign  nation,  or  with  the  Indian 
tribes,  shall  be  liable  to  an  action  for  damages  therefor  at  the  suit  of 
the  owner  thereof,  and  whenever  in  any  such  action  a  verdict  is  ren- 
dered for  the  plaintiff,  the  court  may  enter  judgment  therein  for  any 
sum  above  the  amount  found  by  the  verdict  as  the  actual  damages, 
according  to  the  circumstances  of  the  case,  not  exceeding  three  times 
the  amount  of  such  verdict,  together  with  the  costs. 

The  right  to  own  a  trade-mark  exists  exclusive  of  statute.  In 
United  States  v.  Steffens,  et  al.,  100  U.  S.  82,  the  Supreme  Court 
of  the  United  States  said  (p.  92): 

The  right  to  adopt  and  use  a  symbol  or  device  to  distinguish  the 
goods  or  property  made  or  sold  by  the  person  whose  mark  it  is,  to  the 
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exclusion  of  use  by  all  other  persons,  has  long  been  recognized  by  the 
common  law  and  the  chancery  courts  of  England  and  this  country. 
...  It  is  a  property  right  for  the  violation  of  which  damages  may  be 
recovered  in  an  action  at  law,  and  the  continued  violation  of  it  will  be 
enjoined  by  a  court  of  equity  with  compensation  for  past  infringement. 
This  exclusive  right  was  not  created  by  the  act  of  Congress,  and  does 
not  now  depend  upon  it  for  its  enforcement.  The  whole  system  of 
trade-mark  property  and  civil  remedies  for  its  protection  existed  long 
and  anterior  to  that  Act  (namely,  Act  of  July  8,  1870)  and  have  re- 
mained in  full  force  since  its  passage.  See  also  Carrol  &  Sons  Company 
v.  Mcllvaine  &  Baldwin,  Inc.,  171  Fed.  125,  129. 

The  effect  of  registering  a  trade-mark  in  accordance  with  the 
Act  of  1905  has  been  summed  up  as  follows  by  Munn  &  Company, 
patent  and  trade-mark  solicitors:1 

1.  It  creates  a  permanent  record  of  the  date  of  adoption  and  use 
of  a  mark,  which  in  any  suit  is  prima  facie  evidence  of  ownership. 
Therefore,  should  litigation  arise  between  the  owner  of  a  registered 
mark  and  one  who  is  the  owner  of  a  nonregistered  mark,  the  burden 
of  proof  is  on  the  latter  to  establish  priority  of  adoption  and  use.  This 
is  often  very  difficult  to  do,  especially  where  a  trade-mark  has  been  in 
long  use,  as  such  proof  must  necessarily  rest  on  the  production  of  old 
labels,  cartons,  packages  of  the  goods  with  the  trade-mark  attached, 
order  books,  and  the  testimony  of  witnesses. 

2.  It  gives  jurisdiction  to  the  Federal  court,  irrespective  of  the 
amount  in  controversy  or  the  place  of  residence  of  the  parties.  This 
is  of  decided  advantage  owing  to  the  fact  that  an  injunction  secured 
in  one  Federal  court  will  be  enforced  in  all  such  courts  throughout  the 
United  States,  and  further,  the  owner  of  a  registered  mark  is  afforded 
the  privilege  of  recording  his  trade-mark  with  the  various  United  States 
custom  houses  to  prevent  the  importation  of  goods  bearing  an  infring- 
ing mark.  An  action  where  neither  litigant  is  the  owner  of  a  registered 
trade-mark  must  be  brought  in  a  state  court,  unless  there  is  a  diversity 
of  citizenship  between  the  contesting  parties  and  an  amount  of  more 
than  $3,000  involved. 

3.  It  allows  treaty  stipulations  entered  into  between  the  United 
States  and  foreign  countries  for  the  benefit  of  the  owners  of  trade- 
marks to  be  carried  out. 

In  several  countries  mere  registration  of  a  trade-mark  is  con- 
clusive evidence  of  ownership  whether  the  mark  is  actually  in 
use  or  not.  Since  registration  in  the  United  States  is  a  prerequisite 
for  registration  of  an  American  trade-mark  in  most  foreign  coun- 
tries, the  Trade-Mark  Act  of  March  19,  1920,  was  passed  in  order 

1  Trade-Marks,  Trade  Names  and  Unfair  Competition  in  Trade,  edited  for  the 
Business  Man  by  Orson  D.  Munn,  of  the  New  York  Bar. 
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to  facilitate  entrance  into  foreign  trade  by  American  firms  whose 
trade-marks  were  not  registrable  under  the  Act  of  1905. 

The  following  statement  in  regard  to  the  effects  of  the  Trade- 
Mark  Act  of  1920  is  summarized  from  an  article  by  Roy  W. 
Johnson.1 

The  law  of  1920  provides  that  the  commissioner  of  patents 
shall  keep  a  register  of  (a)  all  marks  communicated  to  him  by 
the  International  Bureaus  provided  for  by  the  Buenos  Aires  con- 
vention, and  also  (b)  all  other  marks  not  registrable  under  the 
Act  of  1905  except  those  specified  in  paragraphs  A  and  B  of 
Section  5  of  that  act,  but  which  have  been  in  bona  fide  use  for  not 
less  than  one  year  provided  that  such  marks  are  not  identical  with 
a  "known  trade-mark"  owned  by  another  and  appropriated  to 
merchandise  of  the  "same  descriptive  properties."  Paragraphs 
A  and  B  of  Section  5  of  the  Act  of  1905  specify  marks  which  con- 
sist of  immoral  or  scandalous  matter  and  of  the  flag  and  insignia 
of  the  United  States,  any  of  the  states,  municipalities,  foreign 
nations,  or  fraternal  societies.  It  appears  that  all  other  marks  are 
entitled  to  registration  if  they  have  been  used  for  at  least  a  year 
and  are  not  identical  with  any  other  known  marks  for  the  same 
class  of  goods. 

Section  6  of  the  Act  of  1920  reads  as  follows:  "That  the 
provisions  of  Sections  15,  17,  18,  19,  20,  21,  22,  23,  25,  26,  27, 
and  28  of  the  act  approved  February  20,  1905  .  .  .  are  hereby 
made  applicable  to  marks  placed  on  the  register  provided  for 
by  Section  1  of  this  act."  It  should  be  noted  that  Section  16 
of  the  Act  of  1905  is  omitted  from  this  list.  This  section  states 
that  the  registration  of  a  trade-mark  under  the  provisions  of  that 
act  is  prima  facie  evidence  of  ownership.  It  therefore  appears 
that  registration  under  the  Act  of  1920  is  in  no  way  evidence  of 
ownership,  but  merely  an  official  record  of  a  claim  that  a  certain 
trade-mark  has  been  in  use  for  a  year  or  more.  The  effect  of 
this  law  apparently  is  to  establish  an  entirely  new  class  of  regis- 
trations. Marks  which  are  registrable  under  the  Act  of  1905  are 
not  registrable  under  the  Act  of  1920  and  vice  versa. 

As  between  conflicting  claimants  to  the  right  to  use  the  same 
mark,  as  a  general  rule  priority  of  appropriation  determines  the 

1  Roy  W.  Johnson,  "The  Registration  of  Descriptive,  Geographical,  and  Family 
Name  Trade-Marks,"  Printers'  Ink,  May  12,  1921,  pp.  41-44. 
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question.    In  Columbia  Mills  Company  v.  Alcorn,  150  U.  S.  460, 
463-4,  the  court  said: 

The  exclusive  right  to  the  use  of  the  mark  or  device  claimed  as  a 
trade-mark  is  founded  on  priority  of  appropriation;  that  is  to  say  the 
claimant  of  the  trade-mark  must  have  been  the  first  to  use  or  employ 
the  same  on  like  articles  of  production. 

See,  however,  United  Drug  Company  v.  Rectanus,  248  U.  S.  90, 
where  the  court  said: 

It  would  be  a  perversion  of  the  rule  of  priority  to  give  it  such  an 
application  in  our  broadly  extended  country  that  an  innocent  party 
who  had  in  good  faith  employed  a  trade-mark  in  one  state,  and  by  the 
use  of  it  had  built  up  a  trade  there,  being  the  first  appropriator  in  that 
jurisdiction,  might  afterwards  be  prevented  from  using  it,  with  conse- 
quent injury  to  his  trade  and  good-will,  at  the  instance  of  one  who 
theretofore  had  employed  the  same  mark  but  only  in  other  and  remote 
jurisdictions,  upon  the  ground  that  its  first  employment  happened  to 
antedate  that  of  the  first-mentioned  trader. 

The.  fact  that  the  later  user  did  not  intend  to  defraud  con- 
stitutes no  defense.  In  Wirtz  v.  Eagle  Bottling  Company,  15  N. 
J.  Eq.,  164,  the  court  said: 

The  legal  quality  of  an  act  resulting  in  injury  must  be  decided,  not 
by  the  motive  with  which  it  was  done,  but  by  the  consequences  which 
have  necessarily  resulted  from  it.  .  .  .  The  aggrieved  person,  in  cases 
of  this  class,  is  not  required  to  show  intentional  fraud,  but  he  makes  a 
sufficient  case  to  give  him  a  right  to  protection  when  he  shows  that  the 
defendant  is  using  his  label,  or  one  so  nearly  like  it  as  to  render  decep- 
tion of  the  public  and  injury  to  himself  probable. 

The  distinction  between  infringement  and  unfair  competition 
was  pointed  out  by  the  court  in  G.  W.  Cole  v.  American  Cement 
&  Oil  Company,  130  Fed.  703,  705,  as  follows: 

An  infringement  of  a  trade-mark  consists  in  the  use  of  the  genuine 
upon  substituted  goods  or  of  an  exact  copy  or  reproduction  of  the 
genuine,  or  in  the  use  of  an  imitation  in  which  the  difference  is  color- 
able only,  and  the  resemblance  avails  to  mislead  so  that  the  goods  to 
which  the  spurious  trade-mark  is  affixed  are  likely  to  be  mistaken  for 
the  genuine  product;  and  this  upon  the  ground  that  the  trade-mark 
adopted  by  one  is  the  exclusive  property  of  its  proprietor,  and  such  use 
of  the  genuine,  or  such  imitation  of  it,  is  an  invasion  of  his  right  and 
property.  Unfair  competition  is  distinguishable  from  the  infringement 
of  a  trade-mark  in  this:  That  it  does  not  necessarily  involve  the  ques- 
tion of  the  exclusive  right  of  another  to  the  use  of  the  name,  symbol, 
or  device.     A  word  may  be  purely  generic  or  descriptive,  and  so  not 
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capable  of  becoming  an  arbitrary  trade-mark,  and  yet  there  may  be  an 
unfair  use  of  such  word  or  symbol  which  will  constitute  unfair  competi- 
tion. Thus  a  proper  or  geographical  name  is  not  the  subject  of  a  trade- 
mark, but  may  be  so  used  by  another,  unfairly  producing  confusion  of 
goods,  and  so  come  under  the  condemnation  of  unfair  trade,  and  its  use 
will  be  enjoined.  The  right  to  the  use  of  an  arbitrary  name  or  device 
as  indicia  of  origin  is  protected  upon  the  ground  of  a  legal  right  to  its 
use  by  the  person  appropriating  it. 

TERRITORIAL  LIMITATIONS 

The  Hanover  Star  Milling  Company,  an  Illinois  corporation, 
used  the  trade-mark  "Tea  Rose"  on  flour,  which  it  sold,  among 
other  places,  in  Alabama.  This  corporation  was  in  competition 
with  the  Steelville  Milling  Company,  of  Illinois,  and  the  Allan 
&  Wheeler  Company,  of  Troy,  Ohio.  Metcalf,  agent  of  the 
Steelville  Milling  Company,  began  selling  flour  in  Alabama  under 
the  name  of  "Tea  Rose."  When  suit  was  brought  by  the  Han- 
over Star  Milling  Company,  Metcalf  contended  that  the  Allan 
&  Wheeler  Company  had  used  the  trade-mark  "Tea  Rose"  be- 
fore the  Hanover  Star  Milling  Company  had  used  it.  In  addi- 
tion he  showed  that  the  Steelville  Milling  Company  had  used  this 
mark  for  several  years. 

In  this  case,  Metcalf  v.  Hanover  Star  Milling  Company,  204 
Fed.  211,  the  Circuit  Court  of  Appeals  of  the  Fifth  Circuit  said 
(pp.  214,  216): 

To  invoke  the  jurisdiction  of  a  court  of  equity  to  prevent  infringe- 
ment and  unfair  competition  by  the  use  of  a  similar  trade-mark  by  an- 
other, it  is  incumbent  upon  the  complainant  to  show  that  he  has  the 
property  right  in  the  mark  or  thing  which  indicates  the  ownership  or 
origin  of  the  article,  and  that  its  use  has  been  fraudulently  invaded  by 
another.  Columbia  Mill  Company  v.  Alcorn,  150  U.  S.  460,  Epperson 
&  Company  v.  Blumenthal,  149  Ala.  125.  The  property  right  in  a 
trade-mark  is  acquired  chiefly,  as  we  shall  see,  by  prior  adoption  and 
exclusive  use  of  the  mark  or  symbol  relied  upon  to  distinguish  the 
proprietor's  ownership.  The  exclusive  right  to  the  use  of  a  trade-mark 
rests,  not  so  much  on  priority  of  invention,  but  upon  such  use  as  to 
indicate  the  origin  of  plaintiff's  goods,  and  must  be  early  and  separate 
enough  for  that  purpose.  Where  long  use  is  clearly  shown,  the  mere 
fact  that  the  owner  has  permitted  the  limited  use  by  another,  if  such 
use  was  not  calculated  to  mislead,  will  not  defeat  the  owner's  right  to 
protection. 

It  appears  to  be  well  settled  by  authority  that  the  first  use  of  a  trade- 
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mark  gives  to  the  prior  user  the  exclusive  right  to  its  use  in  trade  to  a 
commodity  to  which  it  is  applied. 

The  Allan  &  Wheeler  Company  also  brought  suit  against  the 
Hanover  Star  Milling  Company  for  infringement  of  trade-mark, 
and  both  cases  finally  were  brought  up  together  in  the  United 
States  Supreme  Court,  240  U.  S.  403,  under  the  title  Hanover 
Milling  Company  v.  Metcalf.  It  was  shown  that  the  Hanover  Star 
Milling  Company  had  developed  the  southern  territory  of  Ala- 
bama and  neighboring  states  to  such  an  extent  that  the  Allan  & 
Wheeler  product  was  virtually  unknown.  Therefore,  the  Allan 
&  Wheeler  Company  was  held  to  be  estopped  to  assert  trade- 
mark infringement  in  this  territory.  In  addition  the  Hanover 
Star  Milling  Company  was  granted  its  complaint  against  Metcalf 
on  the  grounds  that  the  Steelville  Milling  Company  never  had 
developed  the  southern  territory. 

Thomas  S.  Carroll  &  Son  Company  used  the  trade-mark 
"Baltimore  Club"  on  its  rye  whisky  sold  in  Baltimore  under 
trade-mark  registration  granted  in  1870.  In  1868  Mcllvaine  & 
Baldwin  used  the  same  trade-mark  on  its  whisky  and  thereafter 
built  up  a  large-sized  business  in  New  York  City.  When  Thomas 
S.  Carroll  &  Son  Company  extended  its  business  to  New  York 
City  it  sought  an  injunction  against  Mcllvaine  &  Baldwin.  The 
injunction  was  refused  by  the  court.  In  this  case,  Thomas  S. 
Carroll  &  Son  Company  v.  Mcllvaine  &  Baldwin,  Inc.,  171  Fed. 
125,  the  court  said  (p.  129): 

The  complainant  gives  undue  weight  to  the  series  of  registrations 
above  set  forth.  Property  right  in  a  trade-mark  exists  in  common  law 
and  is  independent  of  the  statutes  regulating  registration.  Under  the 
present  Trade-Mark  Act  a  certificate  of  registration  is  prima  facie  evi- 
dence of  ownership;  but  this  evidence  may  be  contradicted  in  court  and 
the  apparent  right  of  the  registering  party  shown  not  to  exist.  Registra- 
tion cannot  confer  a  title  to  a  trade-mark  if  some  other  individual  has 
acquired  a  prior  right  by  adoption  and  use;  nor  can  it  vest  a  title  in 
the  registrant  as  against  another's  common  law  title. 

PROPER  NAMES  AS  TRADE-MARKS 

Some  years  after  the  Royal  Baking  Powder  Company  had 
made  its  name  and  trade-mark  well  known,  a  man  named  Royal 
began  manufacturing  baking  powder  and  displaying  his  name 
prominently  on  the  cans.   Bill   for  injunction  was  brought  by 
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the  Royal  Baking  Powder  Company  alleging  infringement.  In 
this  case,  Royal  Baking  Powder  Company  v.  Royal,  122  Fed. 
337,  the  Court  of  Appeals  said  (p.  348): 

In  view  of  the  very  plain  purpose  of  the  defendant  to  attack  the 
business  of  the  Royal  Baking  Powder  Company  in  an  unfair  way,  and 
of  the  positive  evidence  of  purchasers  misled  by  the  conspicuous  way 
in  which  the  name  "Royal"  is  displayed  on  the  front  label  of  defendant's 
cans,  and  of  the  evidence  that  it  is  not  customary  in  the  trade  to  display 
the  maker's  name  on  the  front  of  the  label,  a  majority  of  the  court 
think  it  right  to  extend  the  injunction  so  as  to  restrain  the  defendant 
from  displaying  his  name  on  the  front  label  of  his  cans.  That  the 
maker  should  have  his  name  and  address  somewhere  on  the  goods  is 
right.  We  all  agree  with  Judge  Evans  in  refusing  to  restrain  the  de- 
fendant from  in  any  way  using  his  own  name,  but  a  majority  think  that 
the  duty  of  so  using  it  as  to  carefully  distinguish  the  business  carried 
on  by  him  and  the  goods  made  by  him,  from  the  business  done  by  the 
complainant  and  the  goods  made  by  them,  demands  that  he  shall 
present  his  own  name  in  the  least  conspicuous  manner  possible  con- 
sistent with  the  right  to  place  his  name  and  address  upon  the  goods 
made  by  him. 

In  another  case  on  the  use  of  proper  names  as  trade-marks, 
Stix,  Baer  &  Fuller  Dry  Goods  Company  v.  American  Piano 
Company,  211  Fed.  271,  274,  the  Court  of  Appeals  in  the  Eighth 
Circuit  said: 

It  is  now  settled  beyond  controversy  that  a  family  surname  is  in- 
capable of  exclusive  appropriation  in  trade.  The  right  of  every  man 
to  use  his  own  name  in  his  business  was  declared  in  the  law  before  the 
modern  doctrine  of  unfair  trade  competition  had  arisen.  It  is  a  part 
of  the  law  of  trade-mark.  The  subject  may,  therefore,  be  properly  ap- 
proached from  that  side.  If,  however,  the  name  has  previously  become 
well  known  in  trade,  the  second  comer  uses  it  subject  to  three  important 
restrictions:  (1)  He  may  not  affirmatively  do  anything  to  cause  the 
public  to  believe  that  his  article  is  made  by  the  first  manufacturer.  ( 2 ) 
He  must  exercise  reasonable  care  to  prevent  the  public  from  so  believ- 
ing. (3)  He  must  exercise  reasonable  care  to  prevent  the  public  from 
believing  that  he  is  the  successor  in  business  of  the  first  manufacturer. 
This  duty  to  warn,  however,  must  not  be  pressed  so  far  as  to  make  it 
impracticable  for  the  second  comer  to  use  his  name  in  trade.  Otherwise 
we  destroy  under  the  law  of  unfair  trade  competition  the  very  right 
which  we  have  saved  under  the  law  of  trade-mark. 

DESCRIPTIVE  WORDS  AS  TRADE-MARKS 

The  Hercules  Powder  Company  petitioned  Newton,  Commis- 
sioner of  Patents,   to  register  the   trade-mark   "Infallible"   on 
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smokeless  powder  manufactured  by  the  Hercules  Powder  Com- 
pany. Commissioner  Newton  refused  to  grant  registration  of 
tli is  trade-mark,  and  in  consequence  the  Hercules  Powder  Com- 
pany brought  suit  to  compel  such  registration.  In  this  case, 
Hercules  Powder  Company  v.  Newton,  266  Fed.  169,  the  court 
decided  that  ''Infallible"  was  not  registrable  as  a  trade-mark  for 
smokeless  powder.    The  second  headnote  reads  as  follows: 

The  fundamental  inquiry  in  determining  the  registrability  of  a 
trade-mark  is  whether  the  suggested  trade-mark,  word,  or  device  with 
the  environment  proposed  for  it  conveys  by  its  primary  meaning  some- 
thing which  others  may  employ  with  equal  truth  and  equal  right  for 
the  same  purpose. 

TRADE-MARK  LIMITATIONS  UNDER  EXPIRED  PATENTS 

The  National  Lock  Washer  Company  manufactured  lock 
washers  under  a  patent  granted  to  Harvey.  This  patent  expired 
in  1903.  Thereafter  the  Hobbs  Manufacturing  Company  began 
making  similar  washers  and  selling  them  under  the  designation 
of  the  "National  Pattern."  The  National  Lock  Washer  Com- 
pany sought  to  enjoin  the  use  of  the  word  "National"  by  the 
Hobbs  Manufacturing  Company.  In  this  case,  National  Lock 
Washer  Company  v.  Hobbs  Manufacturing  Company,  210  Fed. 
516,  the  court  said  (p.  517): 

The  defendant  contends  that  this  case  is  governed  by  the  decision 
in  the  Singer  Manufacturing  Company  v.  June  Manufacturing  Com- 
pany,  163  U.  S.  169,  16  Sup.  Ct.  1002,  41  L.  Ed.  118;  that  under  the 
rule  of  that  case,  upon  expiration  of  the  Harvey  patent  in  1903,  the 
word  "National,"  as  applied  to  lock  washers  constructed  under  that 
patent,  became  public  property,  and  that  it  had  the  right  thereafter  to 
make  lock  washers  covered  by  the  patent  and  to  sell  them  under  the 
designation  of  the  National  pattern,  provided  it  clearly  indicated,  as  it 
did,  that  the  article  dealt  in  was  of  its  own  manufacture;  that  neither 
the  patentee  nor  his  successor  in  title,  the  complainant,  could  acquire  a 
monopoly  in  the  word  "National"  on  the  theory  that  it  had  become  a 
trade-mark  denoting  origin;  that,  whether  it  denoted  origin,  or  by 
reason  of  its  use  during  the  existence  of  the  patent,  had  become  descrip- 
tive of  the  kind  of  washer  manufactured  thereunder,  neither  the  pat- 
entee nor  his  successor  could  acquire  a  monopoly  in  the  word  by  having 
it  registered  under  the  Act  of  1905  as  a  technical  trade-mark,  or  as  a 
descriptive  word  under  the  10-year  clause;  and  that  its  use  under  the 
patent,  being  a  monopoly,  cannot  be  availed  of  as  proof  for  the  purpose 
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of  extending  the  monopoly  for  an  additional  20  years  by  registration 
under  the  10-year  clause  of  the  Act  of  February  20,  1905.1 

This  contention  meets  my  approval.  The  underlying  principle  in 
the  Singer- June  case  is  that  it  is  against  the  policy  of  the  law  to  extend 
the  monopoly  of  the  patentee  or  his  successor  in  title  in  the  patented 
article  after  the  expiration  of  the  patent  through  a  name,  which  during 
the  existence  of  the  patent  has  become  descriptive  of  the  article. 

Then  again,  on  construing  the  Trade-Mark  Act  of  1905,  it  is  a  rea- 
sonable inference  that  Congress  did  not  intend  that  the  provisions  of 
that  act  should  operate  to  continue  the  monopoly  through  registration 
under  it,  or  that  the  use  of  a  word  in  connection  with  a  patented  article 
and  during  the  life  of  the  patent  should  be  availed  of  to  make  up  the 
10  years  of  actual  and  exclusive  use  necessary  to  authorize  registration. 

GEOGRAPHICAL  NAMES 

In  the  case  of  Wolf  Brothers  &  Company  v.  Hamilton-Brown 
Shoe  Company,  165  Fed.  413,  240  U.  S.  251,  it  appeared  that 
Wolf  Brothers  &  Company  and  its  predecessors  had  employed  the 
words  'The  American  Girl"  as  a  trade-mark  for  shoes  continu- 
ously since  1896,  and  had  advertised  its  shoes  extensively  under 
that  name  with  the  catch  phrase  "A  shoe  as  good  as  its  name." 
In  1900  the  defendant,  Hamilton-Brown  Shoe  Company,  adopted 
and  thereafter  used  the  name  "The  American  Lady"  with  certain 
catch  phrases,  in  connection  with  shoes  manufactured  by  it. 
Wolf  Brothers  &  Company  sought  to  enjoin  the  use  of  the  words 
"American  Lady"  as  an  infringement  and  also  unfair  competition. 
The  Circuit  Court  of  Appeals  held  that  the  defendant's  use  of  the 
words  "American  Lady"  constituted  unfair  competition,  but  that 
there  was  no  infringement,  since  the  alleged  trade-mark  "Ameri- 
can Girl"  was  a  geographical  name  and  hence  could  not  become 
a  valid  trade-mark.   The  court  said  in  part,  165  Fed.  413,  415: 

1  In  Singer  Manufacturing  Company  v.  June  Manufacturing  Company,  163  U.  S. 
159,  199,  the  court  said: 

"The  result,  then,  of  the  American,  the  English,  and  the  French  doctrine  uni- 
versally upheld  is  this,  that  where,  during  the  life  of  a  monopoly  created  by  a 
patent,  a  name,  whether  it  be  arbitrary  or  be  that  of  the  inventor,  has  become 
by  his  consent  either  expressed  or  tacit,  the  identifying  and  generic  name  of  the 
thing  patented,  this  name  passes  to  the  public  with  the  cessation  of  the  monopoly 
which  the  patent  created.  Where  another  avails  himself  of  this  public  dedication 
to  make  the  machine  and  use  the  generic  designation,  he  can  do  so  in  all  forms 
with  the  fullest  liberty,  by  affixing  such  name  to  the  machines,  by  referring  to 
it  in  advertisements,  and  by  other  means,  subject,  however,  to  the  condition  that 
the  name  must  be  so  used  as  not  to  deprive  others  of  their  rights  or  to  deceive 
the  public,  and,  therefore,  that  the  name  must  be  accompanied  with  such  indica- 
tions that  the  thing  manufactured  is  the  work  of  the  one  making  it,  as  will 
unmistakably  inform  the  public  of  that  fact." 
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While  it  is  true  that  a  geographical  name  may  not  be  exclusively  ap- 
propriated as  a  trade-mark,  yet  a  party  having  adopted  a  geographical 
name  as  a  designation  of  his  goods,  may  be  protected  as  against  unfair 
trade.  ...  In  this  case,  while  the  complainant  is  not  entitled  to  relief 
upon  the  grounds  that  the  words  "The  American  Girl,"  or  the  numerals 
applied  to  its  several  styles  of  shoes,  are  valid  trade-marks,  yet  it  is 
entitled  to  protection  from  their  use  by  the  defendant  in  a  manner  and 
under  circumstances  constituting  unfair  trade,  the  essence  of  the  rule 
being  that  one  person  shall  not,  in  the  sale  of  his  goods,  so  act  as  to 
lead  the  public  to  believe  that  they  are  the  goods  of  another. 

The  United  States  Supreme  Court,  however,  when  the  case 
came  before  it,  held  that  the  words  "The  American  Girl"  con- 
stituted a  valid  trade-mark.  The  court  said  on  this  point,  Hamil- 
ton-Brown Shoe  Company  v.  Wolf  Brothers  &  Company,  240  U. 
S.  251,  256-7: 

We  do  not  regard  the  words  "The  American  Girl,"  adopted  and  em- 
ployed by  complainant  in  connection  with  shoes  of  its  manufacture,  as 
being  a  geographical  or  descriptive  term.  It  does  not  signify  that  the 
shoes  are  manufactured  in  America,  or  intended  to  be  sold  or  used  in 
America,  nor  does  it  indicate  the  quality  or  characteristics  of  the  shoes. 
Indeed,  it  does  not,  in  its  primary  signification,  indicate  shoes  at  all. 
It  is  a  fanciful  designation,  arbitrarily  selected  by  complainant's  pre- 
decessors to  designate  shoes  of  their  manufacture.  We  are  convinced 
that  it  was  subject  to  appropriation  for  that  purpose,  and  it  abundantly 
appears  to  have  been  appropriated  and  used  by  complainant  and  those 
under  whom  it  claims. 

ASSIGNMENT  OF  TRADE-MARK  RIGHTS 

In  1894,  Sarrazin,  under  the  Louisiana  insolvency  laws,  sur- 
rendered all  his  property  to  his  creditors.  In  1896- 1898  the  W. 
R.  Irby  Cigar  &  Tobacco  Company,  one  of  the  creditors,  used  the 
trade-mark  "King  Bee,"  which  had  been  used  by  Sarrazin  before 
he  turned  his  property  over  to  his  creditors.  When  Sarrazin  at- 
tempted to  collect  damages  from  the  W.  R.  Irby  Cigar  &  To- 
bacco Company,  the  court  rendered  decision  in  favor  of  the  W. 
R.  Irby  Cigar  &  Tobacco  Company  on  the  grounds  that  when 
Sarrazin  surrendered  all  his  property  to  his  creditors,  he  sur- 
rendered his  right  to  the  trade-mark  as  well.1 

1  Section  10  of  the  Trade-Mark  Act  of  February  20,  1905,  as  amended  read  as 
follows: 

"That  every  registered  trade-mark,  and  every  mark  for  the  registration  of  which 
application  has  been  made,  together  with  the  application  for  registration  of  the 
same,  shall  be  assignable  in  connection  with  the  good-will  of  the  business  in  which 
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In  Bulte  v.  Iglehart  Brothers,  137  Fed.  492,  498-9,  the  court 
said: 

A  trade-mark  is  analogous  to  the  good-will  of  a  business.  Whoever 
heard  of  a  good-will  being  sold  to  one,  while  the  original  owner  con- 
tinues the  business  as  before?  The  good-will  is  inseparable  from  the 
business  itself.  So  likewise  is  a  trademark  or  a  trade  name  that  gives 
assurance  to  a  purchaser  that  the  article  upon  which  is  stamped  the 
trade-mark  or  trade  name  is  the  genuine  production  of  the  manufacturer 
to  whom  the  trade  name  or  trade-mark  points  by  association  as  the 
maker  of  the  article.  Therefore  it  is,  that  it  is  a  necessary  qualification 
to  the  assignability  of  a  trade-mark  that  there  goes  with  it  the  transfer 
of  the  business  and  good-will  of  the  owner  of  the  symbol. 

In  Hoffman  v.  B.  Kuppenheimer,  183  Fed.  597,  however,  the 
court  held  that  a  patentee  using  a  registered  trade-mark  to  desig- 
nate the  patented  article  may  assign  the  right  to  use  such  trade- 
mark when  he  grants  a  license  to  another  party  to  make  and  sell 
the  patented  article,  without  losing  his  right  to  the  trade-mark. 
On  the  termination  of  the  license  the  patentee  is  reinvested  with 
full  title  to  the  trade-mark. 

TRADE-MARKS  MUST  BE  TRUTHFUL 

A.  The  Newman  Akron  Cement  Company  manufactured  ce- 
ment from  stone  quarried  near  Akron,  Erie  County,  New  York. 
The  barrels  were  labeled  "Newman  Akron  Cement  Company, 
Manufactured  at  Akron,  New  York,"  and  the  product  was  gen- 
erally known  in  the  trade  as  Akron  cement.  The  quarries  from 
which  the  Newman  Akron  Cement  Company  secured  stone  were 
not  the  only  ones  in  the  vicinity  of  Akron.  Alvord  manufac- 
tured cement  from  stone  quarried  near  Syracuse,  New  York. 
This  product  was  labeled  "Alvord's  Onondaga  Akron  Cement 
or  Water  Lime,  Manufactured  at  Syracuse,  New  York."  The 
Newman  Akron  Cement  Company  brought  suit  against  Alvord, 
51  N.  Y.  189-193.  The  court  held  that  the  Newman  Akron 
Cement  Company  was  entitled  to  an  injunction  restraining  Alvord 
from  the  use  of  the  word  "Akron"  on  the  latter's  product. 

B.  The  Winsted  Hosiery  Company  sold  goods  under  the  label 

the  mark  is  used.  Such  assignment  must  be  by  an  instrument  in  writing  and  duly 
acknowledged  according  to  the  laws  of  the  country  or  state  in  which  the  same  is 
executed;  any  such  assignment  shall  be  void  as  against  any  subsequent  purchaser 
for  a  valuable  consideration,  without  notice,  unless  it  is  recorded  in  the  Patent 
Office  within  three  months  from  date  thereof.  The  commissioner  shall  keep  a 
record  of  such  assignments." 
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"Merino."  The  products  of  the  company  frequently  contained 
as  little  as  10%  wool,  the  other  90%  being  cotton.  The  Federal 
Trade  Commission  ordered  the  Winsted  Hosiery  Company  to 
desist  from  its  practice,  and  the  case  went  to  the  United  States 
Supreme  Court,  383  U.  S.  Sup.  Ct.,  October  term,  192 1,  decided 
April  24,  1922.  The  Winsted  Hosiery  Company  asserted  in  de- 
fense that  "merino"  as  a  trade  term  necessarily  did  not  mean  all 
wool  and  cited  the  fact  that  buyers  for  large  stores  no  longer  ac- 
cepted the  term  in  that  meaning  but  had  samples  tested  in  labora- 
tories to  determine  the  wool  content.  The  court  ruled,  however, 
that  under  the  circumstances,  the  use  of  the  word  "Merino"  by 
the  Winsted  Hosiery  Company  was  deceptive  and  tended  to  mis- 
lead the  public. 

UNFAIR  USE  OF  WORD  OR  SYMBOL  CONSTITUTING 
UNFAIR  COMPETITION 

The  C.  A.  Briggs  Company  sold  wafers  under  the  trade  name 
"Boston  Wafers."  The  National  Wafer  Company  used  the  same 
name  on  its  wafers.  When  suit  was  instituted  by  the  C.  A. 
Briggs  Company,  the  defendants  questioned  the  plaintiff's  right  to 
appropriate  the  words  "Boston  Wafers"  as  a  trade  name  on  the 
ground  that  they  were  both  geographical  and  descriptive  in  char- 
acter. In  this  case,  C.  A.  Briggs  Company  v.  National  Wafer 
Company,  215  Mass.  100,  102  N.  E.  87,  the  court  said  (p.  103): 

But  it  is  also  true  that  a  merely  descriptive  epithet  or  the  name  of  a 
person  or  of  a  place  may  become  so  associated  with  a  particular  kind  of 
goods,  or  with  the  specific  product  of  a  particular  manufacturer,  that 
the  mere  attaching  of  that  word  to  a  similar  product  without  more 
would  have  all  the  effect  of  a  falsehood;  and  in  such  a  case  while  the 
use  of  that  word  cannot  be  absolutely  prohibited,  it  may  be  restrained 
unless  accompanied  with  sufficient  explanations  or  precautions  to  pre- 
vent confusion  with  the  goods  of  the  original  manufacturer  or  vendor, 

« 

2.  "Private"  Brands1 

A.  Kenilworth  flour  was  a  private  brand  of  Hunter  &  Com- 
pany, a  wholesale  firm  in  Rochester,  New  York,  for  which  the 

1  See  also  Milburton  Brothers,  page  42;  Lincoln  Stores  Company,  page  59; 
Everman  Stores  Company,  page  65;  Clermont  Company,  page  127;  Warrion  Com- 
pany, page  137;  M.  Farnsworth  &  Company,  page  150;  Crescent  Grocery  Com- 
pany, page  157;  Wachusett  Wholesale  Hardware  Company,  page  466. 
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flour  was  manufactured  by  the  Sparrow  Flour  Mills  in  Minne- 
sota. This  flour  was  advertised  under  the  Kenilworth  trade-mark 
and  had  been  sold  widely  in  unit  stores  in  New  York  and  northern 
Pennsylvania  for  more  than  20  years.  It  was  similar  in  quality 
to  the  Robinhood  brand  of  flour,  manufactured  by  the  Robinhood 
Flour  Mills  in  the  same  district  in  Minnesota  in  which  the  Spar- 
row mills  were  located.  The  Robinhood  brand  was  advertised 
nationally.  Both  brands  of  flour  ordinarily  sold  at  the  same 
wholesale  price. 

Should  a  unit  store  proprietor,  who  carried  both  brands  in 
stock,  have  advised  his  customers  to  buy  Robinhood  flour  in 
preference  to  Kenilworth  flour  for  the  reason  that  the  former 
was  a  manufacturer's  brand? 

B.  The  Dolliver  Stove  Company  operated  a  medium-sized 
factory  for  the  manufacture  of  oil  stoves.  The  entire  output  of 
the  plant  was  sold  to  approximately  20  wholesalers  for  distribu- 
tion under  the  wholesalers'  private  brands.  There  were  minor 
variations  in  the  specifications  stipulated  by  the  wholesalers  with 
the  result  that  92  sizes  and  types  of  stoves  were  made  by  the 
Dolliver  Stove  Company.  Several  large  competitors  sold  their 
products  under  manufacturers'  brands,  each  producing  12  to  25 
types  and  sizes  of  stoves. 

The  Dolliver  Stove  Company  was  using  its  entire  capital  in 
production.  If  the  company  had  decided  to  change  its  brand 
policy  and  had  undertaken  to  establish  its  own  trade-mark,  it 
would  have  been  necessary  to  obtain  additional  capital  from  out- 
side sources  to  finance  its  advertising,  sales  force,  and  accounts 
receivable.  Prior  to  1923  the  company  had  not  advertised.  One 
of  the  executives  of  the  company  personally  obtained  the  con- 
tracts from  the  wholesalers  without  maintaining  a  sales  organiza- 
tion. The  invoices  of  the  company  were  paid  immediately  upon 
delivery  of  the  merchandise. 

Should  the  Dolliver  Stove  Company  have  continued  to  manu- 
facture stoves  for  sale  under  the  wholesalers'  brands? 

C.  The  Broadway  Department  Store,  in  New  York  City,  op- 
erated a  shoe  department  in  which  the  annual  sales  were  $850,000 
a  year.  As  a  matter  of  policy,  this  store  sold  only  shoes  that 
bore  its  own  name  or  that  were  unbranded.    It  placed  large 
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orders  with  manufacturers  who  advertised  their  own  trade-marks, 
but  the  Broadway  Department  Store  refused  to  have  the  manu- 
facturers1 trade-marks  on  the  shoes  that  it  purchased.  The  pur- 
chase prices  were  about  the  same  for  the  private  brand  shoes  as 
for  shoes  bearing  the  manufacturers'  trade-marks.  The  Broad- 
way Department  Store  also  bought  from  other  manufacturers 
who  made  only  retailers'  and  wholesalers'  private  brand  shoes. 
The  Broadway  Department  Store  sold  both  high-priced  and 
medium-priced  shoes.  It  sought  to  keep  abreast  of  style  changes. 
It  also  gave  constant  attention  to  the  development  of  new  lasts 
that  would  better  meet  the  needs  of  its  customers. 

Was  the  Broadway  Department  Store  warranted  in  adhering 
to  its  private  brand  policy? 


3.  Ostend  Pork  Products  Company 
use  of  a  blanket  trade-mark1 

The  Ostend  Pork  Products  Company  was  an  old  and  well- 
established  firm  with  intensive  distribution  in  a  group  of  eastern 
states.  The  company's  products  included  baked  and  roasted 
hams;  bacon;  sausages;  frankfurts;  shoulders;  fresh  pork  loins; 
lard;  and  a  shortening  made  of  cottonseed  oil  and  beef  stearin. 
The  company  also  purchased  eggs  and  butter  for  resale.  The  first 
grades  of  the  hams,  bacons,  sausages,  frankfurts,  shoulders,  and 
loins,  and  also  the  butter  and  eggs,  were  all  sold  under  the  com- 
pany's advertised  trade-mark,  "Carlisle."  Second  and  third  grades 
of  those  products  were  sold  under  a  variety  of  unadvertised 
trade-marks.  Neither  of  the  company's  two  types  of  lard  nor  its 
shortening,  all  of  which  were  first-grade  products,  ever  had  been 
sold  under  the  Carlisle  trade-mark;  the  lards  were  unbranded  and 
the  shortening  bore  the  trade-mark  "Exeter."  In  December, 
1926,  however,  the  executives  were  deliberating  as  to  whether 
to  place  the  Carlisle  trade-mark  on  any  or  all  of  those  items.2 

1  See  also  Winchester  Company,  page  103;  Chickamauga  Company,  page  570. 

2  Different  practices  as  to  the  use  of  trade-marks  were  followed  by  manufac- 
turers. In  1916  the  United  States  Rubber  Company  had  decided  to  adopt  a 
blanket  trade-mark  to  be  used  on  the  products  of  its  subsidiary  companies.  It  was 
stated  that  this  trade-mark  was  to  resemble  a  ribbon  composed  of  three  strips 
of  equal  width,  the  one  in  the  center  being  white  and  the  other  two  blue.  The 
seal  of  the  United  States  Rubber  Company  or  the  trade-mark  of  the  particular 
product  being  advertised  or  sold  was  to  be  superimposed  on  the  ribbon.    The  size 
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Most  of  the  company's  sales  were  made  by  salesmen  directly 
to  retailers;  the  company  made  some  sales  to  wholesalers,  chiefly 
for  resale  to  hotels  and  restaurants.  Each  salesman  solicited  or- 
ders for  the  company's  full  line. 

The  Carlisle  trade-mark  was  well  and  favorably  known  as  a 
sign  of  high  quality  in  the  territory  in  which  the  company  dis- 
tributed its  products.  The  goods  bearing  that  trade-mark  had 
been  advertised  for  many  years  in  newspapers,  street-car  posters, 
and  by  means  of  dealer  displays  prepared  by  the  manufacturer; 
the  trade-mark  also  appeared  prominently  on  the  cartons  and 
wrappers  used  for  the  merchandise.  In  addition  to  the  trade- 
mark, the  company's  name  also  appeared,  although  less  promi- 
nently, in  the  advertising,  and,  in  most  instances,  upon  the  wrap- 
pers and  cartons  used  for  all  grades  of  Ostend  merchandise.  The 
advertising  manager  was  of  the  opinion  that  the  Carlisle  trade- 
mark was  better  known  among  consumers  than  was  the  company's 
name.  The  Carlisle  brand  was  the  only  brand  that  the  company 
advertised;  the  chief  selling  point  stressed  in  the  advertising  was 
quality.  In  1925  the  advertising  expense  amounted  to  9.7  cents 
a  100  pounds  sold.  In  1924  the  expense  had  been  6.1  cents  a  100 
pounds  sold.  The  advertising  manager  stated  that  the  advertising 
expense  customarily  had  not  been  more  than  5  cents  a  100  pounds 
of  sales. 

It  was  the  opinion  of  the  executives  that  the  company's  future, 
in  competition  with  large  middle-western  packers,  depended  upon 
the  establishment  of  a  reputation  for  quality  and  service — that  the 

of  this  new  trade-mark  was  to  vary  according  to  the  product  on  which  it  was 
used.  The  trade-mark  would  appear,  in  so  far  as  possible,  on  the  goods  them- 
selves and  also  on  the  packages.  It  was  to  be  used,  furthermore,  in  some  way  in 
all  the  advertising  of  the  United  States  Rubber  Company. 

It  was  stated  that  the  United  States  Rubber  Company  at  that  time  had  about 
50  subsidiaries  which  manufactured  a  group  of  products,  each  using  a  variety  of 
well-established  trade-marks.  Over  1,000  separate  articles  were  manufactured,  in- 
cluding automobile  tires,  footwear,  gloves,  bicycle  tires,  bathing  caps,  and  many 
others.    Printers'  Ink,  March  30,  1916,  pp.  25-27. 

Armour  &  Company  developed  the  "Oval  Label"  as  a  blanket  trade-mark  for 
many  of  the  Armour  products.  Printers'  Ink,  January  23,  1913,  pp.  3-10;  Feb- 
ruary 27,  1913,  pp.  3-8. 

The  N.  K.  Fairbanks  Company,  on  the  other  hand,  which  manufactured  Snow 
White,  Fairco,  and  Boar's  Head  for  shortening,  Cottolene,  a  cooking  fat,  Covo,  a 
salad  oil,  Gold  Dust,  Fairy  toilet  soap,  Fairy  Flakes,  Pumrao  hand  soap,  Glycerine 
tar  soap,  Polly  Prim  scouring  soap,  Sunny  Monday,  Santa  Claus,  Clairette,  Dandy, 
Ark,  Mascot,  and  Chicago  Family  laundry  soaps,  had  avoided  the  use  of  a  blanket 
trade-mark  and  had  not  sought  to  identify  these  products  with  the  name  of  the 
company  manufacturing  them.    Printers'  Ink,  June  12,  1919,  pp.  17-18. 


SALES  PROMOTION  AND  ADVERTISING  493 

western  competition  could  not  be  met  successfully  on  a  basis  of 
price.  Meat  products  were  highly  competitive  and,  as  a  rule,  the 
prices  charged  by  all  packers  were  practically  the  same  for  corre- 
sponding  types  of  merchandise.  The  executives  of  the  Ostend 
Pork  Products  Company  had  concluded  that  this  close  price  com- 
petition might  be  avoided  if  the  company  sold  its  products  under  a 
trade-mark  widely  advertised  as  a  mark  of  superior  quality.  The 
company  consequently  sought  to  build  up  its  business  in  first- 
grade  merchandise  bearing  the  Carlisle  trade-mark.  The  salesmen 
continually  were  urged  to  push  the  Carlisle  brand  in  preference 
to  the  other  brands. 

In  the  interests  of  economical  production,  it  was  essential  for 
the  company  to  manufacture  some  second-grade  merchandise. 
The  proportion  of  second-grade  merchandise  that  inevitably  had 
to  be  produced  to  avoid  waste,  however,  was  far  less  than  the 
proportion  that  actually  was  sold.  For  instance,  20%  of  the 
company's  sales  of  ham  were  of  the  Carlisle  brand  and  80%  were 
of  second  grade,  whereas  it  was  estimated  that  a  desirable  division 
from  the  point  of  view  of  production  would  be  85%  Carlisle  hams 
and  15%  second-grade  hams.  The  company  wished  to  have  a 
complete  line  so  as  to  be  able  to  meet  all  its  customers'  require- 
ments of  pork  and  directly  related  products,  however,  and  there 
appeared  to  be  a  strong  consumer  demand  for  the  second-grade 
merchandise.  Notwithstanding  the  sales  emphasis  placed  on  the 
Carlisle  brand,  the  company's  sales  of  merchandise  bearing  that 
trade-mark  amounted  to  only  9%  of  total  sales  in  1925. 

In  an  effort  to  increase  sales  of  Carlisle  hams,  the  company 
at  one  time  had  removed  its  name  from  its  second  grade  of  hams 
and  had  applied  a  distinctive  trade-mark  to  that  grade.  The  sec- 
ond grade  was  of  good  quality  and  was  so  widely  known  that  the 
executives  were  of  the  opinion  that  it  had  interfered  with  sales  of 
the  first-grade,  Carlisle  hams.  After  the  company  removed  its 
name  from  the  second-grade  hams,  sales  of  Carlisle  hams  showed 
an  immediate  increase.  That  increase,  however,  was  much  more 
than  offset  by  the  simultaneous  decrease  in  sales  of  the  second- 
grade  product. 

The  company  manufactured  fancy,  kettle-rendered  leaf  lard 
and  so-called  "pure  lard,"  in  one  grade  only.  Leaf  lard  was  manu- 
factured solely  from  two  small  leaves  of  fat  found  in  the  hog, 
whereas  in  the  manufacture  of  pure  lard  a  wider  variety  of  fat 
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was  utilized.  The  leaf  lard  had  been  on  the  market  for  more 
than  60  years.  In  1926  it  still  was  being  sold  in  plain,  uncolored 
pails  of  the  type  originally  used.  The  company's  name  was  em- 
bossed on  the  pails,  but  the  product  bore  no  brand  name.  In  addi- 
tion to  being  sold  in  two-,  four-,  and  eight-pound  pails,  the  item 
also  was  sold  in  one-pound  cartons.  Sales  of  this  product  in  1925 
amounted  to  $187,000  and  represented  14.5%  of  the  company's 
total  sales  of  lard.  Sales  of  the  fancy  leaf  lard  had  been  decreas- 
ing for  a  period  of  years,  and  the  executives  anticipated  further 
decreases  inasmuch  as  the  pure  lard  was  a  high-grade  product  and 
satisfactory  for  all  purposes  for  which  the  more  expensive  leaf 
lard  could  be  used. 

Eighty-five  and  five-tenths  per  cent  of  the  company's  sales  of 
lard  were  of  the  pure  lard,  which  was  of  as  high  a  quality  as 
any  lard  of  that  type  on  the  market.  The  company's  name  ap- 
peared on  the  cartons  and  pails  in  which  this  lard  was  sold,  and 
this  item,  like  the  fancy  lard,  bore  no  brand  name.  Sales  of  pure 
lard  were  increasing  steadily. 

The  company's  shortening,  sold  under  the  Exeter  trade-mark, 
also  bore  the  company's  name.  The  demand  that  had  developed 
for  a  lard  substitute  less  expensive  than  lard  made  it  necessary 
for  the  company  to  manufacture  this  product  if  its  line  was  to  be 
complete.  The  item  ranked  with  other  high-grade  vegetable  short- 
enings on  the  market,  but  housewives  in  general  considered  it 
inferior  to  the  leaf  or  pure  lards  for  cooking  purposes.  Inasmuch 
as  the  cottonseed  oil  and  other  raw  materials  entering  into  the 
shortening  were  in  no  sense  by-products  of  the  company's  main 
operations  but  had  to  be  purchased  independently,  the  com- 
pany's gross  margin  on  the  product  usually  was  less  than  its 
gross  margins  on  the  lards.  At  times  the  shortening  was  sold 
at  no  profit  or  even  at  a  loss,  depending  in  part  upon  cottonseed 
prices,  which  varied  widely  with  changes  in  the  market  supply 
of  cottonseed,  and  in  part  upon  the  competitive  price  level  for 
the  product.  Competing  firms  which  concentrated  on  the  pro- 
duction of  items  made  from  cottonseed  oil  sometimes  were  able 
to  sell  at  lower  prices  than  were  warranted  by  the  company's 
production  costs.  The  company  had  deemed  it  necessary  to  fol- 
low the  general  competitive  price  level.  The  company  had 
made  no  effort  to  stimulate  sales  of  shortening. 

Ostend  lards  and  shortening  had  not  been  advertised  except 
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by  the  inclusion  in  the  packages  of  booklets  or  recipes  or  by  brief 
mention  in  the  advertisements  of  the  other  products.  The  two 
types  of  lards  and  the  shortening  all  were  sold  in  packages  of  the 
same  range  of  sizes.  The  company's  prices  to  retailers  in  De- 
cember, 1926,  were  18J4  cents  a  pound  for  the  leaf  lard;  i$M 
cents  a  pound  for  the  pure  lard;  and  12J4  cents  a  pound  for  the 
shortening.  The  differential  in  the  prices  of  the  two  lards  re- 
mained practically  constant,  but  the  differential  between  those 
prices  and  the  price  of  the  shortening  varied  with  the  frequent 
changes  in  the  price  of  the  shortening. 

The  executives  were  inclined  to  think  that  the  Carlisle  trade- 
mark should  be  applied  to  at  least  one  of  the  two  types  of  lard. 
If  the  company's  usual  policy  were  followed,  the  trade-mark 
would  be  applied  to  the  fancy  leaf  lard  rather  than  to  the  pure 
lard.  In  view  of  the  decreasing  popularity  of  the  fancy  lard,  how- 
ever, it  appeared  that  it  might  be  advisable  to  apply  the  trade- 
mark to  the  pure  lard,  or,  perhaps,  to  both  lards.  One  of  the 
chief  objections  to  placing  that  trade-mark  on  the  lards,  in  the 
executives'  opinion,  was  the  fact  that  those  items  had  come  to  be 
well  known  among  retailers  and  consumers  simply  as  Ostend 
products.  Although  the  executives  had  no  desire  to  promote 
sales  of  the  shortening  at  the  expense  of  the  lards,  they  were  of 
the  opinion  that  it  might  be  sound  policy  to  include  that  product 
under  the  Carlisle  trade-mark  also. 

To  what  products  should  the  Carlisle  trade-mark  have  been 
applied? 

4.  Sheridan  Chemicals  Company 

use  of  trade-marks 

The  Sheridan  Chemicals  Company  manufactured  a  complete 
line  of  industrial  chemicals  and  was  one  of  the  largest  chemical 
companies  in  New  England,  having  annual  sales  of  more  than 
$3,000,000.  In  the  company's  line  there  were  more  than  60 
items,  each  of  which  was  made  in  a  variety  of  strengths.  Among 
the  products  were:  acetic  acid;  ammonia  alum;  ammonia  anhy- 
drous; ammonia  aqua;  arsenate  of  soda;  battery  acid;  bisulphate 
of  soda;  brimstone;  calcium  chloride;  carbonizer;  chloride  of 
alumina;    chloride  of  zinc;    depilatory;    Glauber's   salt;    hypo- 
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chlorite  of  soda;  oil  of  vitriol;  muriatic  acid;  nitric  acid;  hydrate 
of  alumina;  sulphate  of  ammonia;  dyestuff  intermediates;  and 
sulphuric  acid.  The  base  product  was  sulphuric  acid.  With  the 
exception  of  the  hypochlorite  of  soda  and  an  acid-proof  paint 
that  the  company  manufactured,  none  of  the  products  were  sold 
under  distinctive  brand  names.  Late  in  1926,  however,  the 
executives  were  discussing  the  advisability  of  developing  a  brand 
name  or  brand  names  for  some  of  the  other  products. 

The  Sheridan  Chemicals  Company  sold  its  products  directly 
to  large  industrial  users  and  also  to  wholesalers  and  mill  supply 
firms.  Inasmuch  as  freight  charges  represented  a  substantial 
item  of  cost  in  the  delivered  product,  the  company  was  unable 
to  compete  in  areas  outside  of  New  England  with  companies  lo- 
cated in  those  areas  and,  hence,  confined  its  distribution  to  New 
England.  In  its  own  territory  the  company  had  several  impor- 
tant competitors  whose  products  were  in  general  equal  to  Sher- 
idan products.  Industrial  chemicals  were  highly  standardized, 
and  it  was  difficult  for  one  manufacturer  to  secure  an  advantage 
in  quality  over  another  manufacturer.  This  meant  that  price 
was  an  important  factor  in  selling.  It  was  common  for  large 
users  to  purchase  chemicals  under  yearly  contracts;  in  such  in- 
stances bids  were  asked  for  and  the  contracts  were  awarded  to 
the  firm  offering  the  lowest  prices. 

Some  of  the  most  important  markets  for  the  company's  prod- 
ucts were  among  textile  mills,  tanneries,  paper  mills,  artificial 
ice  and  refrigeration  plants,  dye  and  chemical  works,  and  steel 
and  wire  plants.  Not  all  the  chemicals,  of  course,  were  used  by 
the  same  types  of  customers.  The  chief  uses  of  some  of  the 
company's  principal  products,  for  instance,  were  as  follows:  Oil 
of  Vitriol  (sulphuric  acid) — acid  manufacture,  chemical  manu- 
facture, oil  refining,  pickling  iron  and  steel,  wool  carbonizing, 
rubber  recovery,  tanning,  dyeing,  dyestuffs  manufacture,  and 
explosives  manufacture.  Battery  acid  (sulphuric  acid) — used 
by  battery  service  stations  and  storage  battery  manufacturers. 
Nitric  acid — jewelry  manufacture,  metal  manufacture,  electro- 
plating, photo-engraving,  cotton  printing,  dyestuffs  and  inter- 
mediates manufacture,  and  explosives  manufacture.  Muriatic 
acid  (hydrochloric  acid) — sugar  refining,  gelatine  manufacture, 
wire  drawing,  pickling  iron  and  steel,  electroplating,  bleaching, 
dyeing,  soap  manufacture,  leather  manufacture,  dyestuffs  and 
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intermediates  manufacture,  and  for  cleaning  brick  construction. 
Ai  Hie  add— -dyeing,  silk  scrooping,  calico  printing,  tanning,  rub- 
ber manufacture,  jewelry  manufacture,  photo-engraving,  arti- 
ficial leather  manufacture,  varnishes  and  lacquers  manufacture, 
pharmaceuticals  manufacture,  and  manufacture  of  perfumes. 
Sulphate  of  alumina  (aluminum  sulphate) — paper  sizing,  water 
filtration,  treatment  of  sewage  and  industrial  wastes,  dyeing,  and 
tanning.  Hydrate  of  alumina  (aluminum  hydroxide) — prepara- 
tion of  pure  aluminum  salts,  manufacture  of  aluminum  metal, 
ceramic  industries,  and  dry  color  work.  Carbonizer  (aluminum 
chloride) — used  almost  exclusively  for  carbonizing  wool,  as  piece 
goods,  raw  stock,  or  shoddy.  Glauber's  salt  (sodium  sulphate) 
— dyeing.  Depilatory — wool  pulling.  Ammonia  anhydrous  (am- 
monia ) — medium  in  refrigerating  machines.  Sulphate  of  am- 
monia (ammonia  sulphate) — fireproofing  textiles  and  paper, 
manufacture  of  scouring  compounds,  and  as  a  fertilizer.  The 
containers  in  which  the  products  were  delivered  varied  from  bags 
and  barrels  to  carboys,  steel  drums,  tank  cars,  and  tank  trucks. 

The  company  occasionally  advertised  its  products  in  trade 
journals.  It  did  not  regard  such  advertising  as  particularly  ef- 
fective in  stimulating  sales,  however,  and  most  of  its  advertising 
was  done  directly  by  mail.  The  advertising  program  was  flex- 
ible, but  in  general  the  company  undertook  to  send  out  each 
month  one  piece  of  direct-mail  advertising  for  some  one  product. 
This  advertising  matter  was  sent  to  all  actual  and  potential  cus- 
tomers for  the  product  in  the  territory.  In  view  of  the  close 
price  competition  on  its  products,  the  company  stressed  their 
reliability  and  the  service  it  was  prepared  to  render.  The  com- 
pany was  able  to  give  prompt  delivery,  for  instance.  It  also 
maintained  a  staff  of  expert  chemists  who  would  consult  with 
and  advise  any  customer  as  to  his  problems  in  the  use  of  chem- 
icals. Similar  services,  however,  also  were  rendered  by  the 
company's  competitors. 

In  all  its  advertising,  and  also  upon  the  containers  used  for 
its  products,  the  company  displayed  its  name  and  address  prom- 
inently, printed  in  ordinary  type.  In  1926  the  company  had 
adopted  a  registered  trade-mark,  and  that  mark  thereafter  also 
was  used  in  the  advertising  and  upon  the  containers.  The  trade- 
mark consisted  of  a  colored  oval  in  the  center  of  which  there  v 
an  appropriate  design.    Xo  name  was  incorporated  in  the  trad-- 
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chlorite  of  soda;  oil  of  vitriol;  muriatic  acid;  nitric  acid;  hydrate 
of  alumina;  sulphate  of  ammonia;  dyestuff  intermediates;  and 
sulphuric  acid.  The  base  product  was  sulphuric  acid.  With  the 
exception  of  the  hypochlorite  of  soda  and  an  acid-proof  paint 
that  the  company  manufactured,  none  of  the  products  were  sold 
under  distinctive  brand  names.  Late  in  1926,  however,  the 
executives  were  discussing  the  advisability  of  developing  a  brand 
name  or  brand  names  for  some  of  the  other  products. 

The  Sheridan  Chemicals  Company  sold  its  products  directly 
to  large  industrial  users  and  also  to  wholesalers  and  mill  supply 
firms.  Inasmuch  as  freight  charges  represented  a  substantial 
item  of  cost  in  the  delivered  product,  the  company  was  unable 
to  compete  in  areas  outside  of  New  England  with  companies  lo- 
cated in  those  areas  and,  hence,  confined  its  distribution  to  New 
England.  In  its  own  territory  the  company  had  several  impor- 
tant competitors  whose  products  were  in  general  equal  to  Sher- 
idan products.  Industrial  chemicals  were  highly  standardized, 
and  it  was  difficult  for  one  manufacturer  to  secure  an  advantage 
in  quality  over  another  manufacturer.  This  meant  that  price 
was  an  important  factor  in  selling.  It  was  common  for  large 
users  to  purchase  chemicals  under  yearly  contracts;  in  such  in- 
stances bids  were  asked  for  and  the  contracts  were  awarded  to 
the  firm  offering  the  lowest  prices. 

Some  of  the  most  important  markets  for  the  company's  prod- 
ucts were  among  textile  mills,  tanneries,  paper  mills,  artificial 
ice  and  refrigeration  plants,  dye  and  chemical  works,  and  steel 
and  wire  plants.  Not  all  the  chemicals,  of  course,  were  used  by 
the  same  types  of  customers.  The  chief  uses  of  some  of  the 
company's  principal  products,  for  instance,  were  as  follows:  Oil 
of  Vitriol  (sulphuric  acid) — acid  manufacture,  chemical  manu- 
facture, oil  refining,  pickling  iron  and  steel,  wool  carbonizing, 
rubber  recovery,  tanning,  dyeing,  dyestuffs  manufacture,  and 
explosives  manufacture.  Battery  acid  (sulphuric  acid) — used 
by  battery  service  stations  and  storage  battery  manufacturers. 
Nitric  acid — jewelry  manufacture,  metal  manufacture,  electro- 
plating, photo-engraving,  cotton  printing,  dyestuffs  and  inter- 
mediates manufacture,  and  explosives  manufacture.  Muriatic 
acid  (hydrochloric  acid) — sugar  refining,  gelatine  manufacture, 
wire  drawing,  pickling  iron  and  steel,  electroplating,  bleaching, 
dyeing,  soap  manufacture,  leather  manufacture,  dyestuffs  and 
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intermediates  manufacture,  and  for  cleaning  brick  construction. 
Acetic  acid — dyeing,  silk  scrooping,  calico  printing,  tanning,  rub- 
ber manufacture,  jewelry  manufacture,  photo-engraving,  arti- 
ficial leather  manufacture,  varnishes  and  lacquers  manufacture, 
pharmaceuticals  manufacture,  and  manufacture  of  perfumes. 
Sulphate  of  alumina  (aluminum  sulphate) — paper  sizing,  water 
filtration,  treatment  of  sewage  and  industrial  wastes,  dyeing,  and 
tanning.  Hydrate  of  alumina  (aluminum  hydroxide) — prepara- 
tion of  pure  aluminum  salts,  manufacture  of  aluminum  metal, 
ceramic  industries,  and  dry  color  work.  Carbonizer  (aluminum 
chloride) — used  almost  exclusively  for  carbonizing  wool,  as  piece 
goods,  raw  stock,  or  shoddy.  Glauber1  s  salt  (sodium  sulphate) 
— dyeing.  Depilatory — wool  pulling.  Ammonia  anhydrous  (am- 
monia)— medium  in  refrigerating  machines.  Sulphate  of  am- 
monia (ammonia  sulphate) — fireproofing  textiles  and  paper, 
manufacture  of  scouring  compounds,  and  as  a  fertilizer.  The 
containers  in  which  the  products  were  delivered  varied  from  bags 
and  barrels  to  carboys,  steel  drums,  tank  cars,  and  tank  trucks. 

The  company  occasionally  advertised  its  products  in  trade 
journals.  It  did  not  regard  such  advertising  as  particularly  ef- 
fective in  stimulating  sales,  however,  and  most  of  its  advertising 
was  done  directly  by  mail.  The  advertising  program  was  flex- 
ible, but  in  general  the  company  undertook  to  send  out  each 
month  one  piece  of  direct-mail  advertising  for  some  one  product. 
This  advertising  matter  was  sent  to  all  actual  and  potential  cus- 
tomers for  the  product  in  the  territory.  In  view  of  the  close 
price  competition  on  its  products,  the  company  stressed  their 
reliability  and  the  service  it  was  prepared  to  render.  The  com- 
pany was  able  to  give  prompt  delivery,  for  instance.  It  also 
maintained  a  staff  of  expert  chemists  who  would  consult  with 
and  advise  any  customer  as  to  his  problems  in  the  use  of  chem- 
icals. Similar  services,  however,  also  were  rendered  by  the 
company's  competitors. 

In  all  its  advertising,  and  also  upon  the  containers  used  for 
its  products,  the  company  displayed  its  name  and  address  prom- 
inently, printed  in  ordinary  type.  In  1926  the  company  had 
adopted  a  registered  trade-mark,  and  that  mark  thereafter  also 
was  used  in  the  advertising  and  upon  the  containers.  The  trade- 
mark consisted  of  a  colored  oval  in  the  center  of  which  there  was 
:m  appropriate  design.    No  name  was  incorporated  in  the  trade- 
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mark,  and  the  mark  could  not  be  used  by  customers  in  calling 
for  Sheridan  products. 

In  1923  the  company  had  begun  to  manufacture  a  hypochlorite 
of  soda  solution.  This  solution  the  company  sold  under  the 
name  "Tobol."  Tobol  was  essentially  no  different  from  other 
hypochlorite  of  soda  solutions  on  the  market  except  that  it  was 
stated  to  be  more  stable  than  the  ordinary  industrial  solution, 
losing  its  chlorine  content  less  rapidly.  The  executives  of  the 
company  were  of  the  opinion  that  it  was  advantageous  to  market 
this  product  under  an  advertised  brand  name  because  the  brand 
name  tended  to  distinguish  the  company's  product  from  compet- 
ing products. 

Tobol  was  originally  developed  as  a  bleaching  agent  and  as 
such  it  was  used  by  power  laundries,  textile  mills,  paper  mills, 
and  in  the  household.  Later  the  company  undertook  to  secure 
recognition  for  Tobol  as  a  deodorant  and  disinfectant.  In  those 
capacities,  Tobol  was  used  by  tanneries,  fish  plants,  railroads, 
dairies,  hospitals,  and  so  forth.  The  company  in  its  advertising 
usually  referred  to  this  product  as  "Tobol  Bleach"  or  "Tobol 
Disinfectant,"  rather  than  simply  as  "Tobol,"  and  followed  the 
name  with  the  slogan  "A  Sheridan  product." 

The  only  other  product  which  the  company  sold  under  a  dis- 
tinctive brand  name  was  a  paint  which  was  resistant  to  the 
action  of  acids  and  which  had  been  developed  primarily  for  use 
in  the  company's  own  plants;  the  company  made  no  effort  to 
stimulate  sale  of  the  paint,  which  was  called  "Tobax."  The 
name  "Sheridan,"  however,  usually  was  used  directly  in  connec- 
tion with  the  company's  battery  acid,  its  carbonizer,  and  its 
depilatory;  that  is,  those  items  were  listed  as  "Sheridan  Battery 
Acid,"  "Sheridan  Carbonizer,"  and  "Sheridan  Depilatory,"  re- 
spectively. 

One  of  the  company's  competitors  recently  had  placed  on  the 
market  a  product  designed  to  be  used  as  a  substitute  for  acetic 
acid  by  textile  mills  in  connection  with  the  dyeing  processes. 
This  product,  which  was  cheaper  than  acetic  acid,  had  been  given 
a  distinctive  name  by  the  manufacturer.  The  product  itself 
could  not  be  patented,  and  the  Sheridan  Chemicals  Company 
also  had  begun  to  manufacture  it.  The  executives  were  uncer- 
tain whether  to  follow,  the  competitor's  example  and  give  the  prod- 
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net  a  brand  name  or  to  sell  it  under  its  customary  commercial 
name. 

In  another  instance,  a  large  company  manufacturing  aluminum 
had  begun  to  market  a  substitute  for  alum  under  a  distinctive 
name.  The  Sheridan  Chemicals  Company  also  sold  this  product, 
which  was  used  chiefly  by  filter  plants.  The  advertising  man- 
ager of  the  Sheridan  Chemicals  Company  stated  that,  in  his 
opinion,  the  use  of  the  brand  name  had  not  proved  of  any  spe- 
cial advantage  to  the  aluminum  company.  The  market  for  the 
product  was  strictly  limited,  and  price  was  an  important  con- 
sideration in  its  purchase. 

The  executives  of  the  Sheridan  Chemicals  Company  were  con- 
vinced that  for  certain  of  the  products  the  use  of  a  distinctive 
name  clearly  was  inadvisable.  One  such  product  was  sulphuric 
acid,  which  was  so  highly  standardized  that  it  practically  was 
impossible  for  one  manufacturer  to  offer  a  product  in  any  essen- 
tial way  different  from  any  other  sulphuric  acid  on  the  market. 
One  of  the  executives  stated  that  any  attempt  to  market  sul- 
phuric acid  under  another  name  would  be  regarded  as  a  joke  in 
the  trade.  Muriatic  acid  and  nitric  acid,  in  the  company's  opin- 
ion, were  similar  to  sulphuric  acid  in  this  respect. 

The  executives,  however,  desired  in  so  far  as  possible  to  raise 
Sheridan  products  out  of  the  group  of  competing  products  and 
thought  that  one  means  of  doing  this  might  be  the  use  of  adver- 
tised brand  names.  No  decision  had  been  reached  as  to  which 
products,  if  any,  should  be  given  distinctive  names  or  as  to 
whether  a  different  name  should  be  used  for  each  product  or  a 
new  blanket  trade-mark  for  all  the  products.  The  advertising 
manager  stated  that,  in  general,  competitors  did  not  brand  their 
products.  He  was  inclined  to  think  that  it  would  be  inadvis- 
able to  use  trade  names  which  would  disguise  the  nature  of  the 
products. 

5.  Beech-Nut  Packing  Company  v. 
P.  Lorillard  Company1 

In  June,  191 5,  the  Beech-Nut  Packing  Company,  which  manu- 
factured a  wide  variety  of  food  products,  requested  the  P.  Loril- 
lard Company,  a  manufacturer  of  tobacco  products,  to  discon- 

1  299  Fed.  834. 
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tinue  such  use  as  it  was  making  of  the  name  Beech-Nut  in  con- 
nection with  its  merchandise.  The  P.  Lorillard  Company  refused 
to  comply  with  this  request. 

The  Beech-Nut  Packing  Company  took  no  further  action  in 
the  matter  until  19 19,  when  it  learned  that  the  P.  Lorillard 
Company  planned  to  market  Beech-Nut  cigarettes.  On  June  25, 
1 9 19,  the  Beech-Nut  Packing  Company  filed  in  the  United  States 
Patent  Office  an  application  for  registration  of  Beech -Nut  as  a 
trade-mark  for  cigarettes.  The  P.  Lorillard  Company  filed  an 
opposition  to  this  registration.  The  opposition  was  sustained  and 
the  registration  refused  on  the  ground  that  the  applicant  had  no 
business  in  cigarettes  upon  which  the  registration  requested  could 
be  based.  The  decision  of  the  office  of  the  Commissioner  of  Pat- 
ents, delivered  on  January  18,  1922,  read  in  part  as  follows: 

Fenning,  Assistant  Commissioner: 

This  is  an  appeal  from  the  decision  of  the  Examiner  of  Interferences 
sustaining  an  opposition  filed  against  the  application  for  registration 
of  "Beech-Nut"  for  cigarettes  filed  by  the  Beech-Nut  Packing  Company 
on  June  25,  1919. 

Under  Section  7  of  the  trade-mark  statute  we  are  required  to 
determine  the  question  of  the  right  of  registration  to  the  trade-mark. 
We  are  thus  met  in  the  beginning  of  the  case  with  the  question  of 
whether  applicant  has  such  ownership  in  the  mark  as  entitles  it  to 
registration.  It  is  admitted  that  applicant  has  never  manufactured 
cigarettes  or  other  tobacco  products.  It  is  admitted  that  the  only 
cigarettes  or  tobacco  products  in  which  applicant  has  dealt  are  2,060 
cigarettes  which  it  purchased  from  the  American  Tobacco  Company  on 
an  invoice  dated  July  12,  1919.  These  cigarettes  were  shipped  by  the 
American  Tobacco  Company  in  three  lots — one  to  an  officer  of  the 
company  in  New  York  City,  another  to  a  member  of  the  firm  of  appli- 
cant's attorneys,  of  record  here,  at  Chicago,  and  the  third  to  the  New 
Jersey  Tobacco  Company,  Jersey  City,  New  Jersey.  The  goods  shipped 
to  the  New  Jersey  Tobacco  Company  had  not  been  ordered,  were  not 
accepted,  but  were  returned.  There  is  no  evidence  that  any  of  the  Beech- 
Nut  cigarettes  were  ordered  by  the  parties  to  whom  they  were  shipped, 
nor  is  there  any  evidence  that  they  were  bought  or  paid  for.  It  is 
admitted  that  aside  from  this  single  transaction  applicant  has  never 
been  in  the  tobacco  or  cigarette  business.  I  am  unable  to  see  that  this 
state  of  affairs  is  distinguishable  from  that  condemned  as  not  being 
sufficient  to  support  a  trade-mark  registration  in  Phillips  v.  Hudnut, 
(1920,  C.  D.  164;  263  Fed.  Rep.  643;  273  O.  G.  629;  49  App.  D.  C. 
247). 

Applicant  claims  that  having  made  this  sale  of  cigarettes  it  discon- 
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tinued  the  business  for  the  time  being,  awaiting  the  outcome  of  the 
present  application  for  trade-mark  registration  which  it  was  prepared 
to  make. 


Applicant  seems  to  argue  that  inasmuch  as  it  was  employing  a  trade- 
mark on  one  class  of  goods  it  was  free  at  any  time  to  employ  that 
mark  on  another  class  of  goods,  and 
that  in  order  to  obtain  registration 
in  the  second  class  of  goods  it  was 
not  necessary  to  carry  on  a  business 
as  to  the  second  class  of  goods.  This 
argument  is  not  supported  by  any 
cases  that  I  can  find  and  does  not 
seem  sound.  A  trade-mark  right 
grows  only  from'  use  in  a  business, 
and  the  use  of  the  mark  in  one  busi- 
ness does  not  afford  sufficient  founda- 
tion for  a  registration  of  the  mark 
for  another  business.  Moreover,  ap- 
plicant did  not  apply  to  its  cigarettes 
a  label  like  that  used  on  all  its  other 
goods. 

In  the  argument  and  in  the  briefs 
many  other  interesting  questions  are 
urged;  but  since  applicant  has  no 
business  on  which  to  base  its  registra- 
tion the  Patent  Office  has  no  jurisdic- 
tion of  its  case 

The  decision  of  the  Examiner  of 
Interferences  is  affirmed,  the  notice 
of  opposition  is  sustained,  and  regi- 
stration refused.1 
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factor)  Ho.  6,  first  Distrlot,  Statu  of  Ohio. 

NOTICE.-— The  manufacturer  of  this  Tobacco 
has  complied  with  ail  the  requirements  of  Law. 
Every  person  is  captioned  under  the  penalties  of 
the  law.  not  to  use  this  package  for  Tobacco  again. 


Exhibit  1:  Label  used  by   company 
whose  business  the  P.  Lorillard  Com- 
In    May,    192 1,   before   this   de-  pany  later  acquired. 

cision  was  delivered,  the  Beech- 
Nut  Packing  Company  had  brought  suit  against  the  P.  Loril- 
lard Company  in  the  United  States  District  Court  of  New  Jersey 
to  obtain  an  injunction  restraining  the  plaintiff  from  further  use  of 
the  trade-mark  "Beech-Nut."  The  court  dismissed  the  bill  of  the 
plaintiff.  The  court's  opinion,  which  was  handed  down  on  May  7, 
1924,  follows: 

Lynch,  District  Judge.  The  plaintiff,  a  New  York  corporation 
engaged  in  the  manufacturing  and  selling  of  food  products,  complains 
that  the  defendant,  a  New  Jersey  corporation  engaged  in  the  manufac- 

1  P.  Lorillard  Company  v.  Beech-Nut  Packing  Company,  297  Official  Gazette 
of  the  United  States  Patent  Office,  p.  799. 
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turing  and  selling  of  tobacco,  has  damaged  the  plaintiff's  reputation 
and  good-will  by  wilfully  and  fraudulently  adopting  the  plaintiff's  trade- 
mark "Beech-Nut"  as  a  label  for  tobacco  products,  for  and  on  account 
of  which  the  plaintiff  prays  an  accounting  for  past  damages  and  an 
injunction  enjoining  the  defendant  from  further  use  thereof.  The  de- 
fendant, admitting  the  use  complained  of  on  certain  brands  of  chew- 
ing tobacco  and  cigarettes,  asserts  a  legal  right  thereto  and  prays  a  dis- 
missal of  plaintiff's  bill.  The  word  "Beechnut"  or  "Beech-Nut"  was 
years  ago  adopted  as  a  label  by  the  predecessors  in  business  of  both 
parties  to  this  action.    A  brief  history  thereof  is  advisable. 

About  1897  the  Harry  Weissinger  Tobacco  Company,  a  Kentucky  con- 
cern, adopted  it  for  a  combination  smoking  and  chewing  tobacco,  which 
was  put  up  and  sold  in  small  packages.  The  tobacco  was  described  as 
being  of  "superior  quality  Havana  cuttings,"  and  was  what  is  known  as 
a  scrap  tobacco.  Herewith  is  a  copy  of  the  label  adopted  and  used  by 
Weissinger  (Exhibit  1,  page  501). 

It  will  be  noted  that  the  word  "Beechnut"  is  spelled  without  a 
hyphen;  that  the  form  of  the  label,  in  which  not  only  the  word 
"Beechnut"  appears,  but  a 
description  of  the  contents 
and  the  name  of  the  manu- 
facturer as  well,  is  square, 
and  that  immediately  un- 
derneath the  word  "Beech- 
nut" is  the  print  of  a 
squirrel.  The  tobacco  so 
labeled  was  sold  on  the  mar- 
ket in  Kentucky  and  ad- 
joining states  for  a  number 
of  years  subsequent  to 
1897.  The  right  to  make 
and  sell  it  passed  by  assign- 
ments, stock  transfers,  and 
otherwise  from  the  Weissin- 
ger Tobacco  Company  first 
to  the  Continental  Tobacco  Company,  next  to  the  Luhrmann  &  Wilbern 
Tobacco  Company,  of  Middletown,  Ohio,  and  finally  to  the  American 
Tobacco  Company,  where  it  resided  when  the  latter  company  was  dis- 
solved by  the  United  States  Supreme  Court  during  the  year  191 1.  From 
1897  to  191 1  the  tobacco  continued  to  be  manufactured,  sold,  and  dealt 
in  by  these  various  companies.  For  some  years  prior  to  191 1,  however, 
the  demand  for  it  was  gradually  lessening;  the  output  reaching  a  very 
low  ebb  in  191 1. 

The  decree  dissolving  the  American  Tobacco  Company  apportioned 
to  the  P.  Lorillard  Company,  the  defendant,  a  large  number  of  tobacco 
trade-marks  and  brands  including  the  word  "Beechnut."  At  that  time 
the  sale  of  "Beechnut"  tobacco  was  practically  nil.    Up  to  that  time, 


Exhibit  2:   Label  used  by  the  Beech- 
Nut  Packing  Company. 
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however,  at  least,  the  word  had  been  continuously  used  as  a  trade- 
mark for  smoking  and  chewing  tobacco  in  substantially,  if  not  pre- 
cisely, the  original  form  adopted  by  the  Weissingcr  Company  back  in 
1897,  although,  as  we  have  indicated,  the  sales  had  almost  completely 
fallen  off.  And  up  to  this  time  (1911)  the  right  to  use  the  word  "Beech- 
nut" as  a  trade-mark  in  connection  with  smoking  and  chewing  tobacco 
does  not  seem  to  have  been  assailed,  certainly  not  by  the  plaintiff  in 
this  suit  or  by  its  predecessor  in  business.  That  predecessor  was  the 
Imperial  Packing  Company,  which  in  1892  adopted  the  word  "Beech- 
Nut"  (spelled  with  a  hyphen)  as  its  labels  for  a  few  food  products,  such 
as  bacon  and  ham,  which  it  then  manufactured  and  sold.  In  about  1899 
the  Beech-Nut  Packing  Company  was  formed,  succeeding  the  Imperial 
Packing  Company.  Thereafter  the  food  product  business  of  the  plain- 
tiff, growing  rapidly,  was  extended  to  a  variety  of  products,  all  relating 
to  food,  such  as  peanut  butter,  baked  beans,  chili  sauce,  tomato  catsup, 
jams,  jellies,  vinegar,  olive  oil,  ginger  ale,  mints,  chewing  gum,  etc.,  in 
addition  to  ham  and  bacon,  all  of  which  were  labeled  "Beech-Nut"  and 
sold  as  the  product  of  the  Beech-Nut  Packing  Company.  An  illustra- 
tion of  the  plaintiff's  label  is  shown  in  Exhibit  2. 

It  will  be  observed  that  this  label  is  oval-shaped;  that  within  the 
oval  are  three  pictures  of  beechnuts,  one  in  the  center  and  one  on  each 
side  of  the  oval.  Printed  across  the  top  will  be  found  the  words 
"Beech-Nut  Brand"  and  across  the  bottom  the  name  of  the  particular 
article  which  is  contained  in  the  package.  From  the  smallest  kind  of  a 
beginning  in  1891  or  1892  the  Imperial  Packing  Company  and  its  suc- 
cessor, the  plaintiff,  built  up  a  business  which  in  the  year  19 19  approx- 
imated receipts  of  $12,000,000. 

The  Lorillard  Company  had  been  in  the  tobacco  business  for  many, 
many  years  prior  to  1892,  utilizing  a  great  variety  of  trade-marks  and 
labels  in  the  huge  tobacco  trade  which  it  had  succeeded  in  establishing. 
The  name  of  brand  or  trade-mark  "Beechnut"  coming  to  it  in  191 1 
was  not  at  once  utilized  in  the  original  Weissinger  form  or  otherwise. 
Nor  were  any  of  the  1,000  or  more  other  trade-marks  listed  on  type- 
written sheets  which  the  defendant  company  acquired  at  the  apportion- 
ment which  we  have  already  referred  to.  The  lists  containing  all  these 
names  or  brands  were  put  aside  for  future  reference. 

In  191 1  the  defendant  was  manufacturing  and  distributing  such  well- 
known  cigarettes  as  "Murad,"  "Mogul,"  "Egyptian  Deities,"  "Helmar," 
"Egyptian  Trophies,"  and  the  well-known  tobaccos  "Climax"  and 
"Sensation,"  besides  a  large  number  of  other  well-known  brands.  One 
of  these  other  brands  was  known  as  "Honest."  There  is  testimony  on 
behalf  of  the  defendant  company  that  the  sales  of  this  "Honest" 
tobacco  had,  for  a  long  time,  been  falling  off.  We  think  it  is  common 
knowledge  that  tobacco  brands  come  and  go.  But,  be  that  as  it  may, 
the  defendant  in  or  about  the  fall  of  19 14  conceived  the  idea  of 
putting  upon  the  market  a  new  scrap  chewing  tobacco,  a  new  brand. 
The  formula  therefor  was  worked  out,  the  blend  was  perfected,  and  a 
name  was  considered.     The  defendant  quite  naturally  consulted  its 
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lists  of  names  or  trade-marks  which  a  few  years  prior  thereto  had  come 
to  it  from  the  dissolved  American  Tobacco  Company.  Names  on  that 
list  which  had  theretofore  been  identified  with  scrap  tobacco  were,  of 
course,  first  considered.  There  were  but  eight  or  nine  of  such  names, 
among  which  were  "Bag  Pipe,"  "Panhandle,"  "Natural  Leaf,"  and 
"Scrap  Iron."  It  was  discovered  that  most  of  these  "scrap"  names  were 
at  the  time  being  used  as  names  for  tobaccos  then  on  the  market,  which 

fact  limited  the  selection  to  two 
or  three  names.  Among  the  two 
or  three  available  was  "Beechnut." 
So  "Beechnut"  was  selected  and 
adopted.  This  new  scrap  tobacco, 
which  was  designed  for  chewing 
only,  was  not,  however,  put  out  in 
the  old  Weissinger  "Beechnut" 
wrapper.  That  old  wrapper  de- 
scribed "Beechnut"  as  a  chewing 
and  smoking  tobacco.  It  had  not 
been  manufactured  for  two  or 
three  years,  and  there  does  not 
seem  to  be  anything  in  the  case  to 
justify  the  conclusion  that  it  had 
been  sold  during  that  period  of 
time.  It  had  just  about  died  out, 
as  tobacco  brands  often  do.  And 
as  the  new  "Beech-Nut"  tobacco 
was  of  a  different  character,  it  was 
decided  by  the  defendant  company 
to  change  that  old  wrapper  to  one 
more  in  accord  with  the  facts  and 
the  times.  The  wrapper  decided 
upon  is  reproduced  on  this  page 
(Exhibit  3). 
It  will  be  observed  that,  instead 
of  a  square  label  covering  almost  the  entire  package,  the  changed  wrap- 
per has  what  has  been  termed  a  sunburst  or  radiating  effect,  in  the 
center  of  which  is  an  oval  in  shape  somewhat  similar  to  the  oval  of 
the  plaintiff.  Across  the  top  of  the  oval,  inside,  the  word  "Beech-Nut" 
with  a  hyphen  was  placed.  Underneath  the  word  "Beech-Nut"  the 
defendant  placed  the  outline  of  a  beechnut  upside  down.  Other  words 
placed  by  the  defendant  on  its  label  were  "Chewing,"  "Tobacco,"  "Full 
Weight,"  "Extra  Picked,"  and  across  the  top  was  printed  "Lorillard's." 
The  red  band  oval  of  the  plaintiff  was  not  adopted.  Instead  the  defend- 
ant adopted  an  oval  which  was  quite  similar  to  ovals  which  were  com- 
mon at  the  time. 

This  new  "Beech-Nut"  scrap  tobacco,  introduced  in   191 5,  within 
a  few  years  was  developed  into  a  business  of  unbelievable  proportions. 


Exhibit  3:    One  side  of  a  wrapper  used 
by  the  P.  Lorillard  Company  for  chew- 
ing tobacco. 
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Selling  to  the  trade  at  less  than  the  retail  price  of  10  cents  per  package, 
its  sales  in  191 9  amounted  to  $14,000,000  per  year  to  the  manufacturer, 
approximately  $2,000,000  over  and  above  the  receipts  of  the  plaintiff 
for  its  entire  output.  Many  persons  inquired  concerning  it.  Some  of 
them  wrote  to  the  plaintiff,  the  Beech-Nut  Packing  Company,  regarding 
it,  and  the  plaintiff  for  a  time  turned  these  letters  over  to  the  defendant 
for  attention.  Then  there  developed  some  correspondence  between  the 
parties  regarding  the  use  by  the  defendant  of  this  revised  or  revamped 
"Beech-Nut"  label.  This  correspondence,  which  contains  a  history  of 
the  case  and  the  attitude  of  the  parties,  is  important  enough  to  be  set 
out  herein.     It  follows: 


Beech-Nut  Packing  Company 

Canajoharie,  N.  Y.,  June  11,  191 5 

Lorillard  Company,  Middletown,  Ohio. — Dear  Sirs:  We  adopted 
many  years  ago  as  our  trade  name  the  word  "Beech-Nut,"  arbi- 
trarily selected  by  us  as  the  mark  or  name  for  our  manufacturing 
output  of  food  material.  We  also  associated  with  such  trade  name 
" Beech-Nut,"  and  as  a  part  of  the  trade-mark,  an  oblong  or  oval 
frame  or  border  of  a  red  color  surrounding  and  inclosing  a  white 
oblong  space  with  a  picture  or  representation  of  a  beechnut  cen- 
tered therein. 

We  have  built  up  during  the  last  quarter  of  a  century  a  vast 
trade  in  our  products  and  always  with  our  trade  name  or  trade- 
mark associated  therewith.  We  have  expended  a  very  large  sum 
of  money  in  so  doing,  and  the  word  or  name  "Beech-Nut"  and 
our  trade-mark  has  become  of  vast  value  to  us,  not  only  for  these 
reasons,  but  for  the  reason  of  a  high  quality  and  perfection  of  the 
various  products  manufactured  by  us  to  which  this  name  and  mark 
has  been  applied. 

So  completely  has  this  name  and  mark  been  attached  to  and 
associated  with  our  goods  during  all  of  these  years  that  the  pur- 
chasing public  has  come  to  recognize  this  name  and  mark  as  our 
property  as  to  origin,  and  to  purchase  the  manufacture  and  output 
to  which  this  name  and  mark  is  applied,  without  any  further 
identification  as  to  the  origin  of  the  word  or  name  itself,  believing 
that  wherever  they  see  our  name  and  mark  applied  that  we  are  the 
manufacturers  of  the  product  and  purchase  accordingly. 

We  have  from  time  to  time  added  to  the  variety  of  our  manu- 
facturing commodities  to  which  this  name  or  mark  has  always 
been  applied,  as,  for  example,  a  chewing-gum  product  of  somewhat 
recent  production  upon  our  part.  While  we  have  never  as  yet 
manufactured  tobacco,  the  taking  on  of  such  manufacture  in  the 
future  is  by  no  means  impossible  or  improbable.  You  will  also 
see  that  the  name  or  word  "Beech-Nut"  is  a  part  of  our  corporate 
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name.    We  have  been  thus  particular  to  state  this  matter  to  you 
by  reason  of  the  acts  upon  your  part  which  now  follow. 

We  have  been  shown  a  lined  bag,  evidently  employed  for  pack- 
ing "Beech-Nut  Scrap  Tobacco,"  apparently  manufactured  by  one 
of  your  factories  at  Middletown,  Ohio.  A  prominent  feature  upon 
the  bag  is  our  trade  name  "Beech-Nut,"  including  the  oval  band 
and  our  characteristic  burrs  and  nuts.  It  is  difficult  to  believe 
that  the  presence  of  our  trade  name  "Beech-Nut"  and  mark  upon 
the  bag  will  not  deceive  the  purchasing  public  in  the  belief  that 
the  contents  of  the  bag  are  of  our  manufacture,  and  to  us  there 
is  no  other  explanation  to  be  given  to  the  presence  of  our  trade 
name  "Beech-Nut"  and  mark  upon  the  bag,  except  the  intention 
on  your  part  that  the  public  shall  be  so  deceived,  and  you  will  sell 
your  tobacco  by  reason  of  the  presence  thereon  of  our  name  and 
mark.  In  other  words,  these  acts  strongly  indicate  to  us  intentional 
unfair  trading. 

We  have  decided  in  the  first  instance  to  write  you  fully  as  to 
this  matter  and  present  to  you  our  view  of  your  acts,  and  to 
request  you  immediately  to  cease  this  use  of  our  name  and  mark 
and  give  us  written  assurance  of  the  same. 

We  have  confidence  that,  now  your  attention  is  called  to  it,  you 
will  recognize  the  justice  of  our  position  and  that  there  will  here- 
after be  no  necessity  of  using  any  harsher  course  to  enforce  recog- 
nition of  the  same.  We  have  been  thus  particular,  also,  for  the 
reason  that  there  can  be  no  contention  hereafter  that  we  have  not 
fully  stated  your  position  and  ours  in  this  matter.  An  early  reply 
upon  your  part  is  requested  and  expected 

Yours  very  truly,  Beech-Nut  Packing  Company, 

F.  E.  Barbour 


Beech-Nut  Packing  Company 

Canajoharie,  N.  Y.,  June  18,  19 15 
P.  Lorillard  Company,  Middletown,  Ohio. — Dear  Sirs:    Will  you 
kindly  advise  if  we  may  expect  an  early  reply  to  our  recent  com- 
munication with  reference  to  the  use  of  the  word  "Beech-Nut"  in 
connection  with  your  new  brand  of  chewing  tobacco? 

Yours  very  truly,  Beech-Nut  Packing  Company, 

F.  E.  Barbour 


June  23,  1915 

Beech-Nut  Packing  Company,  Canajoharie,  N.  Y. — Dear  Sir: 
Your  letters  of  June  11  and  June  18  addressed  to  this  company 
at  Middletown,  Ohio,  relative  to  the  use  by  us  of  the  name  "Beech- 
Nut"  for  scrap  tobacco,  have  been  referred  to  me. 
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Preliminary  to  any  discussion  of  the  matter,  will  you  be  good 
enough  to  let  me  know  when  you  first  began  to  use  the  name 
"Beech-Nut"?  I  notice  on  your  letter-head  "Incorporated  1899," 
but  this,  of  course,  does  not  necessarily  mean  that  you  began  to 
put  products  on  the  market  under  the  name  "Beech-Nut"  at  that 
time. 

The  statement  in  your  letter  of  June  1 1  that  you  believe  we  are 
using  the  name  "Beech-Nut"  with  the  intention  that  the  public 
shall  be  deceived  into  thinking  that  our  product  is  of  your  manu- 
facture, is  not  only  without  the  slightest  warrant,  but  is  little  short 
of  ridiculous.  As  a  matter  of  fact,  if  such  an  impression  should  be 
formed,  it  would  be  to  our  detriment. 

Yours  very  truly, 


Beech-Nut  Packing  Company 

Canajoharie,  N.  Y.,  July  2,  19 15 
P.  Lorillard  Company,   119  West  40th  St.,  New  York.     Mr. 
Thomas  S.  Fuller.     Dear  Sirs:    Your  favor  of  the  23d  ult.  duly 
received. 

Our  "Beech-Nut"  trade-mark  and  trade  name  has  been  used  by 
ourselves  and  our  predecessors  since  and  prior  to  the  year  1891. 
Both  our  trade-mark  and  our  trade  name  "Beech-Nut"  has  been 
used  continuously  since  that  date  in  our  business,  and  to  such  an 
extent  and  in  such  manner  that  both  the  name  and  the  mark  long 
since  came  to  have  a  "secondary  significance  and  meaning";  that 
is,  wherever  the  mark  and  name  "Beech-Nut"  is  seen,  and  no  mat- 
ter with  what  product  it  is  associated,  it  has  a  "secondary  signifi- 
cance," and  means  only  the  product  and  products  of  the  Beech- 
Nut  Packing  Company. 

You  are  woefully  mistaken  and  entirely  misinformed  in  your 
assumption,  and,  indeed,  your  statement  that  the  public  is  not 
deceived  by  your  client's  use  of  our  trade-mark  and  name  "Beech- 
Nut."  We  know  as  an  absolute  truth  what  is  apparent  on  the  face 
of  the  facts  that  the  general  purchasing  public  is  deceived  by 
your  use  of  our  "Beech-Nut"  trade-mark  and  trade  name  and, 
indeed,  this  could  not  well  be  otherwise,  but  we  know  further  that 
your  salesmen  and  agents  deliberately  push  your  goods  and  trade 
under  this  identity  of  use  of  their  mark  and  name. 

We  beg  to  call  your  attention  in  this  connection  to  our  former 
communication  to  you  in  this  matter  and  to  again  urgently  request 
that  you  immediately  stop  the  use  in  every  way  and  manner  of 
our  trade  name  and  mark  "Beech-Nut"  in  your  business  without 
further  action  upon  our  part. 

Yours  very  truly,  Beech-Nut  Packing  Company, 

F.  E.  Barbour 
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Beech-Nut  Packing  Company,  Canajoharie,  New  York.  (Atten- 
tion F.  E.  Barbour,  Esq.)  Gentlemen:  We  have  your  letter  of 
July  2d,  further  with  reference  to  our  use  of  the  name  "Beech- 
Nut"  on  scrap  tobacco,  and  informing  us  that  you  and  your  pre- 
decessors have  used  the  name  since  and  prior  to  the  year  1891. 

That  the  name  "Beech-Nut"  has  acquired  a  secondary  signif- 
icance and  meaning  in  the  packing  industry  and  is  associated  in 
the  public  mind  with  goods  of  your  manufacture  may  be  perfectly 
true,  but  this  would  not  give  you  the  right  to  the  name  for  all  pur- 
poses. The  authorities  are  overwhelming  on  this  subject.  You 
seem  to  proceed  upon  the  assumption  that  we  have  recently  begun 
to  use  the  name  on  the  tobacco.  This  is  not  the  case.  This  com- 
pany and  its  predecessor  in  ownership  of  this  brand  have  used  it 
continuously  since  prior  to  the  year  1898,  as  shown  by  records  in 
my  office.  I  have  not  made  a  search  beyond  that  time,  but  I  have 
no  doubt  that  I  can  find  that  the  brand  is  very  much  older. 

We  would  not  desire  to  have  it  thought  that  our  "Beech-Nut" 
tobacco  is  made  by  your  company,  and  if  you  can  give  us  the  name 
of  any  salesman  of  ours  who  has  made  such  a  representation,  we 
would  be  very  glad  to  have  it,  and  we  can  assure  you  that  if  he 
did  make  such  a  representation,  his  discharge  will  immediately 
follow.  It  could  be  of  no  conceivable  advantage  to  us  to  have  the 
public  think  that  our  tobacco  product  was  manufactured  by  a 
packing  establishment.  Our  concern  has  been  in  business  for  more 
than  one  hundred  and  fifty  years,  and  in  that  length  of  time  has 
built  an  enviable  reputation  for  the  excellence  of  its  tobacco  prod- 
ucts. 

Though  you  may  turn  out  an  excellent  quality  of  bacon  it  does 
not  follow  that  you  could  turn  out  an  excellent  quality  of  tobacco, 
or  steel  rails  or  pianos  or  aeroplanes.  If  your  contention  were 
true,  we,  who  have  a  brand  of  tobacco  called  "Climax,"  could  en- 
join the  use  of  the  name  on  a  well-known  threshing  machine  which 
is  sold  in  the  western  states,  or  we  could  enjoin  the  use  of  our  name 
on  the  Lorillard  refrigerators.  It  has  never  occurred  to  us  to  at- 
tempt either. 

If  you  will  look  at  our  package  of  Beech-Nut  tobacco,  you  will 
see  that  the  name  "Lorillard"  is  prominently  displayed  thereon. 
This  was  done  with  the  desire  that  people  should  know  the  tobacco 
is  coming  from  the  Lorillard  Company.  It  has  been  our  belief  that 
the  fact  that  Lorillard  made  it  would  of  itself  be  of  value  to  the 
brand. 

It  is  difficult  to  see  how  you  can  seriously  claim  that  there  is 
the  slightest  similarity  in  the  marking  of  the  package  and  the 
facsimile  of  your  mark  as  displayed  on  your  letter-head. 

If  you  desire  me  to  point  out  to  you  authorities  which  I  con- 
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sider  completely  sustain  my  view  as  expressed  herein,  I  will  take 
pleasure  in  doing  so. 
Yours  very  truly, 


Beech-Nut  Packing  Company 

Canajoharie,  N.  Y.,  July  26,  191 5 

P.  Lorillard  Company,  119  West  40th  St.,  New  York.  Thomas 
S.  Fuller.  Dear  Sirs:  Please  pardon  the  delay  in  acknowledging 
receipt  of  your  favor  of  July  8. 

We  will  greatly  appreciate  it  if  you  will  send  us  samples  of  your 
product  showing  the  manner  of  use  of  the  word  "Beech-Nut" 
since  the  year  1898,  copies  of  advertisements  or  of  letter-heads 
showing  your  use  of  this  name.  We  trust  you  will  consider  this 
a  fair  request,  as  we  would  like  to  reach  a  prompt  and  friendly 
termination  of  the  correspondence  on  this  subject. 

We  also  desire  to  take  advantage  of  the  offer  contained  in  the 
last  paragraph  of  your  letter  to  point  out  to  us  the  authorities 
which  sustain  your  views. 

Thanking  you  in  advance  for  the  information  requested  herein, 
we  remain 

Yours  very  truly,  Beech-Nut  Packing  Company, 

F.  E.  Barbour 

Beech-Nut  Packing  Company 

Canajoharie,  N.  Y.,  September  2,  191 5 
Mr.  Thos.  S.  Fuller,  119  W.  40th  St.,  New  York— Dear  Sir: 
Kindly  refer  to  your  favor  of  July  29,  in  which  you  advised  that 
you  would  collect  the  information  requested  in  our  letter  of  July 
26  after  your  return  from  a  week's  absence.  Up  to  the  present 
we  do  not  seem  to  have  heard  from  you  and  will  greatly  appre- 
ciate the  information  requested. 

In  this  connection,  we  received  today  an  inquiry  from  New 
River  Gro.  Co.,  Hinton,  West  Virginia,  asking  the  best  jobbing 
price  on  Beech-Nut  scrap  tobacco,  from  which  you  will  note  that 
in  the  minds  of  some,  at  least,  Beech-Nut  scrap  tobacco  is  credited 
to  the  Beech-Nut  Packing  Company. 

Thanking  you  to  favor  us  at  your  early  convenience,  we  remain, 
Yours  very  truly,  Beech-Nut  Packing  Company, 

F.  E.  Barbour 

September  15,  19 15 
F.  E.  Barbour,  Esq.,  Beech-Nut  Packing  Company,  Canajoharie. 
N.  Y.    Dear  Sir:  I  have  been  able  to  locate  some  old  price-lists 
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which  contain  our  Beech-Nut  scrap  tobacco,  and  inclose  them 
herein.  I  am  also  sending  you  an  old  package  showing  the  use  of 
the  name  "  Beech-Nut"  and  our  present  package. 

Beech-Nut  chewing  and  smoking  tobacco  (scrap,  was  made  by 
Harry  Weissinger  Tobacco  Company,  of  Louisville,  Kentucky. 
This  company  was  bought  out  by  the  American  Tobacco  Company 
some  time  in  1903.  Prior  to  the  acquisition  of  the  Weissinger 
Tobacco  Company  by  the  American  Tobacco  Company,  the  Luhr- 
mann  &  Wilbern  Tobacco  Company,  of  Middletown,  Ohio,  was 
acquired  by  the  Continental  Tobacco  Company.  In  1904  the 
American  Tobacco  Company  and  the  Continental  Tobacco  Com- 
pany were  merged  into  a  new  company  formed  for  that  purpose 
and  known  as  The  American  Tobacco  Company. 

Under  the  decree  of  the  Circuit  Court  of  the  United  States  for 
the  Southern  District  of  New  York,  the  so-called  tobacco  com- 
bination, which  included  the  American  Tobacco  Company,  was 
split  up.  In  this  disintegration  proceeding  the  Luhrman  &  Wil- 
bern Tobacco  Company,  which  had  always  been  maintained  as  a 
separate  entity,  was  acquired  by  P.  Lorillard  Company.  In  the 
meantime  some  of  the  brands  formerly  manufactured  by  the 
Weissinger  Tobacco  Company  had  been  taken  over  and  manu- 
factured in  the  Luhrmann  &  Wilbern  factory  in  Middletown,  and 
after  the  acquisition  by  our  company  of  the  Luhrmann  &  Wilbern 
business,  including  these  brands,  we  continued  to  operate  it  as  a 
separate  company  until  about  two  years  ago,  when  we  dissolved 
it,  taking  over  all  of  the  business  and  brands  directly  in  our  own 
name. 

I  give  you  this  history,  so  that  you  may  understand  the  various 
price-lists  in  the  name  of  Luhrmann  &  Wilbern  Tobacco  Com- 
pany and  the  package  in  the  name  of  Harry  Weissinger  Tobacco 
Company.  I  do  not  know  the  exact  date  of  the  old  package,  as 
the  stamp  is  not  legible,  but  it  was  prior  to  1903. 

The  price-lists  that  I  send  you  are  dated  January  2,  1904,  May 
6,  1907,  July  1,  1910,  and  November  3,  1910. 

It  is  difficult  for  me  to  see  how  any  one  can  claim  that  there  is 
any  similarity  in  our  products  and  yours  or  in  your  label  and  ours, 
other  than  the  name  "Beech-Nut."  Your  claim  that  we  would  not 
have  the  right  to  use  the  name  "Beech-Nut"  on  tobacco  products 
must  find  its  basis  in  the  idea  that  you  can  appropriate  the  name 
"Beech-Nut"  for  all  products  of  whatever  character. 

That  the  law  does  not  permit  of  such  a  claim  is  elementary.  If 
your  claim  were  maintainable,  then  the  Lion  Brewery  in  New  York 
could  enjoin  the  manufacture  of  Lion  brand  collars,  or  vice  versa. 
Suppose  that  the  J.  B.  Williams  Company  should  tomorrow  put 
out  a  new  brand  of  shaving  soap  called  "Beech-Nut."  Do  you 
argue  that  you  could  stop  it  because  you  have  first  used  the  name 
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on  ham  and  bacon?  It  seems  to  me  that  your  argument  must  lead 
to  this  conclusion.  The  law  of  unfair  competition,  so  far  as  it 
assumes  to  protect  the  public,  assumes  to  protect  the  purchaser  of 
average  intelligence.  It  is  difficult  to  believe  that  a  person  of 
average  intelligence  who  enters  a  store  for  the  purpose  of  buying 
" Beech-Nut"  hams  or  bacon  could  be  deceived  into  thinking  he 
was  getting  either  if  he  were  handed  a  package  of  "Beech-Nut" 
chewing  tobacco,  or  that  the  " Beech-Nut"  chewing  tobacco  was 
manufactured  by  the  manufacturer  of  the  hams  and  bacon.  It  is 
no  more  the  custom  in  this  country  for  a  packer  to  manufacture 
chewing  tobacco  than  it  is  for  a  manufacturer  of  beer  to  manufac- 
ture collars,  and  the  purchaser  of  average  intelligence  perfectly 
well  knows  this. 

We  have  tried  to  make  it  evident  on  our  package  that  our 
"  Beech-Nut"  chewing  tobacco  is  of  our  manufacture,  by  stamping 
across  the  top  of  the  package,  before  the  name  " Beech-Nut" 
"Lorillard's."  We  have  also  on  the  other  side  of  the  package, 
plainly  printed,  that  it  is  manufactured  at  Middletown,  Ohio. 
There  is  nothing  in  the  get-up  of  the  label,  whether  in  design, 
color,  or  wording,  which  could  suggest  to  a  person  of  average  in- 
telligence that  it  was  of  your  manufacture,  or  in  fact  the  manu- 
facture of  any  one  except  the  Lorillard  Company. 

As  I  have  written  you  before,  we  consider  it  of  immense  value 
to  the  brand  itself  that  it  is  manufactured  by  the  Lorillard  Com- 
pany, and  we  desire  the  consumers  of  tobacco  to  know  this,  be- 
cause we  believe  that  the  Lorillard  name  carries  with  it  a  vast 
amount  of  good-will  and  a  guaranty  of  excellence.  We  are  justified 
in  this  belief  by  reason  of  the  immense  increase  in  the  sales  of 
"Beech-Nut"  scrap  since  we  took  the  former  manufacturer's  name 
off  and  put  "Lorillard's"  thereon. 

I  think  this  covers  the  situation,  except  With  respect  to  any 
representations  which  you  claim  that  some  of  our  salesmen  made, 
to  the  effect  that  our  "Beech-Nut"  scrap  was  a  product  of  your 
company.  I  have  written  you  before  that  if  you  will  give  me  the 
name  of  any  salesman  who  has  made  such  representation,  and  that 
fact  can  be  determined,  his  discharge  will  be  immediately  forth- 
coming, as  he  can  be  of  no  service  to  us.  If  you  will  point  out  to 
me  anything  in  the  conduct  of  our  business  which  tends  to  create 
a  belief  in  the  trade  that  our  "Beech-Nut"  scrap  is  made  by  you, 
we  will  thank  you,  so  that  we  may  rectify  it.  I  assure  you  that 
we  are  just  as  anxious  as  you  are,  if  not  more  so,  to  prevent  any 
impression  that  our  tobacco  is  made  by  you.  Will  you  let  me 
have  a  copy  of  the  letter  you  received  from  the  merchant  in  West 
Virginia  making  inquiry  of  you  for  "Beech-Nut"  tobacco? 

On  this  general  subject,  if  you  have  not  already  done  so,  you 
might  consult  Nims  on  "Unfair  Business  Competition,"  pages  200 
to  300.    Therein  I  think  you  will  find  a  very  complete  and  satis- 
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factory  discussion  of  the  law  governing  this  subject.  I  will  quote 
you  paragraph  117  on  page  236: 

" Property  in  a  place  name  for  all  purposes  cannot  exist  in  one 
person,  under  ordinary  circumstances.  The  defendant  must  be 
using  it  in  the  same  or  a  similar  business  as  the  plaintiff.  Large 
amounts  of  rubber  as  well  as  licorice  might  be  found  in  Anatolia. 
If  there  were,  the  rights  which  the  complainant  has  acquired  in  the 
use  of  the  name  in  the  licorice  business  would  not  prevent  another 
under  certain  conditions  from  acquiring  a  sole  right  to  use  the 
name  in  the  rubber  trade." 

There  is  no  distinction  so  far  as  the  principle  here  laid  down  is 
concerned  between  a  place  name,  a  generic  name,  or  a  fanciful 
name.  You  might  also  consult  the  cases  of  Borden's  Ice  Cream 
Company  v.  Borden's  Condensed  Milk  Company ,  201  Fed.  510, 
and  Wells  v.  Ceylon  Perfume  Company,  105  Fed.  621. 

I  apologize  for  the  length  of  this  letter.  I  desire  to  give  you  the 
facts  fully,  together  with  our  views,  and  I  sincerely  hope  that  this 
will  satisfy  you  as  to  the  law  and  our  entire  good  faith.  We  are 
as  proud  of  our  good-will  and  the  excellence  of  our  products  in 
the  tobacco  business  as  you  are  of  yours  in  the  packing  industry, 
and  we  believe  with  good  reason. 

Yours  very  truly,  (Signed)  Thos.  S.  Fuller 


Beech-Nut  Packing  Company 

Canajoharie,  N.  Y.,  September  20,  191 5 

Mr.  Thos.  S.  Fuller,  119  West  40th  St.,  New  York— Dear  Sir: 
We  have  your  very  interesting  letter  of  September  15,  together  with 
the  price-lists  referred  to  and  the  package  of  tobacco. 

Your  letter  is  a  very  interesting  one,  and,  before  giving  a  definite 
reply  to  same,  desire  to  review  the  matter  as  presented  by  you,  so 
that  we  can  give  you  an  intelligent  reply. 

At  this  time,  however,  we  may  express  our  agreement  with  you 
that  the  name  Lorillard  carries  with  it  a  vast  amount  of  good-will 
and  unquestionably  a  guaranty  of  excellence.  So  does  the  name 
"Beech-Nut  Packing  Company,"  and  we  take  the  view  that  the 
increase  in  sales  of  Beech-Nut  scrap  tobacco  is  due  to  the  exploita- 
tion of  the  name  "Beech-Nut"  with  the  oval  label,  and  we  cannot 
help  but  assume  that  the  general  impression  is  that  these  goods 
are  manufactured  by  this  company  rather  than  by  Lorillard,  at 
least  to  a  considerable  degree,  for  since  writing  you  last  we  have 
another  inquiry,  and  this  time  from  Wm.  Edwards  Company,  of 
Cleveland,  Ohio,  asking  us  to  ship  them  five  cases  of  Beech -Nut 
scrap  tobacco.  The  previous  inquiry  came  from  New  River  Gro- 
cery Co.,  Hinton,  West  Virginia. 

Yours  very  truly,  Beech-Nut  Packing  Company, 

F.  E.  Barbour 
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After  this  correspondence  terminated  in  191 5,  no  action  of  any  char- 
acter was  taken  by  the  plaintiff  as  against  the  defendant.  For  four 
years  thereafter  there  was  inactivity  on  the  part  of  the  plaintiff,  during 
all  of  which  time  the  defendant  continued  to  deal  in  this  "Beech-Nut" 
scrap  chewing  tobacco  on  a  very  large  scale. 

In  19 1 9  the  Lorillard  Company  planned  to  put  on  the  market  a 
" Beech-Nut"  cigarette  and  again  there  ensued  some  correspondence 

between  the  parties  relative  to  this Negotiations  between  the 

parties  relative  to  the  right  of  the  defendant  to  use  "Beech-Nut"  as  a 
label  for  cigarettes  terminated  without  result.  Thereafter  the  Beech- 
Nut  Packing  Company  decided  to  apply  for  registration  of  "Beech- 
Nut"  for  cigarettes,  which  application  was  published  in  the  Patent 
Office  Gazette,  and  the  Lorillard  Company,  upon  learning  of  it,  filed  a 
notice  of  opposition  in  the  Patent  Office  where  a  hearing  was  had.  The 
proceedings,  a  copy  of  which  is  by  stipulation  a  part* of  this  case, 
resulted  in  the  denial  of  the  plaintiff's  application,  from  which  the 
plaintiff  did  not  appeal. 

In  May,  192 1,  the  plaintiff  instituted  its  present  cause  of  action, 
alleging  that  the  defendant  has  injured  its  business  good-will — has 
appropriated  the  good-will  of  the  plaintiff  for  its  own  uses.  One  of  the 
defenses  interposed  is  that  of  estoppel;  the  following  extract  from  the 
opinion  of  Judge  Mayer  in  the  case  Valvoline  Oil  Co.  v.  Havoline  Oil 
Co.,  D.  C.  211  Fed.  189,  being  called  to  our  attention: 

It  cannot  be  equitable  for  a  well-informed  merchant,  with  a 
knowledge  of  a  claimed  invasion  of  right,  to  wait  to  see  how  suc- 
cessful his  competitor  will  be,  and  then  destroy  with  the  aid  of  a 
court  decree  much  that  the  competitor  has  striven  for  and  accom- 
plished— especially  in  a  case  where  the  most  that  can  be  said  is 
that  the  trade-mark  infringement  is  a  genuinely  debatable  ques- 
tion. 

To  the  point  of  estoppel  the  plaintiff  replies  that  the  testimony  taken 
in  the  Patent  Office  proceedings  first  revealed  to  it  that  the  defendant 
had  abandoned  the  "Beechnut"  label  or  trade-mark  which  was  ac- 
quired in  191 1 ;  that  it,  from  191 5  on,  relied  on  the  representation  of 
the  defendant  as  to  facts,  which  were  peculiarly  within  the  knowledge 
of  the  defendant  and  inaccessible  to  it,  which  upon  their  face  (as  fur- 
nished by  the  defendant)  gave  the  defendant  the  indefeasible  right  to 
go  on  with  the  "Beech-Nut"  scrap  tobacco;  that  the  Patent  Office 
proceedings  disclosed  that  there  was  no  continuous  use  of  "Beech- 
Nut"  as  a  label  for  tobacco,  as  the  defendant  had  stated  to  it  in  191 5, 
but  that  the  label  "Beechnut"  so  allotted  in  191 1  had  been  abandoned, 
and  that  some  years  thereafter  a  new  trade-mark  containing  the  word 
"Beech-Nut"  was  adopted;  the  facts  showing  that  there  was  a  clear 
intention  on  the  part  of  the  defendant  to  abandon  the  old  "Beechnut" 
label,  and  to  substitute  for  it  one  similar  to  that  used  by  the  plaintiff. 

Did  the  defendant  abandon  "Beechnut"  as  a  label  for  tobacco  by 
permitting  the  word  to  lie  dormant  for  three  or  four  years,  and  then 
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reviving  it  in  the  manner  which  has  already  been  described?  In  con- 
sidering this  question  it  should  be  constantly  kept  in  mind  that  the  right 
to  use  a  word  for  trade-mark  purposes  is  usually,  if  not  always,  confined 
to  "merchandise  of  the  same  descriptive  properties."  The  limitation  of 
the  scope  of  trade-marks  "to  merchandise  of  the  same  descriptive  prop- 
erties" (Sec.  5  (b),  Trade  Mark  Act  February  20,  1905)  was  adopted 
in  the  statute  as  an  expression  of  the  scope  designated  in  the  decisions 
of  the  court  under  the  common  law  (Hanover  Star  Milling  Co.  v. 
Metcalf,  240  U.  S.  403,  412-14),  and  the  classification  of  the  Patent 
Office,  by  which  "tobacco  products"  were  placed  in  Class  17  by  them- 
selves, is  an  expression  of  legal  scope  by  an  authority  which  raises  a 
presumption.  Likewise,  the  placing  of  "foods  and  ingredients  of  foods" 
in  a  class  by  themselves,  No.  46,  raises  a  presumption  that  the  scope 
of  trade-marks  adopted  for  foods  and  ingredients  of  foods  is  not  to 
extend  over  other  classes.  If  any  cases  are  to  be  found  which  seem 
to  depart  from  this  rule,  examination  will  show  either  that  they  involved 
facts  showing  actual  fraud  or  bad  faith  or  the  equivalent  thereof 
(Peninsular  Chem.  Co.  v.  Levinson,  247  Fed.  658),  or  that  the  two 
articles  of  merchandise  are  habitually  used  in  conjunction,  as  was  the 
case  of  the  flour  and  syrup  in  Aunt  Jemima  Co.  v.  Rigney  Co.,  247 
Fed.  407,  of  steam  apparatus  and  steam  traps  to  be  used  therewith  in 
Simplex  v.  Gold,  43  App.  D.  C.  281,  of  electric  lamps  and  incandescent 
mantles  in  Anglo-American  Co.  v.  General  Co.,  43  App.  D.  C.  385,  and 
of  automobile  tires  and  automobiles  in  Akron-Overland  Tire  Co.  v. 
Willys-Overland  Co.,  273  Fed.  674. 

As  we  shall  see,  the  fundamental  doctrine  in  this  country,  as  declared 
by  the  Supreme  Court  of  the  United  States  in  the  Hanover  Star  Milling 
Company  cases  (240  U.  S.  403,  412-414)  and  reiterated  by  that  court 
in  the  Rectanus  case  (248  U.  S.  90,  97),  is  that  there  is  no  such  thing 
as  property  in  a  trade-mark  except  as  a  right  appurtenant  to  the  estab- 
lished business  or  trade  in  connection  with  which  the  mark  has  been 
applied  so  that  a  trader  has  no  property  in  the  mark  per  se,  but  only 
in  reference  to  his  trade,  and  cannot  prevent  another  trade  from  apply- 
ing this  mark  to  goods  which  are  not  of  the  same  description. 

Indeed,  the  books  are  full  of  cases  illustrating  and  applying  the  well- 
settled  doctrine  that  in  this  country  the  same  mark  may  be  used  by 
different  concerns  for  different  articles,  notwithstanding  these  articles 
are  packaged  and  sold  in  the  same  stores. 

Many  instances  of  the  use  by  one  concern  of  a  word  as  a  trade-mark 
for  tobacco  and  the  use  by  a  different  concern  of  the  same  word  as  a 
trade-mark  for  products  of  a  different  character  have  been  called  to  our 
attention. 

There  are  "Mogul"  cigarettes  and  there  are  "Mogul"  food  products, 
such  as  evaporated  milk,  tapioca,  sugar,  red  pepper,  almond  flavor,  and 
peppermint. 
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There  are  "Camel"  cigarettes  and  there  are  "Camel"  food  products, 
such  as  canned  corn,  tomato  catsup,  rolled  oats,  oysters,  ginger,  and 
sweet  pickles. 

There  are  "Omar"  cigarettes  and  there  are  "Omar"  food  products, 
such  as  vanilla,  plums,  wax  beans,  sauerkraut,  and  coffee. 

There  is  "Star"  tobacco  and  there  are  "Star"  soap  and  washing  fluid. 

There  are  "Sunshine"  cigarettes  and  there  are  "Sunshine"  biscuits. 

There  are  "Polo"  cigarettes  and  there  are  "Polo"  canned  goods. 

There  is  "Climax"  tobacco  and  there  are  "Climax"  chocolate  dates. 

There  is  "Apple"  tobacco  and  there  is  "Apple"  chewing  gum. 

It  will  thus  be  observed  that  the  distinction  between  tobacco  and  food 
products  has  for  a  long  time  been  quite  generally  recognized. 

Next  we  shall  refer  to  the  law  of  "abandonment." 

In  Baglin  v.  Cusenier  Co.,  221  U.  S.  at  pp.  597-8,  the  court  said: 

But  the  loss  of  the  right  of  property  in  trade-marks  upon  the 
ground  of  abandonment  is  not  to  be  viewed  as  a  penalty  either 
for  non-user  or  for  the  creation  and  use  of  new  devices.  There 
must  be  found  an  intent  to  abandon,  or  the  property  is  not  lost. 

In  Saxlehner  v.  Eisner,  179  U.  S.  31,  21  Sup.  Ct.  11,  45  L.  Ed.  60, 

the  court  says: 

To  establish  the  defenses  of  abandonment  it  is  necessary  to 
show  not  only  acts  indicating  a  practical  abandonment,  but  an 
actual  intent  to  abandon.  Acts  which  unexplained  would  be  suf- 
ficient to  establish  an  abandonment  may  be  answered  by  showing 
that  there  never  was  an  intention  to  give  up  and  relinquish  the  right 
claimed. 

And  in  Hopkins  on  Trade-Marks  (3rd  Ed.)  p.  213,  appears  the 
following: 

The  length  of  time  during  which  a  trade-mark  is  not  used  is,  as 
we  have  seen,  merely  a  circumstance  to  be  considered  with  all  the 
other  facts  in  the  case  in  determining  whether  there  was  an  inten- 
tion to  abandon  its  use. 


When  the  defendant  received  the  list  containing  these  trade-marks, 
including  "Beechnut,"  in  December,  191 1,  it  filed  that  list  with  its  rec- 
ords. There  is  undisputed  testimony  in  the  case  that  trade-mark  names 
are  valuable — have  unlimited  values — and  so  far  as  appears  the  only 
tangible  thing  received  by  the  defendant  at  the  time  was  the  list  of 
words,  including  "Beechnut."  That  list  was  not  destroyed,  but  was 
put  away,  where  it  was  consulted  from  time  to  time. 

On  three  different  occasions,  at  least,  the  defendant  took  from  this 
list  names  for  use  as  labels  for  tobacco  products,  to  wit:    "Comet," 
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"Pioneer,"  and  "Yacht  Club."  Reviewing  the  conduct  of  the  defend- 
ant, one  must  conclude,  it  seems,  that  it  intended  to  retain  all  of  these 
listed  names,  and  avail  itself  of  them  from  time  to  time  as  the  situa- 
tion of  its  business  suggested.  For  three  years  there  was  no  act  on  the 
part  of  the  defendant  which  would  tend  to  indicate  in  the  slightest 
degree  that  the  word  "Beechnut"  had  been  or  was  to  be  abandoned. 
When  it  is  remembered  that  there  were  a  thousand  or  more  names  on  the 
list,  the  mere  nonusage  of  one  word  for  that  period  would  not  in  itself 
amount  to  abandonment.  So  we  find  that  in  the  fall  of  191 4  there 
had  been  no  abandonment  of  "Beechnut"  on  the  part  of  the  defendant. 

The  other  aspect  of  the  question  is  whether,  in  reviving  the  use  of 
"Beechnut"  as  a  label  for  its  tobacco  products,  there  was  effected  an 
abandonment  because  the  defendant  in  19 14  changed  both  the  Weis- 
singer  formula  and  the  old  label  in  favor  of  a  new  kind  of  tobacco  and 
a  different  label. 

Change  of  formula  has  never  indicated  abandonment.  The  contrary 
is  the  ruling  of  the  courts.  In  Royal  Milling  Co.  v.  /.  F.  Imbs  Milling 
Co.,  44  App.  D.  C.  207,  the  Court  of  Appeals  for  the  District  of  Colum- 
bia says: 

The  trade-mark  is  not  to  be  vitiated  by  change  in  the  species 
of  wheat  used,  any  more  than  it  would  be  vitiated  by  an  important 
change  in  the  process  of  making  flour. 

The  defendant,  acquiring  the  right  to  use  the  word  "Beechnut"  for 
tobacco  purposes,  found  that  the  particular  formula  of  tobacco  which 
had  been  sold  for  both  smoking  and  chewing  purposes  by  the  prede- 
cessors who  controlled  the  trade-mark  was  practically  dead.  The  de- 
fendant, under  the  circumstances,  certainly  had  the  right  to  endeavor 
to  revive  this  old  tobacco,  if  it  could,  and  it  seems  to  the  court  that  it 
also  had  the  right  to  improve  it,  if  it  could — improve  the  tobacco  in  any 
way  which  would  make  it  marketable.  Tobacco  is  tobacco;  but  there 
are  many,  many  blends,  mixtures,  etc.  Adopting  a  new  formula,  there- 
fore, did  not,  in  the  opinion  of  the  court,  work  an  abandonment. 

Next,  as  to  the  right  of  the  defendant  to  change  the  label: 

In  the  case  of  United  Barbers'  Service  Co.  v.  Canalaito,  12  Trade- 
Mark  Rep.  265,  a  case  before  the  Commissioner  of  Patents  for  cancela- 
tion of  a  registered  trade-mark,  "X-Ray,"  it  appeared  that  the  owner 
and  registrant  had  proved  use  of  the  mark  since  19 14,  while  the  plaintiff 
or  petitioner  proved  use  since  191 5.  The  commissioner  dismissed  the 
petition,  holding: 

The  fact  that  the  first  labels  were  in  manuscript  and  printed 
labels  were  used  only  from  1918,  does  not  matter,  as  the  use  was 
continuous. 

Nor  does  the  fact  that  the  printed  labels  used  in  19 18  first 
showed  the  picture  of  a  woman,  though  use  was  claimed  since 
1 9 13,  .  .  .  .  ,  as  the  word  "X-Ray"  is  the  essential  feature  of 
the  mark. 
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There  is  nothing  in  the  record  to  indicate  that  the  old  Weissinger 
squirrel  label  was  attractive  to  any  purchaser,  either  because  of  its  color 
or  design.  Whatever  sales  were  effected  do  not  appear  to  have  been 
effected  because  of  the  label.  Although  it  carried  the  picture  of  a 
squirrel,  the  tobacco  was  always  referred  to,  so  far  as  we  are  aware,  as 
''Beechnut,"  and  not  otherwise.  There  does  not  appear  to  be  any  par- 
ticular reason  why  a  squirrel  should  appear  under  the  word  "Beech- 
nut" rather  than  the  picture  of  a  beechnut.  The  old  formula  was  not 
to  be  dealt  in  any  longer,  and  it  seems  to  us  that  the  change  in  the 
formula  justified  a  change  in  the  decorative  features  of  the  package 
which  was  to  contain  this  new  blend  or  mixture.  So  the  label  was 
modernized,  made  attractive.  Is  it  not  common  knowledge  that  many 
old  standard  tobaccos  are  now  ornamented  considerably  differently  than 
they  were  years  ago?  Boxes,  containers,  and  packages  for  tobacco 
have  undergone  many  improvements  during  the  past  twenty  years.  To 
hold  that  the  rightful  owner  of  an  established  trade  name  may  not 
redecorate  or  reornament,  or,  to  use  a  somewhat  inelegant  phrase,  polish 
it  up,  would  be,  in  our  opinion,  unreasonable.  So  the  defendant,  avail- 
ing itself  of  the  right  to  redecorate  and  reornament  its  label,  adopted 
as  the  main  change,  as  a  comparison  will  promptly  disclose,  what  has 
been  called  a  sunburst  or  radiating  effect.  Nothing  like  this  sunburst 
or  radiating  effect  appears  on  the  labels  of  the  plaintiff,  and  the  fact 
that  the  defendant  adopted  it  demonstrates  conclusively,  it  seems,  that 
there  was  no  attempt  on  the  part  of  the  defendant  to  copy  or  imitate 
the  standard  mark  of  the  plaintiff.  Not  only  was  there  a  sunburst  or 
radiating  effect  placed  upon  this  new  label,  which,  by  the  way,  over- 
shadows most  of  the  other  features  of  it,  but,  instead  of  there  being 
three  colored  photographs  of  a  beechnut,  the  defendant  placed  the  red 
outline  of  one  in  an  inverted  position.  The  plaintiff  argues  that  the 
two  trade-marks  are  so  similar  that  the  public  thinks  that  they  are  the 
same.  If  one  should  eliminate  the  word  " Beech-Nut"  from  both  labels, 
it  would  be  extremely  difficult  to  locate  any  similarity  at  all  between 
them.  And  each  party  has  the  right  to  the  word  "Beech-Nut"  for  its 
distinct  product.  It  may  be  that  what  the  defendant  did  in  changing 
the  old  Weissinger  label  has  amounted  to  an  abandonment  of  the  squir- 
rel and  other  decorative  features  of  the  old  label,  which  have  been 
omitted  from  the  revised  label;  but  the  court  is  unable  to  agree  that 
the  word  "Beech-Nut"  was  abandoned  simply  because  a  hyphen  was 
utilized  in  addition  to  the  adoption  of  different  decorative  features,  the 
main  feature  of  which  is  a  sunburst  or  radiating  effect,  unknown  to 
any  label  of  the  plaintiff  which  has  been  called  to  our  attention. 

What  we  have  said  relative  to  the  defendant's  right  to  use  the  word 
"Beech-Nut"  in  connection  with  tobacco  applies  also  to  the  cigarette 
feature  of  this  case.  Cigarettes  contain  tobacco  and  are  smoked.  The 
trade-mark  acquired  by  the  defendant  was  for  smoking  and  chewing 
tobacco  and,  as  we  have  already  pointed  out,  it  is  our  opinion  that  the 
blend,  or  formulas,  could  be  changed,  and  the  labels  could  be  redeco- 
rated, without  effecting  an  abandonment  of  the  word. 
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There  being  no  abandonment  on  the  part  of  the  defendant,  the  bill 
should  be  dismissed. 


6.  California  Fruit  Growers'  Exchange 
sales  promotion 

The  California  Fruit  Growers'  Exchange,  a  cooperative  mar- 
keting association,  was  organized  in  1905  as  successor  to  the 
Southern  California  Fruit  Exchange1,  which  had  been  organized 
in  1893  as  a  federation  of  smaller  associations.  The  development 
of  these  marketing  organizations  received  strong  impetus  from 
the  conditions  in  the  industry  and  in  the  citrus  fruit  market, 
which  had  brought  prices  for  the  fruit  to  ruinously  low  figures. 
In  order  to  stimulate  sales,  the  association  decided  in  1907  to 
enter  upon  an  advertising  program. 

The  members  of  the  local  associations  affiliated  with  the  Cali- 
fornia Fruit  Growers'  Exchange  were  fruit  growers.  Each  local 
association  assembled  the  fruit  in  its  packing  house,  and  graded, 
packed,  and  prepared  the  fruit  for  shipment.  Several  associa- 
tions picked  the  fruit  for  their  members.  It  was  a  common 
practice  for  each  local  association  to  pool  the  shipments  of  its 
members,  sell  the  fruit  without  maintaining  the  identity  of  the 
shipments  of  each  individual  grower,  and  divide  the  proceeds 
from  the  sale  pro  rata.  Such  pools  usually  were  on  a  monthly 
basis. 

The  membership  in  the  local  associations  was  voluntary  and 
only  for  one  year.  Every  grower  reserved  the  right  to  regulate 
and  control  his  own  shipments,  develop  his  own  brands,  and  use 
his  own  judgment  as  to  how  and  when  his  fruit  should  be  shipped, 
to  which  markets,  and  what  prices  he  would  accept.  As  a  matter 
of  practice,  however,  the  growers  were  influenced  largely  by  the 
advice  of  the  central  exchange. 

The  local  associations  were  grouped  into  22  district  exchanges 
which  acted  as  clearing-houses  and  which  were  operated  on  a 
non-profit  plan.  These  district  exchanges  kept  records  of  ship- 
ments and  destinations  and  obtained  reports  concerning  market 
conditions  from  the  central  exchange.  Through  the  central  ex- 
change instructions  were  issued  regarding  prices  and  destinations 

1  Rahno  Mabel  MacCurdy,  The  History  of  the  California  Fruit  Growers'  Exchange, 
1925,  pp.  Si-52. 
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and  for  the  diversion  of  cars  and  trains  in  transit  in  order  that 
the  fruit  might  be  sent  to  the  most  favorable  markets.  Although 
only  a  small  percentage  of  the  total  shipments  actually  were  di- 
verted in  transit,  those  diversions  preserved  the  balance  of  the 
market. 

The  chief  markets  for  California  citrus  fruits  were  in  the  cities 
in  the  middle-western  and  eastern  United  States.  The  fruit  was 
shipped  in  trainloads  on  regular  schedules.  Shipments  were  made 
daily  throughout  the  year.  Refrigerator  cars  were  used,  and  pre- 
cooling  stations  had  been  established  in  order  to  facilitate  the 
proper  regulation  of  temperature  for  shipments.  The  central 
exchange  acted  as  a  clearing-house  for  the  district  exchanges.  It 
had  representatives  in  all  the  important  markets  in  the  country 
from  whom  advice  constantly  was  received  regarding  market  con- 
ditions and  prices.  The  fruit  was  sold  for  cash,  and  payment 
was  made  through  the  central  exchange.  The  exchange  also  col- 
lected claims  for  damage  and  loss  in  transit.  The  proportion  of 
fruit  shipped  through  this  exchange  increased  steadily. 

There  were  several  significant  reasons  for  the  development  of 
this  cooperative  organization.  In  the  first  place,  at  the  time  the 
movement  gained  headway  most  rapidly,  there  was  dissatisfaction 
among  the  growers  over  their  relations  with  buyers,  commission 
merchants,  and  others  to  whom  their  fruit  was  sold.  Their  prod- 
uct was  increasing  in  quantity,  and  prices  were  falling.  Gluts 
frequently  occurred  in  the  markets  to  which  the  fruit  was  sent. 
The  blame  for  low  prices  and  losses  commonly  was  placed  upon 
the  middlemen.  The  growers  found  that  they  could  obtain  lower 
freight  rates,  faster  time  in  transit,  and  less  damage  to  their  fruit 
if  they  were  in  a  position  to  contract  with  the  railroad  companies 
for  the  regular  shipment  of  trainloads.  The  growers  also  had 
been  gaining  experience  in  united  action  through  their  irrigation 
projects  and  through  the  need  for  cooperation  in  the  protection 
of  their  orchards.  The  citrus-fruit  growing  industry  in  Cali- 
fornia was  specialized  and  required  large  capital. 

After  entering  upon  its  advertising  program,  the  California 
Fruit  Growers'  Exchange  developed  the  Sunkist  brand  of  citrus 
fruits.  Only  such  fruit  as  was  of  first  quality  was  permitted  to 
bear  this  brand.  Shipments  that  were  not  up  to  the  standard 
were  sold  under  other  brands  or  unbranded.     This  brand  was 
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Exhibit  i 

Annual  Sales  of  Oranges,  Grapefruit,  and  Lemons  by  California 
Fruit  Growers'  Exchange  and  Its  Predecessor* 

(Value  f.o.b.  cars  in  California) 


Season 

Sales 

Season 

Sales 

Endingf 

Value 

Cars 

Endingf 

Value 

Cars 

I896 

$    1,032,212 

2,487 

1911 

$20,708,355 

28,123 

1897 

858,029 

1,789 

1912 

17,235,822 

23,648 

I898 

1,671,230 

4,025 

1913 

13,640,091 

12,432 

I899 

1,713,514 

3,000 

1914 

18,990,725 

28,186 

1900 

3,643,791 

6,039 

1915 

19,523,397 

29,812 

1901 

4,799,000 

II,027 

I9l6 

27,675,922 

29,828 

1902 

•4,385,472 

7,309 

1917 

33,478,130 

36,219 

1903 

4497,919 

9,621 

19l8- 

36,291,675 

19,214 

1904 

5,062,594 

I3W2 

1919 

54,627,556 

33,165 

1905 

7,124,377 

14,219 

1920 

58,967,388 

34,461 

1906 

9,936,497 

12,884 

1921 

56,905,876 

40,959 

I907 

12,268,752 

16,217 

1922 

48,445,644 

27,138 

1908 

u,753,544 

17,636 

1923 

55,271,975 

45,258 

1909 

13,958,990 

22,954 

1924 

50,508,184 

44,266 

1910 

14,831,975 

19,639 

1925 

70,236,507 

37,258 

*Rahno  Mabel  MacCurdy,  History  of  the  California  Fruit  Growers'  Exchange,  1925.  P.  7°, 
supplemented  by  data  for  1925  from  the  Annual  Report  oj  the  General  Manager  of  the  California 
Fruit  Growers'  Exchange  for  that  year. 

tExchange  fiscal  years  ended  August  31  to  season  1920-1921  and  October  31  thereafter. 

one  of  the  chief  means  that  the  exchange  used  for  developing  the 
demand  for  the  products  of  its  members. 

The  increase  in  the  volume  of  sales  of  oranges,  grapefruit,  and 
lemons  by  the  Southern  California  Fruit  Exchange  and  its  suc- 
cessor, the  California  Fruit  Growers'  Exchange,  in  the  period 
from  1896  to  1925,  is  indicated  by  the  statistics  in  Exhibit  i. 
This  record  covers  n  years  preceding  and  19  years  following 
the  inauguration  of  the  advertising  plan. 

In  the  annual  reports  of  the  general  manager  of  the  exchange, 
data  have  been  published  on  the  selling  and  advertising  expense. 
Systematic  advertising  by  the  exchange  was  commenced  in  1907, 
with  an  appropriation  of  $10,000  by  the  board  of  directors.  In 
the  following  year  the  appropriation  was  increased  to  $25,000/ 
In  1925  the  total  advertising  expenditures  of  the  exchange 
amounted  to  approximately  $830,000,  at  the  rate  of  ^y2  cents 

1  Rahno  Mabel  MacCurdy,  History  oj  the  California  Fruit  Growers'  Exchange, 
1925,  PP-  59-64. 
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per  box  of  oranges  and  grapefruit  and  7  cents  per  box  of  lemons.1 
The  annual  ratios  of  the  total  selling  and  advertising  expense  to 
the  delivered  value  of  the  sales,  1905  to  1925,  are  stated  in 
Exhibit  2.  The  figures  for  sales  in  Exhibit  1  were  for  value  f.o.b. 
cars  in  California,  but  the  delivered  value,  which  included  trans- 
portation costs,  was  used  by  the  exchange  in  computing  the 
ratios  in  Exhibit  2. 

Exhibit  2 

Selling  and  Advertising  Expense  of  California  Fruit  Growers' 

Exchange,  in  Percentage  of  Delivered  Value 

of  Goods  Sold* 


Year 

Selling  and  Advertising 

Year 

Selling  and   Advertising 

Ending 

Expense 

Ending 
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•Compiled  from  the  Annual  Reports  of  the  General  Manager  of  the  California  Fruit  Growers 
Exchange. 


1  One  view  of  the  effect  of  advertising  on  fruit  prices  and  the  costs  of  produc- 
tion was  expressed  in  the  following  letter,  published  in  Printers'  Ink,  August  17, 
1922,  written  in  response  to  a  contributor's  question  as  to  why  the  prices  of 
nationally  advertised  fruits  were  so  high. 

The  Durant  Corporation 

Yakima,  Washington,  August  7,   1922 
Editor  of  Printers'  Ink: 

In  the  issue  of  Printers'  Ink  as  of  July  27,  1922,  F.  M.  Berkley  asks  a  question  regarding  the 
price  of  variously  advertised  brands  of  apples  and  oranges  which  I  will  try  to  answer. 

For  the  past  12  years  I  have  been  closely  related  to  the  growing  and  marketing  of  Northwestern 
apples.  While  I  am  not  familiar  with  oranges  in  the  same  light  that  I  am  with  apples,  the 
conditions  surrounding  the  production  of  this  commodity  are,  I  believe,  somewhat  similar  to  the 
production  of  apples. 

The  cooperative  growers  of  California  have,  by  consistent  national  advertising,  created  a  demand 
which  has  likewise  increased  the  sale  of  their  products,  thereby  creating  a  market  for  the  large 
increased  production. 

Profiting  from  the  experience  of  the  California  growers,  the  Northwestern  growers  have,  within 
the  past  few  years,  appropriated  large  sums  to  the  advertising  of  the  Northwest  boxed  apple,  the 
'Big  Y"  and  Skookum  brands  being  living  testimonials  of  these  past  efforts. 

The  money  for  these  various  appropriations  has  been  assessed  directly  against  the  grower  at  so 
much  per  box,  in  some  cases  as  high  as  5  cents  a  box.  The  cost  of  raising,  warehousing,  and 
loading  a  box  of  apples  to  the  grower  is  in  the  neighborhood  of  $1.15,  which  cost  is  based  on 
quantity  production  and  cannot  be  reduced  through  increased  sales.  Commission  houses  charge 
from  10  to  15  cents  selling  charge,  plus  in  some  cases  2  or  3  cents  brokerage. 

Now  add  5  cents  for  advertising  appropriation  and  even  though  the  advertising  does  increase 
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The  expenses  of  the  exchange  were  stated  in  the  annual  re- 
port of  the  general  manager  for  the  year  ending  August  31,  19 19, 
to  have  been  as  follows: 

The  sales  service  of  the  exchange  cost  an  average  of  4.26  cents  per 
box  in  1918-19,  and  that  of  the  district  exchanges  averaged  .94  cents 
a  box,  making  a  total  average  cost  for  the  exchange  marketing  service 
of  5.2  cents  per  box,  or  1.04%  of  the  delivered  value.  In  addition 
(here  was  invested  in  advertising,  2J/2  cents  a  box  for  oranges  and  4 
cents  a  box  for  lemons,  making  the  total  sales  and  advertising  expense 
1.62%  of  the  delivered  value  of  the  fruit.  (  Due  to  the  increased  volume 
of  business  handled,  the  exchange  selling  cost,  including  advertising,  is 
lower  than  it  was  10  years  ago  and  lower  than  the  marketing  cost  of 
any  other  perishable  food  product  in  America.^ 

The  following  statements  were  made  in  the  annual  report  of 
the  general  manager  of  the  California  Fruit  Growers'  Exchange 
for  the  year  ending  October  31,  1922: 

( The  demand  for  lemons  is  increasing,  due  to  the  continuous  publicity 
calling  the  attention  of  the  public  to  the  many  ways  in  which  they  may 
be  used  to  advantage  in  the  household;]  due  to  the  development  of  the 
lemonade  demand,  and  to  a  better  and  more  regular  distribution/)  The 
markets  absorbed  a  heavier  supply  during  the  winter  and  spring  months 
than  ever  before  at  good  prices,  and  the  average  for  the  season  has  been 
satisfactory,  with  practically  a  maximum  supply  compared  with  other 
years  and  with  no  unusually  favorable  weather  conditions  in  the  con- 
suming sections. 

It  is  true,  however,  that  except  for  the  frost  damage  California  would 
have  produced  this  year  considerably  more  lemons  than  the  United 
States  and  Canada  have  ever  consumed,  and  the  most  intensive  work 
to  further  develop  the  markets  and  increase  the  per  capita  consumption 
is  necessary  to  successfully  market  prospective  future  crops.  Lemon 
trees  are  more  susceptible  to  damage  than  orange  trees,  due  to  their 
more  vigorous  growth  in  the  winter  months,  and  next  season's  pro- 
duction will  be  more  seriously  affected  by  the  freeze  of  last  January 
than  in  the  case  of  oranges.     Nevertheless,  the  prospects  are  for  a 

the  sales,  which  it  is  expected  to  do,  it  has  not  cut  the  cost  of  production,  and  has  added  5  cents 
to  the  selling  cost.  So  Mr.  Berkley  will  readily  see  that  the  advertising  of  apples  or  oranges  cannot 
reduce  the  retail  price,  but  is  resorted  to  to  create  a  demand  for  the  ever-increased  production  of 
these  commodities. 

We  also  have  some  keen  competition  in  the  eastern  barreled  apple,  which  we  are  trying  to 
overcome  by  educational  advertising  of  boxed  apples,  which  tells  the  consumer  that  every  apple  is 
hand-picked  and  packed.  Each  apple  is  wrapped  in  tissue  paper  to  insure  good  keeping  qualities 
and  sanitation  to  the  consumer;  also  every  apple  is  graded  and  inspected,  and  nothing  but  the 
fruit  of  the  very  highest  grade  is  allowed  to  pass  our  rigid  inspection  rules. 

No,  Mr.  Berkley,  the  advertising  of  apples  will  never  reduce  selling  cost  to  the  grower,  but  on 
the  other  hand,  adds  to  it. 

H.  L.  Cravek. 

1  Annual  Report  of  the  General  Manager  of  the  California  Fruit  Growers?  Ex- 
change for  the  Year  Closing  August  31,  19 19,  p.  4. 
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greater  quantity  than  was  shipped  this  year,  and  the  rapid  recovery  of 
the  groves  indicates  a  production  in  1924  of  as  large  a  crop  as  Cali- 
fornia has  ever  shipped  and  an  increasing  one  thereafter. 

The  first  purpose  of  Sunkist  advertising  is  to  increase  the  total  use 
of  oranges  and  lemons,  and  the  second  to  create  and  increase  the  con- 
sumer and  trade  preference  for  California  citrus  fruits,  particularly  the 
Sunkist  brand.  The  third  objective  is  to  extend  markets  and  promote 
reasonable  margins,  good  displays,  and  sound  merchandising  methods 
with  the  trade. 

In  revising  the  season's  advertising  plan  on  a  short  crop  basis  to 
keep  the  expenditure  within  the  appropriation  of  3^  cents  per  box  on 
oranges  and  6  cents  per  box  on  lemons,  the  educational  features  of 
Sunkist  advertising  were  kept  predominant.  Emphasis  was  placed  on 
the  health  value  of  citrus  fruits,  the  place  of  these  wholesome  fruits 
in  the  well-balanced  diet  and  especially  the  necessity  of  orange  juice 
for  infant  feedingv 
■        ••••••••••••• 

California  citrus  fruit  growers  must  be  mindful  of  the  constantly 
increasing  competition  from  other  fruits,  the  acreage  of  which  is  being 
rapidly  extended,  of  the  advertising  of  these  fruits  and  of  other  food 
products,  and  continue  their  advertising  on  a  scale  which  will  keep 
oranges  and  lemons  in  the  enviable  position  which  they  now  occupy 
with  the  public,  and  extend  their  use.1 

The  following  statements  are  excerpts  from  the  annual  report 
of  the  general  manager  of  the  exchange  for  1925: 

'The  season  1924-25  has  seen  the  greatest  returns  to  California  for 
the  citrus  fruit  crop  of  any  year  in  the  history  of  the  industry.  Based 
upon  exchange  results  the  total  crop  has  returned  to  California  $93,- 
581,263. 71^ 

The  exchange  handled  75.4%  of  the  total  crop,  or  37,258  carloads, 
returning  to  California  $70,236,507.02,  compared  with  $50,508,184.53 
the  preceding  year  when  44,266  carloads  were  shipped  through  it. 
•        •••••••        ••••■■ 

Exclusive  of  advertising,  the  cost  of  the  California  Fruit  Growers' 
Exchange  service  was  6.87  cents  a  box  for  the  season  1924-25. 

The  cost  of  the  district  exchange  service  averages  1.59  cents  per 
box,  which  brings  the  total  average  operating  cost  to  8.46  cents  per 
box.  This  represents  1.49%  of  the  delivered  value  of  the  fruit  mar- 
keted and  1.94%  of  the  f.o.b.  returns.  The  smaller  volume  this  year 
resulted  in  a  higher  per-box  cost  than  usual.     The  operating  cost  of 

1  Annua]  Report  of  the  General  Manager  of  the  California  Fruit  Growers' 
Exchange  for  the  Year  Ended  October  31,  1922,  pp.  7,  8,  12,  14,  and  15. 
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the  exchange  in  normal  years  has  been  about  5.5  cents  per  box. 
In  addition  4^  cents  per  box  of  oranges  and  7  cents  per  box  of 
lemons  was  expended  in  national  advertising  and  dealer  service  work, 
making  an  average  cost  for  both  marketing  and  advertising  of  2.4%  °f 
the  delivered  value  of  the  fruit. 


Advertising  is  a  form  of  education  and,  like  education,  the  work  is 
never  finished.  The  American  market  of  120  million  people  is  a  chang- 
ing one,  changing  as  to  individuals  and  as  to  habits  and  customs  of  the 
people.  It  requires  sustained  effort,  as  well  as  alertness  to  oppor- 
tunity, to  maintain  and  increase  public  preference  for  a  food  product. 
The  exchange  has  recognized  both  necessities. 

Millions  of  favorable  and  convincing  impressions  have  been  deliv- 
ered to  the  American  public  through  the  exchange  advertising  campaign 
of  1925.  Recipes  and  use  suggestions  which  delineate  attractive  ways 
of  using  oranges  and  lemons  have  been  presented  to  the  public,  rein- 
forced by  sound  information  on  the  health  value  of  citrus  fruits. 
Scientific  evidence  is  accumulating  on  every  hand  to  further  establish 
citrus  fruits  as  outstanding  in  health  attributes  among  fruits.  The 
medical  profession,  research  workers  and  the  forces  of  public  education 
are  unanimous  in  urging  a  liberal  consumption  of  fruit  as  a  measure 
of  general  healthfulness.  This  situation  affords  the  citrus  industry 
an  exceptional  opportunity  to  tie  its  own  advertising  efforts  closely  to 
this  public  program.  This  has  been  done  by  the  exchange,  which  has 
also  been  instrumental  in  initiating  several  specialized  investigations  by 
competent  authorities  to  establish  additional  health  evidence. 

Such  a  policy  of  sound  and  helpful  education  affords  the  exchange 
an  unusual  entree  with  teachers  and  public  institutions.  As  an  instance, 
Sunkist  bulletins  numbering  1,821,000  were  distributed  to  domestic 
science  teachers  and  federal  extension  workers  this  year.  These  bulle- 
tins were  ordered  by  the  teachers  and  used  for  classroom  instruction. 
In  the  same  manner  83,000  dietetic  bulletins  were  distributed  to  nurse 
training  schools.  These  bulletins  outline  the  health  value  of  citrus 
fruits  in  the  diet  and  go  to  those  who  are  students  of  the  subject  and 
are  passed  on  to  the  millions  they  advise. 

No  marketing  plan  can  reach  the  full  measure  of  success  without 
the  intelligent  and  complete  cooperation  of  the  trade.  There  are  approx- 
imately half  a  million  retail  outlets  for  citrus  fruits.  This  vast  army 
of  distributors  is  vital  to  the  successful  marketing  of  the  citrus  crop. 
Adequate  stocks,  good  display,  reasonable  margins  and  rapid  turn- 
over are  necessary  factors  in  proper  distribution.  The  exchange  dealer 
service  program,  which  represents  25%  of  the  annual  advertising 
investment,  deals  with  these  things. 

Dealer  service  men  working  in  the  marketing  centers  carry  the  mes- 
sages of  better  merchandising  to  thousands  of  dealers  annually,  45,000 
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being  the  number  personally  visited  this  season;  28,000  Sunkist  and 
Red  Ball  sales  windows  were  installed,  10,000  calls  were  made  on 
Sunkist  extractor  owners  in  the  interest  of  stimulating  the  sale  of 
orangeade  and  lemonade  at  soda  fountains  and  of  improving  the  qual- 
ity of  these  drinks  served.  Letters  aggregating  146,153  were  mailed 
to  the  trade,  supplementing  this  personal  service.  The  chief  value  of 
the  work  is  its  cumulative  effect.  It  has  been  a  part  of  the  exchange 
advertising  plan  for  ten  years.  It  is  designed  to  furnish  object  lessons 
of  the  resultfulness  of  good  display  and  reasonable  margins  and  to  serve 
as  a  clearing  house  for  progressive  sales  ideas.  This  work  further 
serves  to  increase  the  effectiveness  of  other  forms  of  exchange  adver- 
tising. 

Commercial  orangeade  and  lemonade  are  now  substantial  factors  in 
citrus  fruit  demand  and  furnish  the  most  promising  sources  of  addi- 
tional demand.  The  exchange  is  largely  responsible  for  developing  this 
new  market,  and  its  growth  is  a  matter  of  only  four  years.  Citrus  fruit 
consumption  at  soda  fountains  was  relatively  insignificant  until  the 
Sunkist  electric  juice  extractor  was  perfected  in  1922.  Approximately 
7,000  of  these  machines  were  sold  this  season,  bringing  the  total  now 
in  use  to  27,000.  At  the  rate  of  a  box  of  citrus  fruit  a  week,  which  is 
conservative  as  a  year-round  average  per  machine,  these  Sunkist 
extractors  are  directly  responsible  for  a  fruit  consumption  of  1,350,000 
boxes  this  season.  This  represents  new  business  of  approximately 
3,400  carloads.  Every  eight  Sunkist  extractors  which  can  be  placed  in 
service  create  a  new  market  for  an  extra  carload  of  oranges  and  lemons. 

In  the  furtherance  of  this  program  the  exchange  is  operating  a  model 
store  on  the  board  walk  of  Atlantic  City,  serving  fresh  fruit  lemonade 
and  orangeade  on  the  "See-it-made"  principle.  The  store  has  served 
more  than  a  quarter-million  customers  since  its  opening  in  April.  For 
equipment  the  store  employs  a  special  Sunkist  fountain  unit  which  is 
admirably  adapted  to  rapid  and  cleanly  service.  The  object  is  to 
demonstrate  to  the  fountain  operators  and  concessionaires  the  soundness 
of  serving  a  pure  fruit  drink  in  place  of  the  synthetic  and  fortified 
preparations  which  have  taken  advantage  of  the  orange  and  lemonade 
desire  of  the  public. 

The  exploitation  of  fresh  fruit  orangeade  and  lemonade  is  important, 
not  alone  because  of  the  amount  of  citrus  fruit  directly  consumed  in 
this  way.  Even  more  significant  is  the  sampling  and  reminder  through 
displays  in  prominent  locations  which  serve  to  keep  oranges  and  lemons 
constantly  and  conspicuously  before  the  people.1 

The  following  statement  concerning  the  sales,  expenses,  and 
advertising  of  the  exchange  during  the  year  ended  October  31, 
1926,  appeared  in  Agricultural  Cooperation  for  December  6, 
J926,  pp.  483-484. 

1  Annual  Report  of  the  General  Manager  of  the  California  Fruit  Growers' 
Exchange,  October  31,  1925,  pp.  5,  7,  8,  14,  15,  and  16. 
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New  records  were  established  by  the  California  Fruit  Growers'  Ex- 
change, Los  Angeles,  during  the  business  year  ending  October  31,  1926. 
Total  shipments  exceeded  those  for  the  1923-24  season  by  about  2,000 
carloads.  Returns,  f.o.b.  California,  amounted  to  $70,744,727,  including 
the  inventory  value  of  the  fruit  on  hand  at  the  close  of  the  year.  The 
above  figure  represents  a  gain  in  dollars  of  more  than  a  half  million 
over  the  next  highest  year.  Shipments  by  the  Exchange  for  the  year 
were  73.2%  of  the  total  citrus  fruit  shipments  from  California.  Orange 
and  grapefruit  shipments  amounted  to  15,485,011  boxes,  and  lemon 
shipments  to  4,819,724  boxes.     F.o.b.  returns  were  $70,744,727. 


The  expense  of  marketing  the  fruit  shipped  was  1.96%  of  the  f.o.b. 
value.  The  deduction  to  cover  the  expenses  of  the  central  exchange 
was  5.48  cents  a  box,  and  the  average  deduction  for  the  district  ex- 
changes' service  was  1.38  cents,  making  a  total  average  deduction  for 
marketing,  exclusive  of  advertising,  of  6.86  cents.  This  was  1.60  cents 
less  than  for  the  preceding  year.  The  deduction  for  advertising  was 
4%  cents  a  box  for  oranges  and  grapefruit  and  7  cents  a  box  for  lemons. 
This  was  the  same  as  for  the  two  preceding  years. 

The  1925-26  advertising  program  included  99,000,000  individual 
advertisements  in  national  magazines;  486,000,000  advertisements, 
featuring  hot  lemonade,  in  275  newspapers;  a  special  newspaper 
campaign  on  Sunkist  oranges  for  the  holidays  in  newspapers  in  73 
cities;  an  orange  campaign  in  220  daily  newspapers  reaching  16,125,296 
people;  and  150,000,000  advertisements  featuring  lemons  for  all-the- 
year  use. 

Bulletins,  wall  charts  and  colored  posters  were  distributed  to  persons 
engaged  in  educational  work. 


About  25%  of  the  advertising  appropriation  was  used  for  dealer 
service  work  in  the  United  States  and  Canada.  Personal  calls  were 
made  on  48,682  fresh  fruit  dealers,  28,796  window  displays  were  in- 
stalled, 272,948  pieces  of  display  material  were  distributed,  4,108 
fountain  displays  were  arranged,  and  218,592  letters  were  mailed  to 
the  trade. 

During  the  year,  6,600  Sunkist  electric  fruit-juice  extractors  were 
sold  at  cost  to  fountains,  hotels,  restaurants,  clubs,  and  individuals. 
The  number  of  extractors  now  in  use  is  more  than  33,600.  It  is  estimated 
that  these  extractors  increased  the  demand  for  oranges  and  lemons  by 
about  4,000  carloads  in  the  year. 

What  is  the  significance  of  the  experience  of  the  California 
Fruit  Growers'  Exchange  in  sales  promotion  and  advertising? 
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7.  Claybon  Company 
sale  of  product  in  packages1 

In  1925  the  Claybon  Company,  which  manufactured  cheese- 
cloth and  similar  textiles,  wished  to  increase  the  sales  of  the 
trade-marked  cheesecloth  which  it  marketed  in  package  form. 
It  was  a  question  whether  the  company  should  direct  its  sales 
promotion  activities  to  consumers  or  to  wholesalers  and  retailers. 

Cheesecloth  was  a  highly  competitive  commodity.  The  Clay- 
bon Company  had  four  large  competitors  manufacturing  cheese- 
cloth equal  in  quality  to  its  own.  The  product  was  used  com- 
monly for  making  polishing,  dusting,  and  straining  cloths,  cur- 
tains, mosquito  netting,  cloths  for  use  in  surgical  work,  and  dairy 
cloths.  New  uses,  however,  constantly  were  being  discovered; 
for  instance,  cheesecloth  had  come  to  be  used  in  making  table- 
cloths, napkins,  and  towels  for  picnics.  The  Claybon  Company 
manufactured  the  cloth  in  13  grades.  The  different  grades  were 
distinguished  by  the  number  of  threads  to  the  square  inch.  The 
retail  prices  for  cheesecloth  varied  from  7  cents  a  yard  for  the 
coarser  grades  to  20  cents  for  the  finer.  The  prices  of  the  pop- 
ular grades  ranged  from  8  cents  to  12  cents  a  yard. 

Prior  to  191 9  the  company's  sales  of  cheesecloth  to  dry-goods 
wholesalers  and  retailers  represented  one-tenth  of  its  total  out- 
put; the  other  nine-tenths  consisted  of  cheesecloth  and  similar 
textiles  sold  directly  to  industrial  users.  At  the  close  of  the 
World  War,  when  the  demand  for  its  product  decreased  50%, 
the  company  found  itself  with  an  expanded  plant.  A  survey  of 
the  markets  indicated  that  the  dry-goods  market  for  cheesecloth 
was  the  only  one  which  might  be  developed  to  take  the  produc- 
tion of  the  company's  surplus  plant  capacity.  The  company's 
distribution  of  cheesecloth  in  retail  trade  had  been  limited  pri- 
marily to  department  stores. 

Until  19 19,  manufacturers  had  sold  cheesecloth  in  bulk  ex- 
clusively. Retailers  bought  it  in  bolts  of  60  yards,  and  from 
these  bolts  they  cut  the  lengths  required  by  their  customers. 
Because  of  the  difficulty  of  cutting  cheesecloth  evenly,  it  was 
estimated  that  customers  generally  received  5%  more  than  they 

1  See  also  New  England  Vessel  Fisheries,  page  195;  Carton  Machinery  Company, 
page  251;  Sucrosa  Sugar  Refining  Company,  page  540;  White  Star  Cereal  Com- 
pany, page  677;  National  Biscuit  Company,  page  723. 
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paid  for.  Cheesecloth  was  a  comparatively  profitable  line  for 
retailers,  but  the  sales  manager  of  the  Claybon  Company  stated 
that  they  did  little  to  promote  its  sale.  The  advertising  man- 
ager of  the  Claybon  Company  suggested  that  the  company  might 
be  able  to  increase  the  sales  of  cheesecloth  by  marketing  it  in 
packages  containing  5  or  10  yards  each.  Use  of  packages  would 
eliminate  waste  from  cutting  and,  by  simplifying  the  retailers' 
work  of  selling,  would  permit  sales  through  types  of  stores  that 
would  not  stock  the  bulk  product. 

Acting  upon  this  suggestion,  the  company  introduced  cheese- 
cloth in  package  form  in  191 9.  Five  of  the  most  popular  grades 
of  cheesecloth  were  selected  and  put  up  in  attractive  packages 
of  two  sizes,  one  containing  10  yards  and  the  other  5  yards. 
The  width  of  the  cheesecloth  contained  in  both  packages  was  36 
inches.  The  retail  price  of  cheesecloth  sold  in  packages  was,  on 
an  average,  1  cent  a  yard  more  than  that  of  cheesecloth  sold  in 
bulk.  Other  manufacturers  of  cheesecloth  followed  the  example 
of  the  Claybon  Company  and  sold  the  same  popular  grades  in 
packages. 

During  the  first  few  years  in  which  the  Claybon  Company 
packed  cheesecloth  in  package  form,  the  annual  percentage  in- 
crease in  cheesecloth  sold  in  package  form  was  greater  than  that, 
of  cheesecloth  sold  in  bulk.  Nevertheless,  in  1924,  three-fourths 
of  the  company's  sales  of  cheesecloth  were  still  in  bulk.  Packaged 
cheesecloth  cost  slightly  more  than  cheesecloth  in  bulk,  because 
of  the  additional  cost  of  the  package,  but  this  cost  was  passed 
on  to  the  consumers,  so  that  the  profit  both  to  the  company  and 
to  the  retailers  remained  the  same.  In  19 19  the  company  sold 
58,000,000  yards  of  cloth,  of  which  52,400,000  yards  were  low- 
grade  textiles  sold  to  miscellaneous  industrial  users  and  5,600,- 
000  yards  were  cheesecloth  sold  to  department  stores  and  dry- 
goods  wholesalers.  Of  the  5,600,000  yards,  the  company  sold 
4,800,000  yards  in  bulk  and  800,000  yards  in  package  form.  In 
1924  the  company's  sales  of  cloth  were  96,000,000  yards,  of 
which  64,000,000  yards  were  low-grade  textiles  sold  to  industrial 
users  and  32,000,000  yards  were  cheesecloth  sold  to  the  dry- 
goods  trade.  Of  the  32,000,000  yards,  8,000,000  yards  repre- 
sented the  sales  of  packaged  cheesecloth. 

Previous  to  the  introduction  of  packaged  cheesecloth,  the 
Claybon  Company  sold  its  cheesecloth  directly  to  department 
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stores  as  well  as  to  a  few  dry-goods  wholesalers.  The  company 
offered  the  same  quantity  discounts  to  all  customers.  With  the 
introduction  of  the  packages,  the  company  changed  its  policy 
with  regard  to  all  sales  of  cheesecloth.  It  continued  to  grant 
quantity  discounts  to  department  stores  and  large  retailers,  but 
gave  a  trade  discount,  which  was  larger  than  any  of  its  quantity 
discounts,  to  dry-goods  wholesalers,  in  order  to  induce  them  to 
promote  sales  of  the  item.  While  a  majority  of  the  retailers  who 
previously  had  stocked  cheesecloth  in  bulk  had  taken  on  the 
additional  line  of  packaged  cheesecloth,  many  retailers  who  were 
prospective  customers  had  not  been  approached  by  dry-goods 
wholesalers.  Such  prospective  customers  included  general  mer- 
chandise stores,  which  were  numerous  in  the  southern  and  west- 
ern states,  hardware  retailers,  and  drug  stores. 

The  Claybon  Company  employed  14  salesmen  who  solicited 
orders  for  its  products.  It  also  employed  7  missionary  salesmen 
to  cooperate  with  the  wholesalers'  salesmen  in  introducing  pack- 
aged cheesecloth  in  localities  where  the  potential  volume  of  sales 
was  considered  sufficient  to  warrant  such  an  expenditure.  The 
company  regarded  the  cost  of  maintaining  these  missionary  sales- 
men as  an  advertising  expense. 

In  addition  to  the  cost  of  its  missionary  salesmen,  the  Claybon 
Company  had  spent  $26,000  in  1924  and  about  $25,000  each 
year  for  the  preceding  five  years  in  advertising  its  cheesecloth; 
it  had  allotted  no  definite  part  of  this  amount,  however,  to  adver- 
tising cheesecloth  in  handy-sized  packages.  It  had  devoted  40% 
of  the  yearly  appropriation  to  advertising  in  trade  publications 
and  had  used  60%  in  direct-mail  advertising  to  retailers  and  in 
dealer  helps.  The  company  was  convinced  that,  although  this 
form  of  advertising  was  slow  in  producing  results,  it  should  be 
continued.  Twenty-six  thousand  dollars  was  more  than  the  com- 
pany wished  to  spend  annually  for  advertising  with  the  existing 
volume  of  sales.  The  company  realized,  however,  that  the  cost 
of  advertising  might  have  to  be  high  in  proportion  to  the  volume 
of  sales  during  the  introductory  period.  The  company  was  of 
the  opinion  that  it  could  devote  a  part  of  the  appropriation  to 
advertising  packaged  cheesecloth  without  interfering  with  the 
sale  of  cheesecloth  in  bulk. 

In  order  to  test  the  value  of  consumer  advertising  of  cheese- 
cloth, the  Claybon  Company,  in  November,  1924,  persuaded  the 
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Cobden  Department  Store  to  carry  a  special  display  of  Claybon 
cheesecloth  in  handy-sized  packages  for  one  week.  The  company 
inserted  a  half-page  advertisement  in  the  local  paper  on  Sunday 
and  the  department  store  displayed  Claybon  cheesecloth  on  two 
counters  during  the  following  week.  During  this  test  period, 
the  department  store  sold  25,000  yards  of  cheesecloth,  which  was 
50%  of  its  previous  yearly  sales.  The  advertising  manager  of 
the  Claybon  Company  did  not  know  how  much  of  the  increase 
had  been  caused  by  the  newspaper  advertising,  but  he  believed 
that  the  attractiveness  of  the  packages  and  the  conspicuousness  of 
the  display  were  of  greater  influence  than  the  newspaper  adver- 
tisements. 

In  order  to  make  a  more  thorough  test  of  the  value  of  con- 
sumer advertising,  the  advertising  manager,  in  January,  1925, 
recommended  an  additional  appropriation  of  $10,000  to  be  de- 
voted to  local  advertising  of  cheesecloth  in  a  single  large  city. 
He  proposed  to  develop  the  sale  of  cheesecloth  by  suggesting  to 
housewives  new  uses  for  it.  By  educating  consumers  to  regard 
cheesecloth  as  a  household  necessity,  he  hoped  to  induce  drug- 
gists and  hardware  dealers  to  carry  packaged  cheesecloth.  Those 
retailers  were  unwilling  to  carry  cheesecloth  in  bulk,  but  the 
convenience  of  the  handy-sized  packages  could  be  expected  to 
remove  most  of  their  objections.  The  advertising  manager 
planned  to  conduct  this  campaign  for  nine  months,  commencing 
with  intensive  advertising  in  the  spring,  allowing  the  advertising 
to  decrease  during  the  summer  months,  and  finishing  the  cam- 
paign with  increasing  amounts  in  the  fall.  Advertising  directly 
to  consumers  in  that  locality  would  be  continued  after  the  cam- 
paign had  terminated,  because  the  advertising  manager  believed 
that  satisfactory  results  could  not  be  secured  if  the  advertising 
were  cut  off  abruptly. 

The  sales  manager  was  convinced  that  the  $10,000  might  be 
used  to  better  advantage  in  soliciting  orders  directly  from  retail- 
ers by  means  of  additional  missionary  salesmen  or  by  means  of 
direct-mail  advertising.  The  Claybon  Company  already  had 
300  retail  and  500  wholesale  accounts;  the  sales  manager  advo- 
cated undertaking  to  increase  sales  to  those  accounts  by  educat- 
ing the  retailers  to  the  new  uses  for  cheesecloth  and  to  the 
value  of  advantageous  display,  and  by  furnishing  dealer  helps 
to  retailers  and  wholesalers. 
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The  Claybon  Company  decided  not  to  appropriate  $10,000 
for  a  test  campaign  of  consumer  advertising,  and,  for  the  present, 
to  concentrate  on  advertising  in  trade  papers,  on  missionary  sales 
work,  and  on  dealer  helps,  with  the  aim  of  improving  relations 
with  dry-goods  wholesalers  and  retailers. 

The  company  also  introduced  a  package  containing  three 
"handicloths,"  each  a  yard  in  length.  It  was  expected  that  hard- 
ware stores,  drug  stores,  and  automotive  equipment  stores  would 
be  more  willing  to  carry  packages  of  this  size  than  those  of  the 
larger  sizes. 

Was  the  company  warranted  in  seeking  to  expand  the  sales  of 
its  product  in  packages? 


8.   Geyser  Oil  Refining  Company 
sale  of  product  in  packages 

During  the  first  eight  months  of  1923,  the  Geyser  Oil  Refining 
Company's  sales  of  motor  oil  in  tins  constituted  but  6%  of  its 
total  sales  of  motor  oil.1  The  advertising  manager  was  of  the 
opinion  that  the  company  should  attempt  to  sell  a  larger  propor- 
tion of  its  oil  in  tins.  Larger  sales  of  tinned  oil,  he  maintained, 
would  permit  a  closer  tie-in  between  the  company's  advertising 
and  its  product,  and  would  reduce  the  extent  to  which  retailers 
substituted  other  oil  for  the  company's  oil.  The  sales  manager, 
on  the  other  hand,  was  convinced  that  many  consumers  were 
unwilling  to  pay  the  price  differential  between  tinned  oil  and  oil 
in  bulk  and  that  much  of  the  effort  that  would  be  required  to 
increase  sales  of  tinned  oil  would  be  wasted. 

The  Geyser  Oil  Refining  Company  had  begun  to  distribute 
high-grade  gasoline  and  motor  oil  in  191 1.  The  gasoline,  under 
the  trade  name  "Geyser,"  was  sold  in  the  eastern  part  of  the 
United  States  only.  In  191 1,  95%  of  the  company's  motor  oil, 
which  was  called  "Lubrikol,"  was  sold  to  dealers  in  bulk  from 
tank  wagons  and  in  drums;  $%  was  put  up  in  5 -gallon  and 
1 -gallon  tins.  A  drum  was  a  metal  container  holding  from  50 
to  52  gallons;  a  half-drum  contained  30  gallons,  and  a  quarter- 
drum  15  gallons.    Sales  of  Lubrikol  in  tins  gradually  increased, 

1  See  also  Raritan  Oil  &  Refining  Company,  page  84. 
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until,  in  191 7,  they  represented  about  10%  of  the  company's 
total  sales  of  motor  oil. 

During  the  five  years  from  191 8  to  1923  there  was  a  large 
increase  in  the  number  of  gasoline  and  oil  filling  stations  oper- 
ated by  refining  companies  and  distributing  companies.  At  those 
stations  the  demand  for  motor  oil  in  tins  was  comparatively  small ; 
automobile  owners  apparently  preferred  to  purchase  bulk  oil 
to  be  poured  immediately  into  the  engines  of  their  cars  by  the 
attendants  at  the  stations  rather  than  to  buy  oil  in  tins. 

In  1923  the  Geyser  Oil  Refining  Company  had  700  wholesale 
branches  from  which  it  delivered  oil  and  gasoline.  All  those 
branches  were  in  the  eastern  part  of  the  United  States;  the 
company's  sales  in  the  West  and  South  were  not  sufficient  to  war- 
rant the  maintenance  of  wholesale  branches  there.  In  densely 
populated  sections  in  the  East  the  branches  were  situated  at 
30-mile  intervals;  in  sections  less  densely  populated  they  were 
farther  apart. 

The  company's  salesmen  who  operated  from  these  branches 
sold  oil  and  gasoline  in  bulk,  and  oil  in  drums  and  tins,  to  garages, 
filling  stations,  hardware  stores,  and  automobile  accessory  stores. 
Sales  to  hardware  stores  and  accessory  stores  represented  less 
than  1%  of  the  company's  total  sales  of  motor  oils.  In  densely 
populated  sections,  a  salesman  called  on  each  retail  distributor 
once  a  week;  elsewhere  the  period  between  salesmen's  visits  varied 
from  two  weeks  to  a  month.  Tank  wagons  were  used  in  dis- 
tributing bulk  oil  and  gasoline  to  retailers  located  within  reason- 
able distances  from  the  branches.  Retailers  in  localities  remote 
from  the  branches  purchased  oil  in  drums.  The  company  some- 
times sold  fractional  drums  of  oil  directly  to  large  industrial  users 
and  to  individuals  for  use  in  their  garages.  Such  sales,  however, 
amounted  to  less  than  1  %  of  the  total  sales  of  Lubrikol. 

In  the  East  the  Geyser  Oil  Refining  Company  also  owned  and 
operated  100  retail  filling  stations.  The  company  was  adding 
new  stations  gradually,  but  the  sales  at  its  stations  represented 
only  a  small  part  of  its  total  sales.  Lubrikol,  for  instance,  was 
sold  by  about  40,000  retailers  in  the  United  States.  Approxi- 
mately half  as  many  retailers  sold  Geyser  gasoline. 

Although  it  sold  no  gasoline  in  the  Middle  West  or  South,  the 
company  maintained  salesmen  in  those  territories  to  sell  Lubrikol 
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in  drums  to  retailers.  Shipments  were  made  directly  from  the 
company's  refineries. 

On  the  Pacific  Coast,  Lubrikol  was  distributed  by  three  whole- 
salers who  sold  that  brand  of  oil  exclusively.  Since  those  whole- 
salers were  at  liberty  to  select  their  own  methods  of  distribution, 
changes  in  the  sales  policies  of  the  Geyser  Oil  Refining  Company 
were  not  assured  of  immediate  or  uniform  adoption  in  that  section 
of  the  United  States.  The  three  wholesalers  advertised  locally, 
and  also  secured  the  benefit  of  the  Geyser  Oil  Refining  Company's 
national  advertising. 

The  Geyser  Oil  Refining  Company  had  established  a  wholesale 
price  differential  between  oil  in  tins  and  oil  in  bulk  adequate  to 
cover  the  additional  packaging  and  distribution  costs  of  the  tinned 
oil.  The  wholesale  list  price  per  gallon  for  bulk  oil  was  55  cents; 
for  oil  in  drums,  60  cents;  for  oil  in  5-gallon  tins,  71  cents;  and 
for  oil  in  1 -gallon  tins,  75  cents.  The  company  did  not  advertise 
retail  prices,  but  suggested  that  the  retailers  observe  the  follow- 
ing prices:  25  cents  per  quart;  90  cents  per  single  gallon;  85 
cents  per  gallon  for  5-gallon  lots  in  bulk,  whether  purchased  by 
the  retailer  in  drums  or  from  tank  wagons;  $5.10  for  5-gallon 
tins;  and  $1.30  for  1 -gallon  tins.  Filling  stations  owned  by  the 
Geyser  Oil  Refining  Company  sold  the  products  of  that  company 
only  and  adhered  to  the  suggested  retail  prices  for  tinned  oil. 
Other  retailers,  however,  in  numerous  instances  cut  prices  on  oil 
in  tins.  Occasionally  price-cutting  became  so  serious  that  retailers 
were  unable  to  sell  tinned  oil  at  a  profit.  The  retail  prices  of  the 
bulk  oil,  on  the  other  hand,  showed  little  variation. 

The  total  sales  of  the  company  in  1922  had  amounted  to 
$180,000,000.  The  advertising  appropriation  was  $1,500,000. 
This  amount  included  expenditures  for  road  signs,  billboards, 
circulars,  magazine  advertisements,  and  for  all  other  forms  of 
publicity.  Although  the  company  sold  other  petroleum  products, 
the  emphasis  of  the  advertising  was  on  Geyser  gasoline  and 
Lubrikol. 

In  1922  the  chemists  of  the  Geyser  Oil  Refining  Company 
had  developed  a  new  type  of  motor  oil,  which  happened  to  have 
a  distinctive  color.  In  order  to  take  advantage  of  that  feature, 
the  company  emphasized  the  color  in  advertisements  and  devised 
a  road-side  oil  pump  with  a  glass  cylinder  from  which  oil  was 
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drawn  for  customers.  Through  the  use  of  that  pump  the  com- 
pany hoped  to  discourage  substitution  of  inferior  oil  for  Lubrikol 
and  to  permit  identification  of  the  product  without  the  use  of 
packages.  The  company  had  not  installed  the  new  pumps  in 
its  rilling  stations  to  replace  existing  equipment,  but  had  leased 
new  pumps  to  retailers  who  desired  them. 

In  1922  the  company  also  had  developed  a  new  type  of  can 
which  was  easy  to  handle  without  soiling  the  hands.  Cans  of  this 
type  could  be  manufactured  readily  in  a  2 -quart  size,  which  was 
expected  to  prove  popular  because  of  its  handiness.  In  the 
summer  of  1923,  the  company's  salesmen  made  a  special  effort 
to  stock  garages,  filling  stations,  hardware  stores,  automobile 
accessory  stores,  and  other  retail  firms  with  the  2 -quart  tins. 
The  price  of  the  new  2 -quart  can  of  oil  was  45  cents  to  retailers; 
the  company  suggested  65  cents  as  the  resale  price.  The  company 
allowed  each  retailer  a  maximum  quantity  discount  of  10%  on 
purchases  of  oil  in  tins  if  his  total  purchases  of  oil  in  that  form 
during  the  year  aggregated  750  gallons.  On  oil  in  bulk  or  in 
drums,  total  purchases  of  1,250  gallons  were  necessary  to  secure 
this  discount. 

In  an  effort  to  develop  demand  for  the  new  2 -quart  can,  the 
company's  magazine  advertising  in  the  summer  of  1923  stressed 
the  convenience  of  that  container.  Sales  of  tinned  oil,  however, 
for  July  and  August  did  not  increase  over  the  total  for  the  same 
months  in  1922,  although  sales  of  bulk  oil  increased  60%.  Tinned 
oil  constituted  about  6%  of  the  total  sales  of  Lubrikol  during  the 
first  8  months  of  1923. 

The  advertising  manager  favored  the  sale  of  a  greater  portion 
of  the  output  of  Lubrikol  in  tins.  He  deemed  it  necessary  to 
market  as  much  oil  as  possible  in  this  way  in  order  to  prevent 
substitution  and  to  afford  a  close  tie-in  between  the  advertising 
and  the  product.  He  was  of  the  opinion  that  many  retailers  made 
a  practice  of  putting  into  their  own  tanks  or  drums  oil  on  which 
their  gross  margin  was  larger  than  on  advertised  brands  and 
selling  that  oil  for  whatever  brand  was  requested. 

A  competitor  of  the  Geyser  Oil  Refining  Company,  the  Eureka 
Oil  Company,  produced  Parex  Motor  Oil.  Since  that  company 
did  not  sell  gasoline,  it  was  unable  economically  to  operate  whole- 
sale branches  and  tank  wagons  except  in  New  York  City.    That 
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company  had  advertised  extensively  over  a  period  of  years,  with 
emphasis  on  tinned  oil.  As  a  result,  in  1922  its  sales  of  motor 
oil  in  tins  were  estimated  to  be  about  half  the  total  sales  of  oil 
in  that  form  in  the  United  States.  The  Eureka  Oil  Company  also 
sold  a  large  volume  in  bulk,  which,  except  in  metropolitan  New 
York,  was  distributed  to  retailers  in  drums.  On  Parex  oil  in 
drums  the  retailers'  gross  margin  was  slightly  less  than  on  Lubri- 
kol  purchased  from  tank  wagons.  So  strong,  however,  was  the 
demand  from  consumers  for  Parex  Motor  Oil  that  many  filling 
stations  stocked  it  as  an  additional  brand. 

The  sales  manager  of  the  Geyser  Oil  Refining  Company  con- 
sidered it  inadvisable  to  attempt  to  increase  the  proportion  of  oil 
sold  in  tins.  He  held  the  opinion  that  consumer  resistance  to 
its  purchase  in  this  form  was  strong  because  bulk  oil  could  be 
obtained  more  conveniently  and  more  cheaply  from  filling  sta- 
tions, and  because  free  crank  case  service  was  increasing.  Be- 
cause of  the  cost  of  the  containers,  retailers  ordinarily  were  not 
called  upon  to  fill  crank  cases  with  oil  from  tins.  The  sales  man- 
ager believed  a  large  majority  of  motorists  never  demanded  a 
particular  brand.  He  expected  waste  effort,  consequently,  if 
oil  in  tins  was  stressed  in  the  company's  advertising.  To  dis- 
courage substitution,  and  to  create  consumer  preference,  he 
believed  Lubrikol  should  be  advertised  with  emphasis  on  its  dis- 
tinctive color. 


9.  Bigelow  Furniture  Company 

sales  promotion 

The  Bigelow  Furniture  Company  manufactured  solely  upon 
special  orders.1  It  was  a  long-established  firm,  and,  in  1922, 
was  one  of  the  largest  producers  of  special-order  furniture  in  the 
United  States.  Its  sales  volume  had  increased  gradually  with 
little  direct  sales  effort;  sales  in  192 1  were  approximately  $350,- 
000.  The  company  reproduced  any  piece  or  suite  of  furniture 
desired  by  customers  and  was  prepared  to  design  suites  to  har- 
monize with  any  specified  chair,  table,  or  other  piece.  Many  of 
the  desks,  chairs,  and  tables  which  the  company  manufactured 

1  Sec  also  Oriole  Company,  page  460. 


536  PROBLEMS  IN  MARKETING 

required  carving,  and  much  of  the  panel  work  required  artistic 
painting.  The  company  had  sold  several  pieces  for  more  than 
$2,000  apiece,  and  a  large  number  of  pieces  for  several  hundred 
dollars  each.  Hinges  and  other  metal  parts  requiring  special 
work  were  made  at  the  company's  plant.  The  company  employed 
six  designers  and  eight  skilled  workmen  who  made  carvings  from 
original  designs  as  well  as  replicas  of  figures  appearing  in  pieces 
of  foreign  furniture.  All  painting  on  the  furniture  was  done  by 
hand. 

In  1922  the  executives  of  the  company  were  considering  the 
advisability  of  employing  additional  salesmen  to  solicit  orders 
from  interior  decorators  and  from  retailers  selling  high-grade 
furniture.  Practically  every  year,  for  a  long  period,  the  company 
had  obtained  a  single  order  amounting  to  from  $100,000  to 
$200,000,  so  that  with  the  small  orders  it  received  it  had  been 
able  to  maintain  a  satisfactory  volume  of  operations.  Since  the 
company  could  not  be  sure  of  continuing  to  receive  a  large  order 
each  year,  a  few  of  the  executives  were  of  the  opinion  that  the 
company  should  plan  to  obtain  adequate  sales  independently  of 
any  extremely  large  orders  which  might  be  received. 

In  the  10  years  from  1890  to  1900  the  Bigelow  Furniture 
Company  had  sent  pieces  produced  at  its  plant  to  the  furniture 
exhibitions  held  in  Grand  Rapids,  Michigan.1  The  company  had 
been,  in  fact,  one  of  the  first  companies  to  send  furniture  from 
outside  of  Grand  Rapids  to  the  exhibitions  held  there.  In  1900, 
however,  the  company  had  concluded  that  few  buyers  who  were 
interested  in  special-order  furniture  attended  the  exhibitions,  and 
that  the  business  which  the  company  obtained  by  taking  part  in 
the  exhibitions  was  not  sufficient  to  warrant  incurring  the  cost. 

After  deciding  not  to  continue  to  take  part  in  the  Grand  Rapids 
exhibitions,  the  Bigelow  Furniture  Company  had  employed  two 
salesmen  for  several  years.  Those  salesmen  had  traveled  widely, 
calling  chiefly  on  interior  decorators.  The  company  finally  had 
decided  that  this  sales  effort  was  unnecessary,  on  the  ground  that 
the  interior  decorators  who  placed  orders  with  the  company  would 
do  so  without  the  solicitation  of  salesmen. 

In  1922  the  company  had  an  office  and  display  room  in  New 
York  City  in  which  it  exhibited  several  thousand  dollars  worth 

1  Sec  Tourainc  Company,  page  549. 
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of  the  finest  pieces  of  furniture  that  it  had  manufactured.  That 
office  was  in  charge  of  a  salesman  who  was  also  an  able  designer. 
He  had  many  photographs  and  drawings  showing  the  work  done 
by  the  company.  He  himself  designed  furniture  for  customers 
and  was  so  busy  consulting  with  interior  decorators,  architects, 
and  owners  of  large  estates  that  he  had  time  in  the  course  of  a 
year  to  call  on  but  10  or  12  of  the  numerous  interior  decorators 
in  New  York  City. 

In  Chicago,  the  company  had  a  representative  who  worked  on 
a  commission  basis.  He  also  represented  several  other  companies 
selling  supplies  to  interior  decorators.  In  California,  the  com- 
pany had  a  representative  who  made  one  sales  trip  a  year,  visiting 
the  principal  interior  decorators  of  Washington,  Idaho,  Oregon, 
and  California.  That  man  also  represented  several  other  com- 
panies. 

Sales  to  high-class  hotels  were  a  substantial  part  of  the  Bigelow 
Furniture  Company's  business.  Hotels  in  Baltimore,  Washing- 
ton, New  York  City,  Chicago,  San  Francisco,  and  other  large 
cities  had  purchased  their  lobby,  ballroom,  and  reception  room 
furniture  from  the  company.  The  company  had  obtained  those 
orders  with  little  sales  effort.  The  first  few  hotel  orders  had  been 
obtained  from  the  interior  decorators  who  were  in  charge  of  the 
work  of  furnishing  the  hotels,  but  since  then  the  managers  of 
other  hotels  had  come  directly  to  the  company.  The  contract 
departments  of  several  large  department  stores  in  New  York  City 
and  Philadelphia  secured  much  of  their  furniture  for  decorating 
hotels,  clubs,  and  large  residences  from  the  company. 

Several  interior  decorators  located  in  different  sections  of  the 
United  States,  who  took  contracts  for  the  decoration  of  only  one 
or  two  large  residences,  a  hotel,  or  a  club  during  the  course  of  a 
year,  customarily  bought  their  furniture  from  the  Bigelow  Furni- 
ture Company.  In  some  instances,  the  company  contracted  with 
the  interior  decorators,  but  generally  it  contracted  directly  with 
the  persons  who  were  having  the  decorative  work  done.  The 
company's  terms  of  sale  were  2  %  for  cash  in  10  days,  net  30  days. 

The  company  did  not  plan  to  keep  furniture  in  stock  or  to  build 
furniture  of  standard  designs,  even  if  it  increased  its  sales  volume 
by  employing  additional  salesmen  to  visit  interior  decorators  and 
retailers.  The  company  would  continue  to  manufacture  upon  spe- 
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cial  orders  only.  However,  if  enough  orders  were  received  for 
furniture  of  the  same  type,  it  might  be  feasible  for  the  company 
to  adopt  some  of  the  manufacturing  methods  used  by  companies 
producing  large  quantities  of  furniture  for  stock. 

The  Bigelow  Furniture  Company,  however,  did  not  want  to 
make  any  changes  which  would  alter  the  type  of  work  done  in  its 
plant.  The  plant  was  equipped  to  do  special-order  work  and  the 
employees  were  skilled  in  that  type  of  work.  Many  of  the  em- 
ployees had  been  with  the  company  for  20,  30,  or  40  years.  The 
company  was  unwilling  to  manufacture  on  a  quantity  basis.  For 
these  reasons,  the  management  recognized  that  it  might  be  inad- 
visable to  increase  the  cost  of  selling  by  employing  additional 
salesmen.  The  number  of  customers  who  could  afford  to  purchase 
the  grade  of  furniture  which  the  company  manufactured  was  com- 
paratively small. 

Should  the  Bigelow  Furniture  Company  have  employed  a  larger 
sales  force  in  order  to  solicit  orders  more  aggressively? 


10.  Owl  Fiber  Rug  Company 
sales  promotion 

In  common  with  many  other  manufacturers,  the  Owl  Fiber 
Rug  Company  experienced  serious  difficulty  in  192 1  in  maintain- 
ing its  volume  of  sales  on  a  profitable  basis;  not  only  were  gen- 
eral business  conditions  adverse,  but  the  competition  of  several 
other  manufacturers  of  floor  coverings  at  that  time  was  par- 
ticularly severe.  In  addition  to  this  competition,  sales  of  such 
products  as  Congoleum  were  cutting  into  the  business  of  the  Owl 
Fiber  Rug  Company  in  spite  of  the  fact  that  the  prices  of  Owl 
rugs  were  less  than  the  prices  for  oil-surfaced  floor  coverings 
size  for  size.  One  large  company,  for  example,  manufacturing 
a  trade-marked,  oil-surfaced  floor  covering,  had  expended  an 
aggregate  amount  of  more  than  $1,000,000  in  advertising  its 
product  during  the  preceding  five  years,  and  a  large  increase  in 
sales  had  resulted. 

The  Owl  Fiber  Rug  Company  manufactured  fiber  rugs,  car- 
pets, and  art  squares,  also  half-wool  fiber  rugs.  The  company's 
plant  was  located  in  a  suburb  of  Philadelphia,  and  its  sales 
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office  was  in  New  York  City.  Capitalization  was  $500,000,  and 
sales  normally  were  upwards  of  $1,000,000  per  year.  The  prod- 
uct was  sold  to  department  stores  and  to  wholesalers  for  resale 
chiefly  to  furniture  stores  and  general  merchandise  stores.  The 
bulk  of  the  sales  were  made  at  the  office  in  New  York  City,  and 
the  selling  expense  was  approximately  4%  of  net  sales.  A  sub- 
stantial increase  in  sales  at  any  time  would  have  made  it  possible 
to  effect  small  economies  in  the  company's  factory. 

The  Owl  rugs  that  were  sold  in  largest  quantity  were  woven 
from  specially  spun  paper  yarn  with  cotton  warps,  or  from  a 
mixture  of  wool  and  paper  yarn  and  cotton  warps.  The  yarn  was 
dyed  before  weaving,  and  the  rugs  consequently  were  reversible, 
their  wearing  qualities  thus  being  increased.  The  Owl  Fiber 
Rug  Company  had  been  particularly  successful  in  developing 
attractive  designs  in  fast  colors.  Its  rugs  were  superior  in  appear- 
ance and  wearing  qualities  to  old-fashioned  straw  matting  im- 
ported from  the  Orient,  and  in  these  respects  they  were  at  least 
equal  to  the  cheap  grades  of  oil-surfaced  floor  coverings. 

Although  Owl  rugs  were  sold  occasionally  for  summer  cottages 
and  for  use  by  well-to-do  consumers  who  placed  their  oriental 
rugs  in  storage  for  the  summer  months,  they  were  less  suited  to 
that  purpose  than  domestic  grass  rugs,  and  the  bulk  of  the  sales 
of  Owl  rugs  were  made  to  small  home  owners  and  industrial 
workers  for  inside  all-the-year-round  use;  the  latter  type  of  trade 
the  company  was  most  desirous  of  increasing.  In  endeavoring 
to  make  sales  to  this  class  of  consumers,  whose  individual  buying 
power  was  relatively  small,  the  Owl  Fiber  Rug  Company  realized 
that  its  rugs  were  forced  to  contend  not  only  with  competing  floor 
coverings  but  also  with  furniture,  phonographs,  electrical  ap- 
pliances, and  hundreds  of  other  articles  that  were  daily  being 
urged  upon  the  attention  of  consumers.  The  competition  with 
other  floor  coverings  was  complicated  by  the  preference  of  many 
retailers  and  their  salesmen  to  sell  all-wool  rugs  rather  than  fiber 
rugs.  The  Owl  Fiber  Rug  Company  had  not  succeeded  generally 
in  securing  the  active  cooperation  of  retailers  in  pushing  the 
sales  of  fiber  rugs. 

Although  the  Owl  Fiber  Rug  Company  never  had  advertised 
except  to  retailers  through  trade  papers,  for  several  years  its 
Owl  trade-mark  had  been  attached  to  all  its  products.  This 
trade-mark  was  a  small  design  that  readily  could  be  removed  by 
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the  consumer  without  injury  to  the  rug.  Because  of  its  low  sell- 
ing prices  and  the  desirability  of  keeping  the  prices  as  low  as 
possible,  the  company  had  not  deemed  it  expedient,  prior  to 
192 1,  to  advertise  its  product  extensively  to  consumers.  In 
November,  192 1,  the  president  advised  the  board  of  directors 
that  the  company  should  inaugurate  an  aggressive  selling  plan 
with  an  initial  advertising  appropriation  of  $50,000  for  the  year 
1922. 

Was  the  Owl  Fiber  Rug  Company  warranted  in  undertaking 
an  aggressive  sales  plan? 


11.  Sucrosa  Sugar  Refining  Company 
advertising 

Prior  to  191 1,  sugar  was  sold  in  bulk  only.  The  cane  sugar 
of  one  refinery  generally  was  indistinguishable  in  quality  and 
taste  from  that  of  any  other  cane  sugar  refinery.  The  margin  of 
profit  for  refineries  was  small;  occasionally  competition  and 
fluctuations  in  prices  of  raw  sugar  destroyed  the  profit  alto- 
gether. None  of  the  refineries  conducted  consumer  advertising 
for  bulk  sugar. 

With  the  introduction  of  packaged  sugar,1  in  191 1,  the  Amer- 
ican Sugar  Refining  Company  began  a  campaign  of  national 
advertising  to  develop  its  Domino  brand  of  sugar  and  syrup. 
Like  several  other  refiners,  however,  the  Sucrosa  Sugar  Refining 
Company,  although  it  sold  sugar  in  packages,  decided  not  to 
advertise  to  consumers.  In  1924  the  differential  in  price  between 
bulk  and  packaged  sugar  was  increased,  and  the  question  of 
advertising  again  was  brought  to  the  attention  of  the  manage- 
ment of  the  Sucrosa  Sugar  Refining  Company. 

The  plant  of  the  Sucrosa  Sugar  Refining  Company  was  in 
New  York,  on  the  Hudson  River.  The  company  produced  ap- 
proximately 5  %  of  the  total  sugar  consumed  in  the  United  States. 
Ninety  per  cent  of  the  company's  production  was  consumed  in 
the  North  Atlantic  and  New  England  states.  The  company  sold 
two-thirds  of  its  production  to  wholesalers  and  chain-store  com- 
panies and  one-third  to  industrial  users,  such  as  confectioners, 

1See  also  Claybon  Company,  page  527;  Geyser  Oil  Refining  Company,  page  531. 
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Exhibit  i 

Production  and  Sales  of  Sucrosa  Sugar  Refining 
Company,  1923-1924 
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Particulars 

1923 

Proportion 
of  Total 
Net  Sales 

1924 

Proportion 
of  Total 
Net  Sales 

Pounds 

Pounds 

Total  production 

Sold  in  bulk 

Sold  in  packages 

Sold  to  manufacturers. .  .  . 

Sold  to  wholesalers  (total) 

Sold  to  wholesalers  (bulk 

only) 

415,231,000 
365,403,000 
49,828,000 
138,410,000 
276,821,000 

226,993,000 

100% 
88 
12 

33lA 
66% 

55 

473,631,000 
414,427,000 
59,204,000 
157,877,000 
3i5,754,ooo 

256,550,000 

100% 
87.5 
125 
SsVs 
66% 
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bakers,  ice  cream  manufacturers,  and  soft  drink  manufac- 
turers. The  minimum  order  which  the  company  accepted  was 
100  barrels  a  month.  In  1923,  12%  of  the  company's  total 
production  was  sold  in  packages,  and  in  1924,  12.5%.  Exhibit 
1  gives  the  company's  production  and  sales  for  1923  and  1924. 

The  company's  six  salesmen  spent  90%  of  their  time  in  the 
sales  office,  keeping  customers  informed  of  market  changes  by 
telephone  and  correspondence.  The  larger  purchasers  came  into 
the  office  to  obtain  information  and  to  place  orders,  while  the 
smaller  ones  usually  placed  orders  by  telephone,  telegraph,  or 
correspondence.  Occasionally,  salesmen  visited  wholesalers  and 
manufacturers  for  the  purpose  of  establishing  better  relations; 
some  orders  were  received  in  this  way.  Price  changes  made  by 
any  refinery  generally  were  met  by  competing  refineries  within 
a  short  time.  Sales  in  the  sugar  trade  depended  largely  upon  the 
personal  relations  between  salesmen  and  customers  and  upon 
the  service  given. 

Customers  were  allowed  to  place  orders  30  days  before  deliv- 
ery and  were  billed  at  the  market  price  when  the  orders  were 
placed.  Wholesalers  occasionally  sold  the  sugar  to  retailers  at 
the  billed  price  to  themselves,  taking  only  the  2%  cash  discount 
allowed  by  the  manufacturer.  Retailers  usually  took  a  small 
mark-up  on  sugar.  Ordinarily,  wholesalers  and  retailers  both 
estimated  that  they  sold  the  item  at  a  net  loss. 

In  191 1,  the  American  Sugar  Refining  Company  had  begun 
to  sell  sugar  in  one-pound,  two-pound,  and  five-pound  packages 
under  the  trade  name  "Domino."     This  policy  soon  had  been 
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followed  by  other  large  sugar  companies,  including  the  Sucrosa 
Sugar  Refining  Company. 

Refineries  sold  sugar  on  a  basis  of  ioo-pound  bags.  With  the 
development  of  trade-marked  packages,  the  refineries  had 
adopted  the  policy  of  charging  a  differential  of  40  cents  per  100 
pounds  on  sugar  in  packages.  When  this  differential  was  intro- 
duced, the  companies  had  expected  that  it  would  cover  the  cost 
of  packaging,  but  by  1923  they  had  discovered  that,  while  it 
did  cover  the  direct  cost  of  packaging,  it  did  not  absorb  the 
extra  overhead  cost.  In  1924,  consequently,  the  differential  had 
been  increased  to  60  cents,  which  was  sufficient  to  cover  the 
overhead  cost  and  the  direct  cost  of  packaging.  Consumers  ap- 
peared to  be  unwilling  to  pay  more  than  one-half  cent  a  pound 
extra  for  sugar  in  packages. 

Of  the  sugar  consumed  in  the  United  States,  approximately 
15%  was  beet  sugar  and  85%  cane  sugar.  In  1924,  about  42 
companies  were  operating  100  factories  for  the  production  of 
beet  sugar,  and  about  12  companies  on  the  Atlantic  Coast  and 
2  on  the  Pacific  Coast  were  refining  cane  sugar.  During  the 
period  from  191 1  to  1925  the  Sucrosa  Sugar  Refining  Company, 
which  never  had  advertised  its  product,  had  increased  its  per- 
centage of  total  production  from  1%  to  5%. 

The  Sucrosa  Sugar  Refining  Company  contemplated  the  ad- 
visability of  making  an  appropriation  to  carry  on  consumer 
advertising  of  packaged  sugar  in  1925  similar  to  the  advertising 
done  by  the  American  Sugar  Refining  Company.  The  Sucrosa 
Sugar  Refining  Company  had  not  made  any  profit  since  1922, 
largely  because  of  the  extreme  fluctuations  in  prices  of  raw 
sugar  and  the  keen  competition  among  refineries.  The  reports 
of  the  American  Sugar  Refining  Company  indicated  that  adver- 
tising tended  to  increase  its  sales  of  packaged  sugar  more  rapidly 
than  its  sales  of  bulk  sugar  increased.  If  the  Sucrosa  Sugar 
Refining  Company  were  to  have  increased  its  sales  of  sugar  in 
packages,  it  would  have  found  it  necessary  to  purchase  addi- 
tional packaging  equipment. 

The  company  decided  not  to  advertise.  In  the  opinion  of  the 
management,  the  sale  of  packaged  sugar  did  not  offer  a  margin  of 
profit  sufficient  to  justify  such  an  expenditure;  the  refinery's  gross 
margin  on  packaged  sugar  was  no  greater  than  on  bulk  sugar. 
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12.  Buckner  Textile  Machinery  Company 
advertising  textile  machinery 

In  the  summer  of  1924  the  executives  of  the  Buckner  Textile 
Machinery  Company  found,  upon  investigation,  that  the  com- 
pany's advertising  in  trade  journals  had  been  carried  on  for  over 
10  years  with*  no  traceable  results. 

The  company  manufactured  all  types  of  machinery  used  in 
the  various  steps  of  cotton  manufacturing  up  to  the  stage  where 
the  cotton  yarn  went  to  the  looms.  Of  the  2,200  cotton  textile 
mills  in  the  United  States,  about  half  were  customers  of  the  com- 
pany. Of  the  cotton  preparing  and  spinning  machinery  sold  in 
the  United  States,  the  Buckner  Textile  Machinery  Company 
manufactured  approximately  40%;  its  largest  competitor,  Smith 
and  Company,  produced  about  40%,  and  three  smaller  organiza- 
tions supplied  the  remainder. 

The  assistant  treasurer,  the  plant  superintendent,  and  7  sales- 
men of  the  company  sold  the  larger  part  of  its  output.  The 
remainder  of  the  sales  were  made  by  the  company's  12  "ex- 
perts," who  furnished  installation  and  repair  service  to  users 
of  Buckner  textile  machinery.  With  a  few  scattered  exceptions, 
cotton  mills  were  located  in  the  southern,  middle  Atlantic,  and 
New  England  states.  Because  of  the  small  number  of  possible 
customers  and  the  large  size  of  the  orders,  which  averaged  about 
$35,000,  the  salesmen  could  keep  informed  of  the  machinery 
needs  of  all  active  and  potential  customers.  The  company  at- 
tempted to  have  one  of  its  salesmen  call  on  each  cotton  mill  in 
the  United  States  at  least  once  a  year.  In  instances  where  a 
salesman  knew  that  a  mill  would  not  be  in  the  market  for  ma- 
chinery for  a  period  of  years,  he  did  not  call  so  frequently. 
When  a  textile  mill  was  building  additions  to  its  plant,  it  often 
asked  the  Buckner  Textile  Machinery  Company  to  send  sales- 
men to  give  estimates  upon  the  cost  of  equipping  the  new  plant. 

For  at  least  four  years  prior  to  1925,  the  company  had  spent 
about  $20,000  annually  for  advertising.  Of  this  sum,  approxi- 
mately $12,000  was  used  for  direct-mail  advertising,  and  $8,000 
for  advertising  in  the  trade  journals  of  the  cotton  textile  manu- 
facturing industries  and  in  year-books  of  textile  schools. 

Direct-mail  advertising  consisted  almost  entirely  of  the  com- 
pany's biennial  catalog  of  about  225  pages  and  the  supplements 
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to  it  which  were  issued  between  editions.  The  catalog  was 
printed  on  a  good  grade  of  coated  paper  and  was  well  bound  in 
an  imitation  leather  binding.  The  catalog  contained  a  brief 
description  of  all  machines  manufactured  by  the  company  and 
cuts  of  a  majority  of  them.  In  addition  to  the  data  on  Buckner 
machinery,  the  catalog  contained  miscellaneous  information 
about  textile  machinery  and  its  uses,  such  as  a  description  of 
the  method  of  calculating  the  speed  of  gears  and  pulleys,  and  a 
short  treatise  on  the  care  of  belting.  The  company  sent  its 
catalog  to  at  least  one  executive  of  each  cotton  mill  in  the  United 
States.  The  supplements  to  the  catalog  consisted  of  pamphlets, 
from  4  to  1 8  pages  in  length,  in  which  were  described  improve- 
ments and  new  models  of  cotton-mill  machinery.  The  frequency 
with  which  the  company  issued  supplements  depended  entirely 
upon  the  introduction  of  new  machines  or  improvements.  The 
company's  competitors  followed  about  the  same  policy  in  issuing 
catalogs  and  supplements  as  did  the  Buckner  Textile  Machinery 
Company. 

The  advertisements  which  the  company  had  inserted  in  trade 
journals  had  been  of  about  the  same  character  and  size  and  had 
been  inserted  with  about  the  same  frequency  as  those  of  its 
competitors.  An  advertisement  usually  consisted  of  a  cut  of  one 
of  the  machines  manufactured  by  the  company  and  the  name 
and  address  of  the  company  printed  in  large  type.  Only  a  small 
amount  of  text  was  used.  » 

The  advertising  manager  of  the  company  supplied  the  follow- 
ing information  about  the  trade  journals  in  which  the  company 
advertised. 


Name  of  Trade  Journal 


Cotton 

Textile  World 

Southern  Textile  Bulletin 

American  Wool  and  Cotton  Reporter 

Fiber  and  Fabric 


Circu- 
lation 


7,5oo 
8,500 

3,261 
9,000 


Rate 
per  Page 


$70.00 
96.00 


45-oo 
79-20 


60.00 


Location  of 

Bulk  of 
Subscribers 


South 
All  sections 


South 
All  sections 


New  England 


Positions  Occupied 
by  Subscribers 


20%  executives,  80%  de- 
partment heads 

Chiefly  executives,  mana- 
gers, and  purchasing 
agents 

Department  heads 

Managers  and  executives 
— contains  financial 
data 

Foremen  of  spinning 
rooms 


WitK  the  exception  of  Cotton,  which  was  issued  each  month, 
the  trade  journals  were  published  weekly.    The  Buckner  Textile 
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Machinery  Company  had  been  inserting  a  full-page  advertise- 
ment in  each  issue  of  Cotton  and  a  full-page  advertisement 
every  two  weeks  in  the  Southern  Textile  Bulletin  and  in  the 
American  Wool  and  Cotton  Reporter.  Half-page  advertisements 
were  inserted  once  a  month  in  Fiber  and  Fabric  and  in  the  Textile 
World. 

In  the  summer  of  1924  the  company  employed  a  new  adver- 
tising manager  to  prepare  its  catalog  and  to  supervise  all  the 
company's  advertising.  The  new  advertising  manager  proposed 
a  substantial  change  in  the  company's  advertising  policy  and 
submitted  three  alternative  courses  which  the  company  might 
follow  in  the  future.  The  first  plan  was  that  the  company  dis- 
continue trade-paper  advertising,  relying  upon  its  catalogs  and 
supplements  to  supply  its  publicity.  The  officers  of  the  company 
could  not  recall  a  single  instance  where  the  company  had  made  a 
sale  as  the  result  of  an  inquiry  from  one  of  its  advertisements 
in  the  trade  papers.  The  trade  papers,  however,  from  time  to 
time  in  their  news  and  editorial  columns  made  mention  of  the 
company  or  its  products,  which  was  of  general  publicity  value. 
In  the  past,  when  the  Buckner  Textile  Machinery  Company  had 
introduced  new  types  of  machinery,  the  trade  publications  had 
printed  cuts  and  descriptions  of  the  new  machinery,  as  news. 

The  advertising  manager's  second  plan  was  that  the  company 
discontinue  its  trade-journal  advertising  and  use  more  direct- 
mail  publicity,  not  only  by  mailing  its  catalog  and  supplements 
to  a  greater  number  of  executives  at  each  mill,  but  also  by  send- 
ing circular  letters  for  purposes  other  than  that  of  announcing 
new  types  of  equipment.  The  treasurer,  purchasing  agent,  and 
foreman  of  a  textile  mill  usually  conferred  before  a  large  pur- 
chase of  machinery  was  made.  The  purchasing  agent  generally 
made  routine  purchases.  The  treasurer  usually  was  the  official 
who  finally  carried  out  large  purchases,  but  he  generally  gave 
weight  to  the  advice  of  the  operating  executives  and  the  pur- 
chasing agent.  If  the  advertising  manager's  second  plan  were 
adopted,  an  attempt  would  be  made  to  have  the  mail  publicity 
carry  a  more  direct  selling  appeal  than  it  had  previously. 

The  third  plan  was  that  the  company  continue  its  existing 
type  of  direct-mail  advertising,  but  alter  the  type  of  advertising 
done  in  trade  journals  by  using  longer  copy.  The  copy  could  be 
institutional  or  descriptive  of  the  company's  products,  whichever 
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the  management  preferred.  The  advertising  manager  submitted 
two  advertisements  which  were  illustrative  of  the  institutional  and 
descriptive  types  of  advertising  he  had  in  mind.  An  institutional 
advertisement  which  had  no  illustrations  read: 

One  Plant,  One  Management 

Since  the  inception  of  this  concern,  in  1831,  nearly  100  years 
ago,  the  shop,  as  it  is  known  to  those  who  are  in  any  way  con- 
nected with  it,  and  the  management  have  been  as  one. 

Since  the  day  the  first  Buckner  picker  was  built,  there  has  been 
a  sense  of  loyalty  between  the  employer  and  employee,  the  one  to 
the  other,  which  has  been  and  is  reflected  in  the  quality  and  work- 
manship of  all  that  has  been  produced  by  this  plant. 

Today,  on  the  basis  of  the  severe  modern  competition,  these  two 
attributes  stand  all  in  good  stead. 

Due  to  being  a  self-contained  unit  under  one  roof,  more  careful 
supervision  over  design  and  more  uniformity  and  consistency  in 
manufacture  is  had  than  is  possible  in  a  plant  of  several  separate 
units.  And  for  the  same  reason,  by  the  cooperation  engendered 
thereby,  the  words  "Buckner"  and  "Quality"  are  synonymous. 

Visitors  are  cordially  invited  at  all  times. 

Buckner  Textile  Machinery  Company 

A  sample  type  of  advertisement  to  be  used  for  advertising 
specific  products  without  the  use  of  illustrations  was  as  follows: 

Bath  Mats  to  Casket  Cloth 

The  above  sounds  and  looks  unusual.  But  why  not  utilize  your 
own  cotton  waste? 

Jute,  flax,  hemp,  cotton,  and  wool  have  all  been  made  to  do  their 
part  in  the  manufacture  of  such  goods  as  wire  insulation  covering, 
towels,  rugs,  tapestries,  cretonnes,  suitings,  hosiery,  blankets,  mop 
yarns. 

This  wide  range  of  articles  is  being  made  today  from  yarn  pre- 
pared and  spun  by  the  Buckner  full  roller  card  and  Buckner  cotton 
and  wool  waste  spinning  frame. 

Send  in  your  problems  concerning  this  question  and  let  our  rep- 
resentatives talk  it  over  with  you. 

Buckner  Textile  Machinery  Company 

What  program  of   advertising   should  the   Buckner  Textile 
Machinery  Company  have  adopted? 
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13.  Defiance  Stove  Company 
advertising 

The  Defiance  Stove  Company  prior  to  1923  never  had  adver- 
tised to  consumers,  either  locally  or  nationally.  The  only  solici- 
tation, other  than  personal  visits  to  retailers  by  the  salesmen, 
was  an  occasional  circular  letter  to  its  retail  customers.  The 
limitation  of  the  market  by  freight  rates  and  the  lack  of  any  pat- 
ented or  distinctive  stove  in  the  Defiance  line  made  national 
advertising  appear  impracticable.  The  stoves  made  by  the  com- 
pany, furthermore,  were  sold  under  a  separate  name  for  each 
model  rather  than  under  one  trade-mark.1  It  was  considered 
possible,  however,  to  advertise  in  newspapers  in  the  five  states 
which  constituted  the  market  for  80%  of  the  company's  output. 

During  the  70  years  since  the  company's  organization,  the  ex- 
cellent service  of  its  stoves,  ranges,  and  furnaces  in  the  five-state 
territory  had  been  considered  sufficient  "advertising."  Customers 
of  the  Defiance  Stove  Company  were  limited  to  hardware  and 
furniture  retailers,  and  one  of  the  stressed  selling  points  was 
that  the  company's  policy  of  not  advertising  made  it  possible  to 
sell  high-quality  stoves  at  low  prices. 

Seven  other  stove  manufacturers  were  located  near  the  De- 
fiance Stove  Company,  and  two  large  makers,  who  operated  plants 
in  other  cities  and  advertised  nationally,  solicited  sales  and  main- 
tained warehouses  in  the  Defiance  territory.  These  companies 
had  gained  national  distribution  by  trade-marking  their  products 
and  shipping  in  carload  lots  unassembled  to  factory  branches. 
When  freight  rates  reached  the  peak  in  1920,  however,  the  De- 
fiance Stove  Company  came  to  the  conclusion  that  it  was  securing 
sales  which  the  large  makers  ordinarily  would  have  obtained. 

Requests  by  retailers  for  local  advertising  increased  materially 
from  1920  through  1922.  They  insisted  that  the  high  cost  of 
fuel  was  inducing  consumers  to  give  more  careful  attention  to 
the  selection  of  stoves.  For  this  reason  it  was  thought  by  them 
that  advertising  would  be  effective.  The  Defiance  Stove  Com- 
pany, furthermore,  was  placing  on  the  market  specialties,  such 
as  large  store  and  schoolroom  heaters,  which  were  sold  by  the 
same  retailers  who  handled  the   smaller  heating  and  cooking 

1  See  also  Ostend  Pork  Products  Company,  page  491 ;  Sheridan  Chemicals  Com- 
pany, page  495. 
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stoves.  The  Defiance  line  consisted  of  30  styles  of  stoves,  with 
several  sizes  in  each  style,  making  in  all  about  100  models.  Pro- 
duction economies  had  been  effected  by  eliminating  models  on 
which  sales  had  declined  to  less  than  150  stoves  a  year.  Other 
economies  had  been  obtained  by  small  changes  in  construction 
which  permitted  the  interchange  of  parts.  One  firebox  sufficed 
for  15  models.  Doors  and  bases  also  were  standardized.  Further 
small  economies  could  be  effected,  if  the  sales  of  one  or  two  models 
could  be  increased  so  as  to  maintain  continuous  production  of 
those  models. 

In  1922  the  volume  of  sales  was  $500,000.  Although  sales 
were  limited  largely  to  one  season,  this  volume  was  sufficient  to 
keep  the  factory  operating  steadily  in  the  idle  season  by  making 
stoves  for  stock. 

In  addition  to  its  own  line,  the  Defiance  Stove  Company 
manufactured  a  patented  cooking  stove  on  contract  for  the  Car- 
ter Stove  Company.  The  Carter  Stove  Company  sold  to  the 
same  type  of  customers  as  the  Defiance  Stove  Company.  Be- 
cause of  the  patented  feature,  the  Carter  management  felt  justi- 
fied in  attempting  to  secure  national  distribution  but  had  started 
to  market  its  stoves  in  a  restricted  territory  until  its  reputation 
was  established.  The  Carter  stove  was  advertised  in  news- 
papers from  the  beginning. 

The  Defiance  Stove  Company  decided  to  continue  its  estab- 
lished policy  of  not  advertising  in  newspapers,  on  the  ground  that 
costs  thereby  could  be  kept  down.  It  increased  the  direct-to- 
dealer  advertising,  and  appropriated  $15,000  to  be  used  for  that 
purpose  in  1923.  For  the  same  sum  it  would  have  been  possible 
for  the  company  to  run  one-quarter  page  advertisements  in  15 
issues  of  the  leading  newspapers  in  each  of  30  cities  in  its  terri- 
tory. Inasmuch  as  experience  had  shown  that  a  new  stove  was 
bought  by  the  average  family  only  about  once  in  6  years,  the 
management  of  the  company  was  convinced  that  a  large  part  of 
any  expenditure  for  newspaper  advertising  would  be  wasted. 
The  company  believed  that  if  advertising  were  started  in  news- 
papers, it  would  be  costly  because  of  the  necessity  of  having 
at  least  one-quarter  page  advertisements;  salesmen  had  stated 
that  a  large  picture  of  a  stove  was  essential  for  interesting  con- 
sumers. 
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14.  Touraine  Company 
advertising 

The  Touraine  Company,  of  Grand  Rapids,  Michigan,  which 
manufactured  furniture  of  distinctive  quality,  in  seeking  to  sim- 
plify its  line  began  to  advertise  its  products  to  consumers.  This 
gave  rise  to  new  problems  of  the  company's  relation  to  retailers 
and  the  extent  to  which  the  company  should  depend  for  its  sales 
upon  the  semiannual  furniture  exhibitions  at  Grand  Rapids. 

Furniture  exhibitions,  or,  as  they  were  known  in  the  trade, 
"markets,"  were  held  twice  each  year,  usually  in  January  and 
June,  at  Grand  Rapids,  Michigan.  At  those  markets,  which  were 
attended  by  2,500  to  3,000  buyers,  most  of  whom  represented 
retail  stores,  samples  were  exhibited  by  400  to  500  manufacturers 
of  furniture  and  other  house-furnishing  goods  with  plants  outside 
of  Grand  Rapids;  in  addition,  about  40  local  furniture  manu- 
facturers had  their  own  showrooms  at  their  plants.  For  the  con- 
venience of  the  outside  manufacturers,  there  were  seven  large 
buildings  primarily  used  for  the  exhibition  of  furniture  at  the 
semiannual  markets.  Markets,  which  lasted  three  weeks,  were 
instrumental  in  indicating  the  designs  that  would  prove  popular 
and  in  establishing  market  prices.  Manufacturers  who  exhibited 
at  Grand  Rapids  ordinarily  did  not  find  it  necessary  to  maintain 
elaborate  sample  rooms  at  their  plants.  It  was  stated  that  retail- 
ers commonly  ordered  from  40%  to  50%  of  their  requirements 
for  the  ensuing  6  months'  period  at  the  semiannual  markets. 

In  June,  1922,  the  average  value  of  samples  shown  by  out-of- 
town  manufacturers  was  estimated  at  $3,000  per  manufacturer. 
The  expense  of  exhibiting  furniture  at  Grand  Rapids  was  not 
inconsiderable.  A  representative  firm  in  1922,  for  instance,  was 
using  6,000  square  feet  of  space  at  an  annual  rental  of  50  cents 
per  square  foot.  In  addition  to  rentals,  a  manufacturer  exhibit- 
ing at  Grand  Rapids  incurred  heavy  expenses  for  freight  and  for 
time  and  expenses  of  his  salesmen,  all  of  whom  ordinarily  attended 
those  markets.  Space  in  the  exhibition  buildings  was  said  to 
aggregate  2,000,000  square  feet,  not  including  local  factory 
exhibition  space. 

The  semiannual  markets  at  Grand  Rapids  had  been  an  impor- 
tant feature  of  the  furniture  trade  since  about  1900.    The  associa- 
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tion  of  local  manufacturers  which  had  been  interested  in  develop- 
ing the  markets  had  turned  its  attention  in  recent  years  to  the 
possibility  of  inducing  manufacturers  of  lamps,  rugs,  carpets, 
stoves,  kitchen  cabinets,  refrigerators,  and  other  house  furnish- 
ings to  exhibit  their  products.  Manufacturers  of  office  furniture 
and  equipment  did  not  exhibit  at  Grand  Rapids,  since  in  most 
cases  they  had  not  found  furniture  retailers  desirable  outlets  for 
their  goods. 

The  furniture  industry  had  tended  to  become  specialized  into 
the  following  divisions:  (i)  bedroom  and  dining-room  furniture, 
known  in  the  trade  as  "case  goods";  (2)  upholstered  furniture; 
(3)  chairs.  Although  some  manufacturers  made  a  general  line 
of  furniture  including  all  three  of  those  divisions,  in  high-priced 
furniture  specialization  was  more  common.  Mirror  manufactur- 
ing was  an  entirely  separate  branch,  as  were  the  iron  and  brass 
bed  business  and  the  office  and  school  equipment  business. 

The  supremacy  of  Grand  Rapids  in  the  furniture  trade  was  due 
to  the  quality  of  the  local  products  rather  than  to  the  quantity. 
Much  of  the  best  furniture  made  in  the  United  States  was  pro- 
duced in  that  region.  That  city  had  acquired  advantages  in  the 
way  of  skilled  labor,  competent  designers,  and  banks  which  were 
familiar  with  the  furniture  trade.  Other  furniture  manufacturing 
centers  in  the  United  States  were  Jamestown,  New  York;  Chi- 
cago, Illinois;  Rockford,  Illinois;  and  High  Point,  North  Caro- 
lina. In  several  of  those  cities  furniture  exhibits  were  held,  con- 
fined for  the  most  part  to  local  manufacturers.  Competition  was 
keen  in  the  industry.  Labor  was  the  principal  item  of  cost;  raw 
materials  constituted  a  small  percentage  of  the  cost  of  the  finished 
product  and  the  required  mechanical  equipment  was  not  elab- 
orate. Hence,  it  was  comparatively  easy  for  new  firms  to  enter 
the  industry  and  intensify  competition. 

Style  in  furniture  was  almost  entirely  a  matter  of  period.  De- 
signers went  back  to  well-known  types,  such  as  early  American 
Colonial,  Queen  Anne,  Sheraton,  and  Chippendale,  as  starting 
points  in  bringing  out  new  designs.  In  this  respect  practically 
all  modern  high-grade  furniture  consisted  of  reproductions. 
Although  any  one  period  might  be  more  popular  than  another  for 
several  years,  most  manufacturers  made  furniture  of  all  the  well- 
known  periods  and  did  not  specialize  on  any  one  exclusively. 
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Style  changes  in  furniture  were  commonly  not  rapid  enough  to 
cause  depreciation  in  the  value  of  goods  manufactured  for  stock. 

In  order  to  lower  its  investment  in  finished  stock  and  to  reduce 
the  expense  of  getting  out  new  samples  twice  a  year  for  the  Grand 
Rapids  semiannual  exhibitions,  the  Touraine  Company  from 
191 8  to  1922  had  cut  down  its  line  from  60  dining-room  suites 
to  40,  and  from  50  bedroom  suites  to  35.  Partly  because  of  this 
simplification  of  the  line,  the  permanent  display  space,  used 
throughout  the  year,  was  reduced  from  five  floors  to  two.  The 
Touraine  Company's  line,  however,  was  still  larger  than  that  of 
many  other  high-grade  manufacturers. 

One  of  the  important  features  of  high-grade  furniture  manu- 
facturing was  the  length  of  time  necessary  to  turn  out  the  finished 
product.  Many  of  the  suites  of  bedroom  and  dining-room  furni- 
ture made  by  the  Touraine  Company,  for  instance,  required  from 
five  to  seven  months  from  the  time  the  lumber  was  taken  from  the 
dry  kiln  to  the  time  when  the  furniture  was  ready  for  sale.  Owing 
to  the  length  of  time  required  for  manufacture,  it  was  usually 
necessary  to  make  up  high-grade  furniture  for  stock.  Makers 
of  medium-  and  low-grade  furniture,  the  manufacturing  of  which 
was  a  much  shorter  process,  were  able  to  manufacture  to  order,  at 
least  in  part,  and  thus  to  avoid  the  expense  of  carrying  large  fin- 
ished stocks.  Companies  producing  medium-  and  low-grade  furni- 
ture also  cut  a  much  smaller  number  of  different-patterned  suites 
than  did  manufacturers  of  the  more  expensive  products,  thus 
securing  the  advantages  of  mass  production. 

Although  occasionally  makers  of  expensive  furniture  found  it 
profitable  to  cut  as  few  as  five  suites  of  one  design,  it  commonly 
was  necessary  to  make  a  larger  number  in  order  to  have  the  oper- 
ation show  a  profit.  Since  samples  were  made  up  in  advance  of 
the  semiannual  furniture  markets,  such  firms  as  the  Touraine 
Company  found  it  necessary  to  begin  manufacturing  before  they 
knew  definitely  what  samples  would  prove  popular  at  the  coming 
exhibition.  It  was  customary  in  such  cases  to  carry  the  goods 
"in  the  white"  and  to  finish  them  later  according  to  the  specifica- 
tions of  the  buyers.  Nevertheless,  samples  which  did  not  prove 
popular  constituted  an  expense  that  had  to  be  absorbed  in  the 
general  overhead.  Toward  the  end  of  a  season  the  Touraine 
Company  frequently  made  up  medium-grade  furniture  on  a  quan- 
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tity  production  basis  to  be  sold  at  substantially  lower  prices  than 
its  regular  output. 

Like  other  Grand  Rapids  furniture  manufacturers,  the  Tou- 
raine  Company  made  sales  directly  to  retailers.  Wholesalers 
were  not  numerous  in  the  furniture  trade  except  in  some  parts 
of  the  West.  Where  wholesalers  were  operating  they  commonly 
handled  medium-  and  low-grade  furniture.  Chair  factories  often 
disposed  of  their  output  through  wholesalers.  Where  wholesalers 
carried  stocks,  it  was  stated  that  they  required  a  gross  margin 
°f  33//3%  on  sales.  Whenever  goods  were  billed  through  them, 
but  not  carried  in  stock,  a  much  smaller  margin  was  sufficient. 
In  several  cities  a  difficult  problem  was  presented  by  combination 
wholesale  and  retail  furniture  firms,  which  frequently  sold  on  an 
instalment  basis.  Furniture  manufacturers  usually  did  not  main- 
tain branch  warehouses  or  offices,  with  the  exception  of  show- 
rooms in  one  or  two  large  cities.  It  was  estimated  that  there  were 
between  15,000  and  16,000  furniture  retailers  in  the  United 
States.  Although  adequate  data  were  lacking  on  expenses  and 
the  rate  of  stock-turn  in  the  retail  furniture  business,  there  were 
reliable  indications  that  expenses  were  high  and  the  rate  of  stock- 
turn  low. 

The  Touraine  Company  had  seven  salesmen  with  exclusive 
territories,  five  of  them  east  of  Chicago.  Because  of  the  relatively 
high  retail  prices  of  Touraine  products,  it  had  been  the  experience 
of  the  Touraine  Company  that  it  was  not  worth  while  to  have 
salesmen  call  on  retailers  in  cities  with  less  than  20,000  inhabi- 
tants. Manufacturers  of  cheaper  furniture,  of  course,  required  a 
larger  number  of  salesmen,  since  they  sold  to  retailers  in  small 
cities  and  towns. 

The  Touraine  Company  paid  some  of  its  salesmen  on  a  straight- 
salary  basis,  others  on  a  straight-commission  basis,  and  some  on 
a  combined  salary-commission  plan.  Men  selling  furniture,  espe- 
cially the  more  expensive  lines,  practically  were  in  business  for 
themselves  so  far  as  control  by  the  factory  was  concerned.  Two 
of  the  Touraine  Company's  salesmen,  for  instance,  sold  on  salary 
for  the  Touraine  Company  and  at  the  same  time  sold  on  com- 
mission for  a  manufacturer  of  medium-grade  furniture  in  Grand 
Rapids. 

It  was  not  at  all  uncommon  in  the  furniture  business  for  sales- 


SALES  PROMOTION  AND  ADVERTISING  553 

men  to  represent  more  than  one  firm,  although,  of  course,  the 
same  salesman  did  not  sell  for  competing  manufacturers.  A  sales- 
man who  sold  for  several  manufacturers  in  the  furniture  business 
sometimes  was  called  a  commission  broker.  Such  commission 
brokers  frequently  had  their  own  offices  and  employed  salesmen 
either  on  salary  or  on  commission  to  work  directly  for  them;  in 
some  instances  three  or  four  salesmen  selling  on  commission  for 
different  companies  invested  capital  in  a  sales  office  and  exhibition 
room  at  a  centrally  located  point  in  their  territory.  One  firm, 
for  example,  sold  for  six  furniture  manufacturers  in  New  York 
City  and  New  York  State  as  far  west  as,  but  not  including,  Buf- 
falo. That  firm  employed  four  salesmen,  selling  on  salary  and 
commission.  Of  course,  the  exclusive  territories  of  the  six  manu- 
facturers did  not  exactly  coincide;  therefore,  there  were  some 
towns  in  which  that  firm  could  not  sell  the  products  of  all  the 
manufacturers  that  it  represented.  Furniture  salesmen  and  com- 
mission brokers  usually  received  commissions  on  all  orders 
shipped  to  their  territories,  whether  or  not  they  were  instrumental 
in  making  the  sales.  It  was  stated  that  10%  was  a  common  figure 
for  the  commission  on  upholstered  goods,  5%  to  7%  on  "case 
goods,"  and  5%  on  chairs. 

Customers  of  the  Touraine.  Company  usually  bought  approxi- 
mately half  their  season's  requirements  at  the  Grand  Rapids 
market.  Before  the  next  market  occurred,  a  retailer  ordinarily 
was  called  on  only  once  or  twice  by  a  salesman  from  the  Touraine 
Company. 

Although  many  furniture  manufacturers  quoted  net  prices  to 
retailers,  the  Touraine  Company  quoted  list  prices  subject  to  a 
single  trade  discount,  ordinarily  40%.  Terms  were  f.o.b.  Grand 
Rapids,  2%  for  cash  in  10  days,  net  60  days.  No  attempt  was 
made  to  maintain  resale  prices.  It  was  stated  that  retailers 
handling  Touraine  furniture  in  small  cities  not  uncommonly  sold 
below  the  list  prices,  although  many  larger  retailers,  especially 
those  who  incurred  high  freight  rates  by  reason  of  their  distance 
from  Grand  Rapids,  were  obliged  to  set  retail  prices  that  were 
higher  than  the  list  figures.  In  several  territories  the  Touraine 
Company  had  granted  exclusive  agencies  to  retailers.  In  others 
it  had  not  done  so,  but  following  the  common  practice  among 
high-grade   furniture   manufacturers,   it  did  not  sell   duplicate 
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suites  to  different  furniture  retailers  in  a  single  city.  It  was  a 
frequently  discussed  problem  among  the  executives  of  the  Tou- 
raine  Company  whether  the  company  should  discontinue  entirely 
the  policy  of  granting  exclusive  agencies  or  adhere  consistently  to 
that  policy  in  all  territories. 

The  trade-mark  of  the  Touraine  Company  was  placed  in  an  in- 
conspicuous position  on  all  its  furniture,  with  the  exception  of  that 
sold  to  one  or  two  large  eastern  specialty  furniture  stores  which 
insisted  on  using  their  private  brands.  On  the  great  bulk  of  the 
furniture  manufactured  in  the  United  States,  neither  manufac- 
turers' nor  retailers'  trade-marks  were  placed. 

In  its  policy  of  national  consumer  advertising,  the  Touraine 
Company  also  had  departed  from  the  beaten  track  of  furniture 
selling.  In  addition  to  such  mediums  as  the  Ladies'  Home  Jour- 
nal, Good  Housekeeping,  and  House  Beautiful,  the  Touraine 
Company  used  class  publications  such  as  Vanity  Fair  and  Vogue. 
Prior  to  the  beginning  of  the  business  depression  in  1920,  the 
firm's  advertising  was  of  a  general  institutional  nature.  In  192 1- 
1922,  however,  the  policy  was  adopted  of  featuring  a  single  suite 
of  either  dining-room  or  bedroom  furniture  each  month,  and 
retailers  were  urged  to  tie  up  with  those  advertising  efforts  by 
displaying  the  featured  suite  at  the  same  time. 

Since  the  change  in  advertising  policy,  the  company  had  re- 
ceived numerous  inquiries  from  consumers.  All  such  inquiries 
it  had  turned  over  to  retailers  in  the  localities  where  the  inquiries 
originated.  Each  retailer  selling  Touraine  furniture  was  supplied 
by  the  company  with  an  elaborate  portfolio  illustrating  the  com- 
plete line.  Since  about  15%  of  the  suites  were  discontinued  and 
a  like  number  added  during  each  six  months'  period,  those  port- 
folios were  returned  to  the  factory  periodically  in  order  that  they 
might  be  brought  up  to  date.  Because  the  preparation  and  main- 
tenance of  the  portfolios  was  expensive,  retailers  were  charged 
$50  each  for  them.  That  sum,  however,  was  rebated  when  the 
retailer's  sales  of  Touraine  furniture  reached  a  specified  volume. 

In  formulating  its  general  marketing  policy  for  the  future, 
should  the  Touraine  Company  have  aimed  to  sell  the  major  por- 
tion of  its  output  at  the  semiannual  markets  or  by  means  of 
salesmen  and  portfolios?  Should  the  company  have  continued 
to  advertise? 
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15.  Allernet  Lace  Company 
protection  of  patterns 

The  Allernet  Lace  Company,  established  in  1905  with  5  lace 
machines,  in  1922  had  30  machines.  Its  product,  which  orig- 
inally had  been  staple  lines,  in  1922  was  almost  entirely  high- 
grade  novelty  goods.  It  employed  about  200  men  and  women, 
many  of  whom  were  highly  skilled.  In  addition,  much  of  the 
lace,  which  was  woven  or  twisted  in  6-yard  widths,  was  distributed 
to  home  workers  to  be  separated  into  narrower  widths.  The  com- 
pany did  all  its  own  dyeing  and  finishing. 

Since  the  Allernet  Lace  Company  was  one  of  the  few  lace 
manufacturing  companies  in  the  United  States  that  employed 
expert  designers  and  draftsmen,  its  leadership  in  developing  lace 
patterns  had  been  established.  As  a  result,  its  patterns  were 
imitated  extensively  by  rival  companies.  This  pirating  of  lace 
patterns  had  become  so  serious  that  in  June,  1922,  the  company 
made  a  special  study  of  conditions  with  a  view  to  remedying  the 
evil. 

It  was  discovered  that  the  company's  own  customers  were  the 
source  of  samples  from  which  designs  and  styles  were  imitated. 
All  the  company's  lace  had  been  sold  through  a  selling  agency  in 
New  York  which  had  shown  samples  twice  each  year,  in  June 
and  December,  to  cutters-up  and  wholesalers.  The  wholesalers, 
in  turn,  had  required  samples  of  the  patterns  which  they  pur- 
chased to  show  to  retailers.  In  many  instances  the  wholesalers 
not  only  had  permitted  the  patterns  to  be  seen  by  other  lace 
manufacturers,  but  also  actually  had  given  them  samples.  Whole- 
salers had  followed  this  practice  on  the  theory  that  by  encour- 
aging competition  they  could  purchase  lace  at  lower  prices.  The 
Allernet  Lace  Company  had  explained  to  them  that  since  the 
value  of  a  lace  pattern  was  dependent  largely  on  its  exclusiveness, 
this  policy  often  proved  ruinous  to  their  own  lace  business  through 
the  resultant  glutting  of  the  market.  The  practice  of  giving  away 
patterns,  however,  had  continued. 

Designs  were  worked  out  by  the  company's  designers  after  the 
particular  kind  of  lace  to  be  favored  by  fashion  had  been  deter- 
mined. Late  in  192 1,  for  instance,  the  Parisian  dressmakers  were 
featuring  Spanish  lace.     Through  its  selling  agent,  the  Allernet 
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Lace  Company  received  assurance  that  the  spring  lace  styles 
in  America,  following  as  usual  the  foreign  styles,  would  be  Span- 
ish, chiefly  fiber  silk  and  wool,  or  spun  silk  and  wool,  in  black  and 
various  other  colors.  The  company's  designers  immediately 
developed  patterns  suitable  for  that  type  of  lace.  Experience 
had  shown  that  designs  that  had  been  used  many  years  before 
for  the  same  kind  of  lace  could  not  be  used  again.  From  each  of 
the  designs  developed,  the  drafting,  which  was  the  most  important 
part  of  pattern  creation,  had  to  be  done.  This  consisted  of 
making  a  large  drawing  showing  the  position  of  each  thread  in 
a  different-color  ink  for  each  movement  of  the  shuttles  in  the 
machines.  From  this  complicated  drawing  the  design  was  coded 
so  that  the  jacquard  cards,  which  regulated  the  pattern  in  the 
looms,  could  be  punched.  After  the  pattern  once  was  drafted, 
it  easily  could  be  imitated.  For  instance,  after  months  of  study 
and  skilful  drafting,  the  company's  designers  had  produced  a 
lace  almost  identical  in  appearance  with  a  hand-made  filet  lace. 
Because  of  the  low  price  for  which  it  could  be  sold,  this  lace  had 
been  much  in  demand.  This  weave  could  not  be  patented, 
because  it  was  itself  a  copy  of  a  hand  weave;  hence  rival  mills 
almost  immediately  had  imitated  it  and  flooded  the  market. 

Under  existing  laws,  lace  patterns  could  be  patented  at  an 
average  cost  of  $65  each,  but  two  to  three  months'  time  was 
required  from  the  date  of  application  till  the  patent  was  granted. 
If  placed  upon  the  market  during  the  interval  that  the  patent 
application  was  pending,  there  was  a  risk  that  the  designs  would 
be  imitated  or  the  style  changed  before  the  patent  was  granted. 
The  patentee  could  bring  suit  and  collect  damages  from  the 
infringing  companies  retroactive  to  the  time  when  application  for 
the  patent  had  been  made.  Such  legal  action,  however,  had  been 
considered  too  expensive  and  of  doubtful  benefit. 

The  evil  of  pirating  styles  had  not  been  confined  to  the  lace 
industry  alone.  A  Design  Registration  League  had  been  formed 
several  years  previously  by  representatives  of  practically  every 
industry  into  which  the  element  of  fashion  design  entered.  The 
conference  committee  of  the  organization  included  representatives 
of  21  trades,  such  as  the  lace,  silk,  and  ribbon  manufacturing  in- 
dustries, and  25  industrial  associations,  such  as  the  Silk  Associa- 
tion of  America.     The  object  of  the  league  was  to  secure  the 
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passage  of  a  bill  by  Congress  which  would  "give  to  the  designer 
and  manufacturer  the  same  adequate  protection  as  the  copyright 
granted  to  authors  and  their  publishers." 

The  suggested  bill  provided  for  the  removal  of  the  subject  of 
design  protection  from  the  patent  division  to  the  copyright  divi- 
sion, and  proposed  at  a  cost  of  $i  for  a  copyright  to  give  eco- 
nomical and  immediate  protection  in  place  of  the  expensive  and 
long-delayed  registration  under  the  patent  law.  Although  it  was 
not  expected  that  this  would  prevent  all  pirating  of  designs,  it 
was  expected  to  discourage  the  practice.  Many  objections  to  the 
bill  had  been  raised  on  the  ground  that  so  low  a  fee  would  encour- 
age manufacturers  to  ask  for  unwarranted  protection  which  would 
lead  to  endless  litigation.  It  also  was  pointed  out  that  such  legis- 
lation might  work  an  injury  to  innocent  infringers. 

Concerning  the  bill,  however,  the  chairman  of  the  Patent 
Committee  of  the  House  of  Representatives  had  said: 

Many  foreign  countries  have  enacted  statutes  giving  to  authors  of 
designs  copyright  protection,  easily  and  quickly  obtained  at  small  cost. 
The  process  of  procuring  protection  under  our  patent  laws  is  necessarily 
slow,  tedious,  and  expensive — the  procedure  under  this  bill  is  short  and 
simple,  resembling  the  practice  in  copyright  cases,  rather  than  patent 
cases.  The  Commissioner  of  Patents  expresses  the  opinion  that  the 
statute  will  be  capable  of  easy  and  effective  administration,  and  will  be 
helpful  to  the  industries  and  commerce  of  the  country.  Some  members 
of  the  Committee  were  at  first  inclined  to  fear  that  the  bill  might  lead 
to  excessive  litigation,  but  the  fact  that  the  copyright  law  has  not  pro- 
duced such  results  went  far  to  allay  their  fears.  We  believe  that  the 
provisions  of  the  bill  are  sufficient  to  protect  registrants  against  actual 
offenders  and  also  to  discourage  suits  for  technical  and  unsubstantial 
invasions  of  one's  rights  and  make  it  practically  impossible  to  bring, 
or  to  threaten  to  bring,  vexatious  actions  to  intimidate  or  oppress  rival 
enterprises. 

Although  it  was  actively  supporting  this  bill,  the  Allernet  Lace 
Company  was  dubious  as  to  the  bill's  efficacy.  The  provisions 
for  quick  action  in  copyrighting  patterns  were  highly  desirable, 
provided  the  fact  that  the  pattern  was  protected  would  be  a 
more  serious  deterrent  to  imitation  than  the  words  "patent  applied 
for"  had  been.  Because  of  the  legal  difficulties  in  establishing 
the  fact  of  infringement,  especially  if  the  patterns  varied  in  slight 
details,  the  Allernet  Lace  Company  was  convinced  that  even  if 
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the  bill  were  passed,  other  means  of  preventing  piracy  would  be 
necessary. 

The  company's  product  was  sold  by  a  firm  of  commission 
agents,1  with  headquarters  in  New  York  City,  to  wholesalers  and 
cutters-up. 

Shortly  before  this  question  came  before  the  Allernet  Lace 
Company  for  decision,  several  large  lace  companies  had  adopted 
a  policy  of  selling  directly  to  retailers  and  cutters-up,  but  the 
Allernet  Lace  Company  was  unable  to  ascertain  whether  they  had 
made  this  change  for  design  protection  or  for  some  other  reason. 
If  the  Allernet  Lace  Company  were  to  adopt  this  plan,  it  would 
be  forced  to  establish  a  New  York  office  and  display  rooms  with 
a  highly  paid  personnel.  A  competent  manager  could  not  be 
hired  for  a  salary  of  less  than  $20,000  or  $25,000  per  year,  and 
it  was  stated  that  the  company  would  have  to  employ  salesmen 
not  only  to  meet  the  retail  buyers  who  came  to  New  York  but 
also  to  visit  retail  stores  in  all  sections  of  the  United  States. 
Other  salesmen  would  be  required  to  sell  to  cutters-up,  who  after 
all  might  defeat  the  purpose  of  the  change  by  demanding  samples 
which  they  could  give  away.  There  also  was  the  practical  diffi- 
culty of  adjusting  the  selling  organization  to  the  changed  condi- 
tions each  season,  which  resulted  from  the  fluctuating  proportion 
of  the  company's  sales  to  cutters-up  and  to  wholesalers.  Past 
records  showed  that  sales  to  wholesalers  had  varied  from  10% 
to  90%  of  the  season's  totals,  the  remainder  going  to  cutters-up. 
The  selling  agency  had  been  able  to  shift  its  salesmen  between 
wholesalers  and  cutters-up  as  conditions  demanded.  Although 
by  selling  directly  to  retailers  the  company  probably  would  retain 
for  itself  the  wholesaler's  margin  and  the  8%  commission  paid  to 
the  agency,  it  was  doubtful  whether  this  saving  would  cover  the 
additional  expenses  incurred.  Since  the  wholesalers  carried  many 
novelty  lines,  their  selling  expenses  were  spread  over  many  prod- 
ucts, while  for  the  Allernet  Lace  Company  one  line  would  have 
to  bear  all  the  selling  expense. 

Another  factor  of  importance  was  that  a  substantial  part  of 
the  company's  product  was  being  sold  as  of  foreign  manufacture. 
American  consumers  apparently  did  not  have  faith  in  the  ability 
of  domestic  lace  manufacturers  to  produce  a  first-class  novelty 

1  See  John  Gates  &  Company,  page  424. 
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line  such  as  the  Allernet  Lace  Company  was  featuring.  In  most 
cases  the  retailers,  themselves,  were  ignorant  of  the  sources  of 
the  laces  which  they  sold,  as  shown  by  an  incident  which  occurred 
in  the  New  Jersey  city  in  which  the  Allernet  mill  was  located. 
The  manager's  wife  noticed  a  piece  of  Spanish  "all-over"  lace  in 
a  local  department  store  show-case,  which  she  recognized  as  one 
made  in  the  local  mill.  She  was  surprised  when  told  by  the  sales- 
person that  the  lace  was  imported,  since  "they  cannot  make  lace 
like  that  in  this  country."  If  the  Allernet  Lace  Company  were 
to  attempt  direct  selling,  it  anticipated  that  it  might  encounter 
distrust  on  the  part  of  retailers  and  that  temporarily  at  least  the 
style  leadership  which  the  line  had  enjoyed  might  be  weakened 
when  the  retailers  discovered  that  the  laces  were  of  domestic  pro- 
duction. The  company  also  expected  that  it  would  be  necessary 
to  maintain  a  representative  in  Europe  in  order  to  secure  the  style 
assistance  previously  received  from  the  selling  agency;  the  latest 
European  styles  were  followed  in  America  almost  without  excep- 
tion. 

The  selling  prices  of  novelty  lace  in  which  the  Allernet  Lace 
Company  specialized  had  been  fixed  largely  on  the  basis  of  what 
the  traffic  would  bear.  First,  the  style  of  garment  with  which  the 
particular  lace  pattern  would  be  used  was  determined.  Then  the 
cost  of  the  other  materials  and  the  making  of  such  a  garment  was 
figured.  The  price  of  the  lace  per  yard  was  based  on  an  estimate 
of  what  further  expense  the  cutters-up  or  dressmakers  would 
bear  for  the  garment.  The  domestic  companies  could  not  have 
pursued  such  a  policy,  even  with  the  protection  of  the  60%  ad 
valorem  tariff  on  importations,  had  not  the  quick  changes  in 
style  made  it  impossible  for  foreign  manufacturers  to  give  suffi- 
ciently prompt  deliveries.  In  the  highest  quality  laces,  however, 
especially  those  requiring  a  great  deal  of  hand  work,  which  were 
not  subject  to  radical  changes,  the  domestic  industry  could 
not  compete  with  foreign  manufacturers. 

In  addition  to  the  possibility  of  pattern  protection,  however, 
there  seemed  to  be  other  advantages  to  be  gained  by  the  company 
by  selling  directly  to  retailers.  The  company's  efforts  to  sell 
under  its  own  trade  name  previously  had  been  successfully 
blocked  by  the  wholesalers,  but  the  change  would  give  the  firm 
an  opportunity  to  establish  its  brand  with  the  retailers  and  cut- 
ters-up and  thus  to  capitalize  on  the  novelty  style  leadership 
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which  its  laces  had  built  up  under  foreign-appearing  brands. 
Despite  the  fact  that  selling  expense,  administration  costs,  and 
credit  risks  would  be  increased — the  selling  agency  had  guar- 
anteed accounts — it  seemed  that  there  might  be  an  opportunity 
to  secure  an  increased  profit  by  establishing  a  reputation  for  style 
leadership  among  consumers.  As  the  reputation  of  a  modiste  was 
often  the  chief  element  in  the  price  of  his  costumes,  the  company 
believed  that  if  it  could  establish  a  high  reputation  for  style  and 
design  with  consumers,  it  could  demand  higher  prices.  The  direct 
contact  both  with  the  style  centers  and  with  the  retail  market 
probably  would  assist  in  the  successful  interpretation  of  style 
trends. 

1 6.  Hanover  Cotton  Mills 
brand  development1 

In  order  to  determine  whether  it  should  advertise  its  product 
to  consumers,  the  Hanover  Cotton  Mills,  which  manufactured 
ginghams,2  engaged  an  advertising  agent  in  1920  to  make  a  mar- 
ket survey. 

During  the  preceding  20  years  the  company's  output  had  in- 
cluded, at  any  one  time,  from  5  to  12  lines  of  ginghams.  The 
company  had  endeavored  to  restrict  its  output  to  as  few  lines  as 
possible,  since  standardization  of  spinning  and  weaving  lowered 
the  manufacturing  cost  per  yard.  At  the  time  when  the  market 
survey  was  made,  the  mill  was  running  at  capacity  and  was  pro- 
ducing five  lines.  Four  of  those  lines  were  sold  under  the  com- 
pany's brands;  labels  bearing  the  brand  names  were  pasted  on  the 
ends  of  the  boards  around  which  the  gingham  was  rolled.  The 
Brayburn  brand  made  up  three-fifths  of  the  company's  produc- 
tion; the  other  brands  were  Egmont,  Parisien,  and  Normandy. 
Cloth  with  the  Brayburn  brand  sold  in  February,  1920,  at  retail 
prices  of  about  60  cents  a  yard.  The  retail  prices  of  the  other  lines 
at  that  time  were  from  25  cents  to  40  cents  a  yard. 

The  company  had  been  selling  its  entire  output  through  the 
Gibbs  Company,  a  textile  selling  agency.  That  agency  sold 
about  four-fifths  of  the  company's  total  output  to  wholesalers 
for  resale  to  retail  stores;  one-fifth  the  agency  sold  to  cutters-up 

1  See  also  Bowman  Company,  page  32;  Touraine  Company,  page  549. 

2  See  also  Van  Roon  Mills,  page  461. 
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to  be  made  into  aprons,  children's  clothing,  and  women's  dresses. 
The  wholesalers  generally  were  not  sympathetic  toward  manu- 
facturers' brands.  The  cutters-up  had  opposed  the  company's 
attempts  to  induce  them  to  feature  the  brands  of  ginghams  of 
which  the  garments  were  made.  Their  opposition  was  based 
upon  the  fear  that  their  purchasing  position  would  be  weakened 
if  a  strong  preference  for  particular  brands  were  developed  among 
consumers.  The  treasurer  of  the  Hanover  Cotton  Mills,  how- 
ever, foresaw  in  the  development  of  such  a  demand  not  only  a 
larger  and  more  stable  sale  of  the  mill's  brands,  but  also  an  ad- 
vantage to  the  cutters-up  because  of  decreased  sales  resistance. 

Several  domestic  gingham  mills  over  a  period  of  from  25  to  50 
years  had  acquired  prestige  for  their  brands  among  consumers, 
not  by  advertising,  but  by  maintaining  the  quality  and  style  emi- 
nence of  their  lines.  The  opinion  was  prevalent  among  gingham 
manufacturers  that  in  most  years,  because  of  competition,  the 
manufacturers'  gross  margins  were  so  small  that  the  expense  of 
advertising  would  be  prohibitive.  At  all  events  practically  no 
advertising  of  gingham  brands  had  been  carried  on. 

The  market  investigation  conducted  for  the  Hanover  Cotton 
Mills  by  the  advertising  agent  was  planned  to  show  the  possibili- 
ties for  the  development  of  brands  of  ginghams.  In  conducting 
his  investigation,  the  advertising  agent  used  two  questionnaires, 
one  for  retailers  and  one  for  consumers.  Representatives  of  the 
agent  interviewed  10 1  retailers  and  1,093  consumers.  Retailers 
were  visited  in  17  states,  classified  into  sections  1  and  2  as  fol- 
lows: 

Section  i  Section  2 

Maine  Delaware 

New  Hampshire  Maryland 

Rhode  Island  Virginia 

New  York  West  Virginia 

Ohio  Kentucky 

Indiana  Tennessee 

Michigan  North  Carolina 

Connecticut  Georgia 

Alabama 

The  stores  that  were  visited  were  classified  according  to  their 
general  character  into  three  groups:  "A"  was  the  highest  class, 
"C"  the  lowest,  and  "B"  the  intermediate.  Among  the  consumers 
interviewed  there  were  about  twice  as  many  married  women  as 
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single  women.  The  consumers'  interviews  were  made  in  135 
cities,  towns,  and  villages,  in  35  states,  and  were  distributed  as 
follows,  according  to  the  size  of  the  towns  in  which  they  were 
made. 


Population  Interviews 

Over  100,000 296 

10,000-100,000    434 

Under  10,000   363 

Total    1,093 


In  presenting  the  results  of  his  investigation  to  the  company, 
the  advertising  agent  drew  the  following  conclusions: 

The  Hanover  Cotton  Mills  has  an  unusual  opportunity  at  the  present 
time  to  build  up  prestige  through  advertising.  Although  some  brands 
are  better  known  than  those  sold  by  the  Hanover  organization,  brands 
of  gingham  are  not  generally  well  known.  The  knowledge  of  brands 
in  the  gingham  field  is  more  or  less  vague  and  uncertain,  and  there  is 
no  brand  which  dominates.  Therein  lies  the  opportunity  of  the  Han- 
over Cotton  Mills.  By  continuous  advertising  which  features  the 
things  of  fundamental  interest  to  women  who  use  ginghams,  the  com- 
pany can  make  its  own  brand  names  the  equivalents  of  the  qualities 
which  women  want  in  ginghams  so  that  they  will  come  to  be  household 
words,  as  are  the  names  of  many  other  products.  The  brand  names 
of  the  Hanover  Cotton  Mills  will  be  further  emphasized  by  their  rela- 

Exhibit  1 

Brands  of  Imported  Ginghams  Carried  by  59  Retailers  Inter- 
viewed in  Market  Survey  Made  for  the 
Hanover  Cotton  Mills 

Question:   What  Brands  of  Imported  Ginghams  Do  You  Carry? 


1 ■  ■               ■ ... 

Brand 

Section  i 

North 
Class-Store 

Section  2 

South 

Class-Store 

Grand 
Total 

a 

B 

C 

Total 

a 

B 

C 

Total 

Smith,  M.&H. 

Aurora 

Donegal 

Jones 

Brand  not 
given 

6 
I 
I 

17 

I 

6 

4 
5 

II 
I 
I 

28 

4 

I 

3 

3 
3 

1 
1 

8 
I 

7 

19 
I 
I 

I 

35 

Totals 

25 

7 

9 

41 

8 

6 

2 

16 

57 

Note:     Figures  indicate  the  number  of  retailers  carrying  each  brand. 
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Exhibit  2 

Brands  of  Domestic  Ginghams  Carried  by  ioi  Retailers  Inter- 
viewed in  Market  Survey  Made  for  the 
Hanover  Cotton  Mills 

Question:  What  Brands  of  Domestic  Ginghams  Do  You  Carry? 


Brand 


Mallard 

Smith,  A 

Jones 

Pontiac 

Ronsay 

Wherry 

Georgian 

Parisien* 

Johnson 

Egmont* 

Rockford 

Normandy*. .  . 

Royal 

Brayburn*.  .  .  . 

Worcester 

Durham 

Roman 

Flower 

X  YZ 

X  AZ 

Ashly 

Maine 

Leona 

Indianthrene.  . 
Manchester.  .  . 

LaFrance 

Norwood 

Park 

Rose 

Rice 

Victory 

Whittenton .  .  . 

Woodley 

Zephyr 

1600 

Brand  not  given 

Totals.  . .  . 


17 


47 


Section  i 

North 

Class-Store 


33 


37 


Total 


13 

8 

14 
7 
6 

7 
2 

4 
6 

5 

4 
4 
1 

1 


1 

29 


117 


35 


Section  2 

South 

Class-Store 


55 


C 


23 


Total 


13 
17 

7 
11 

7 
4 
6 

4 
1 
2 

7 
2 
1 
3 
3 
2 
2 
2 
1 


113 


Grand 
Total 


26 

25 
21 
18 

13 
II 

8 
8 
7 
7 
7 
6 

5 
4 
4 

2 
2 

2 


37 


230 


Note:     Figures  indicate  the  number  of  retailers  carrying  each  brand. 
•Manufactured  by  the  Hanover  Cotton  Mills. 
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tion  to  the  style  featured.  A  given  style  should  be  definitely  connected 
with  a  certain  brand.  The  advertisement  should  specify  that  in  making 
the  dress  pictured  the  best  results  are  to  be  secured  by  the  exclusive 
use  of  this  particular  brand  of  gingham.  As  our  important  task  is  to 
induce  a  wider  and  more  continuous  use  of  gingham,  we  must  make 
the  woman  want  to  use  the  gingham  and  we  must  make  her  want 
especially  our  particular  brands.  The  present  study  has  shown  that  the 
way  of  accomplishing  this  result  consists  of  following  the  hints  given 
by  the  consumer,  getting  her  judgment  on  the  material,  talking  to  her 
about  stylish  dresses,  and  keeping  continually  before  her  the  brands  of 
the  Hanover  Cotton  Mills. 

The  answers  received  to  the  questionnaire  used  for  retailers 
were  summarized  by  the  advertising  agent  as  shown  in  Exhibits 
1,  2,  and  3. 

Every  retailer  interviewed  carried  at  least  one  brand  of  do- 
mestic gingham.  Most  of  the  retailers  mentioned  more  than  one 
brand. 

One  of  the  questions  in  the  questionnaire  used  for  consumers 
was,  "What  Brands  of  Ginghams  Do  You  Know?"  The  answers 
received  to  this  question  are  summarized  in  Exhibit  4.     About 

Exhibit  3 

Relative  Importance  of  Factors  Determining  Consumers'  Selec- 
tion of  Ginghams  as  Reported  by  ioi  Retailers  Interviewed 
in  Market  Survey  Made  for  the  Hanover  Cotton  Mills 


Question:     What  Do  You 
of  a 

Think  Determines  the  Consumer's 
Particular  Gingham? 

Selection 

Factor 
Determining 

Section  i 

North 

Class-Store 

Section  2 

South 

Class-Store 

Grand 
Total 

Selection 

a 

15 
9 

15 
3 
2 
1 
3 

1 

B 

9 

5 
4 
3 
4 

C 

13 
4 
5 
2 

1 

Total 

a 

9 
IO 

5 
4 
1 

B 

20 

14 
I 

8 
1 
I 

1 

C 

Total 

Num- 
ber 

Per- 
centage 

Pattern 

Quality 

37 
18 

24 

8 
6 
2 
3 

1 

6 

5 
1 
2 
1 
1 

35 

29 

7 

14 
3 
2 

1 

72 

47 
3i 
22 

9 
4 
3 

1 
1 

38 
25 

Style 

Color 

Price 

Width  of  Material 

Brand 

Durability  of 

Pattern 

Feel 

16 
115 

5 

2 

1.5 

0-5 
0.5 

Total 

49 

25 

25 

99 

29 

46 

16 

9i 

190 

100 

Note:      Figures   indicate   the   number   of   times  each   factor   was   mentioned, 
factor  was  reported  by  many  of  the  retailers. 


More   than   one 


SALES  PROMOTION  AND  ADVERTISING 


565 


Exhibit  4 

Brands  of  Ginghams  Named  by  652  Consumers  Interviewed  in 
Market  Survey  Made  for  the  Hanover  Cotton  Mills 

Question:     What  Brands  of  Ginghams  Do  You  Know? 


Brand 


Times 
Mentioned 


Amazon 1 

Johnson I 

Pontiac 211 

Smith,  M.  &  H 230 

Jones 29 

Bridalwreath 6 

Buckingham 1 

Buckley 2 

Castle 7 

Dan  Rivers 16 

Dauntless  Cloth 22 

Etoile 1 

French 169 

Gibson 11 

Royal 4 

Golden  Rod 4 

Hamilton 1 

Roman 6 

Inerseal 8 

Ronsay 4 


Brand 


Times 
Mentioned 


Leroy 1 

Egmont 2 

Brayburn 21 

Normandy 5 

Manville 5 

Muskagee 1 

Parker 1 

Park 23 

Perfection 1 

Peter  Pan 3 

Worcester 7 

Parisien 43 

Scotch 43 

Sea  Island 1 

Simpson 11 

Standard 4 

Mallard 27 

Treffan 5 

Zephyr 148 

Total 1,086 


40%  of  the  women  interviewed  did  not  name  any  brands  of  ging- 
ham, whereas  about  60%,  or  652  women,  did  name  various 
brands.    Many  of  the  women  named  more  than  one  brand. 

The  question,  "If  the  Store  Advertised  Dresses  Made  of  Some 
Standard  Brand  of  Gingham,  Would  You  Be  More  Apt  to  Buy 
Them  Than  if  the  Brand  Were  Not  Mentioned  ?"  was  answered 
by  1,065  women.  Of  that  number,  526,  or  49%,  answered  yes 
and  the  remainder,  or  51%,  answered  no. 

Of  the  consumers  answering,  56%  said  they  usually  made  their 
gingham  dresses  themselves;  22%  that  they  usually  had  their 
gingham  dresses  made  by  dressmakers;  and  22  %  that  they  usually 
bought  such  dresses  ready-made. 

Consumers  also  were  asked  to  name  the  principal  and  the  sec- 
ondary uses  which  they  made  of  gingham.  Those  uses,  as  re- 
ported, are  given  in  Exhibit  5. 

On  the  questionnaire  eight  factors  which  might  influence  con- 
sumers in  purchasing  gingham  were  listed.  The  consumers  were 
asked  to  arrange  those  factors  in  what  they  believed  to  be  the 
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Exhibit  5 

Uses  for  Ginghams  as  Reported  by  Consumers  Interviewed  in 
Market  Survey  Made  for  Hanover  Cotton  Mills 


Principal  Uses  for 
Gingham* 

Times 
Men- 
tioned 

Percent- 
age 

Secondary  Uses  for 
Ginghamf 

Times 
Men- 
tioned 

Percent- 
age 

Dresses 

830 
123 

13 
214 
141 

25 
22 

5 
2 
1 

60 

9 
1 

15 

10 

2 

2 

Aprons 

559 
100 

67 
65 
51 
46 

44 
43 

38 
38 

27 
25 
25 

23 
9 

49 
9 

House  Dresses 

Covers 

Street  Dresses 

Rompers 

6 

Aprons 

Dresses 

Skirts  or  Underskirts 

House  Dresses 

Hats,  Bonnets,  Caps. 
Shirts 

6 

Child's  Dresses.  .  .  . 
Child's  Rompers.  .  . 
Waists 

4 

4 
4 

Men's  Shirts 

4 

Draperies 

Boys'  Waists  and 
Suits 

Child's  Dresses 

Play  Dresses  with 
Bloomers 

Curtains 

3 

3 
2 

Curtains 

2 

Draperies 

2 

Laundry  and  Sewing 
Bags 

2 

Miscellaneous 

Total 

Total 

i,376 

100 

1,160 

100 

*  1,083  consumers  reported,  in  some  instances  naming  several  "principal"  uses. 
1962  consumers  reported,  in  some  instances  naming  several  uses. 


Exhibit  6 

Relative  Importance  of  Specified  Factors  in  Purchase  of  Ging- 
hams for  Children's  Garments  and  for  Adults'  Garments, 
as  Reported  by  Consumers  Interviewed  in  Market 
Survey  Made  for  the  Hanover  Cotton  Mills 


Children's  Garments* 

Adults'  Garments! 

Factor 

Relative 
Importance, 
Percentage^ 

Factor 

Relative 
Importance, 
Percentage*. 

Price 

55 
13 
64 
61 

59 
66 

56 
26 

Price 

56 

Brand 

Brand 

16 

Color 

Color 

70 

Fastness  of  Color 

Design 

Fastness  of  Color 

Design 

56 
65 

Quality 

Quality 

70 

Durability 

Durability 

44 

Shrinkage 

Shrinkage 

23 

•581   consumers  reported. 

ti,o68  consumers  reported. 

{The  consumers  were  asked  to  rank  the  eight  factors  in  the  order  of  their  importance  for 
children's  garments  and  for  adults'  garments.  On  the  basis  of  those  rankings  the  relative  impor- 
tance of  each  factor  was  determined;  the  maximum  possible  score  for  each  factor  was  100%. 
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order  of  their  importance  in  the  purchase  of  gingham  for  chil- 
dren's garments  and  for  adults'  garments.  On  the  basis  of  these 
rankings  the  eight  factors  were  given  the  relative  values  shown 
in  Exhibit  6. 

Another  question  on  the  questionnaire  used  for  consumers  was, 
"What  Criticism  Have  You  of  the  Ginghams  You  Have  Used?" 
Six  hundred  twenty-five  women  reported  criticisms.  Exhibit  7 
lists  those  criticisms  and  shows  the  number  of  times  each  was 
mentioned. 

Exhibit  7 

Criticisms  of  Ginghams  Reported  by  625  Consumers  Interviewed 
in  Market  Survey  Made  for  the  Hanover  Cotton  Mills 


Criticism 


Fades 

Shrinks 

Colors  run 

Too  narrow 

Price  too  high 

Poor  quality 

Wear  poorly 

Not  a  cool  material 

Do  not  launder  well 

Poor  patterns 

Deficient  in  colors 

Hard  to  match  and  not  printed  straight 

They  draw  up 

Poor  dye 

Get  soiled  too  easily 

Weave  not  soft  enough 

Colors  not  delicate  enough 

Weave  not  light  enough 

Too  hard  to  iron 

Total 


879 


Times 

Mentioned 

Percentage 

340 

39 

269 

31 

57 

7 

42 

5 

30 

3 

19 

2 

17 

2 

16 

2 

13 

12 

11 

11 

10 

10 

7 

5 

4 

4 

2 

100 


17.  Trabanta  Company 
advertising  proprietary  medicine 

The  Trabanta  Company  for  several  decades  had  manufac- 
tured the  Trabanta  Remedy,  a  household  medicine  and  tonic  for 
nervous  complaints  and  general  "run-down"  conditions.  The 
company  had  an  annual  sales  volume  of  about  $2,500,000,  which 
was  distributed  between  six  sales  districts  covering  the  entire 
United  States.    This  company  sold  50%  of  its  product  to  whole- 
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salers  and  50%  to  chain  stores,  retailers,  and  those  users  who 
ordered  directly  from  the  factory.  The  sales  volume  of  the 
company  had  been  built  up  entirely  by  advertising,  without  the 
employment  of  salesmen.  Some  of  the  executives,  believing  that 
salesmen  could  be  used  successfully  to  supplement  the  advertis- 
ing, proposed,  in  1924,  that  the  company  build  up  a  sales  organi- 
zation. 

Because  of  its  dependence  on  advertising  to  create  sales  and 
to  maintain  its  sales  volume,  the  company  had  done  extensive 
advertising  for  over  20  years.  The  annual  expenditure  for  adver- 
tising had  varied,  but  the  average  for  the  last  10  years  had  been 
approximately  40%  of  the  sales  volume.  This  amount  was  not 
considered  excessive,  as  it  was  the  only  selling  expense  incurred. 
At  the  time  when  it  was  proposed  to  add  salesmen  to  the  market- 
ing organization,  the  company  was  expending  approximately 
$1,000,000  annually  for  newspaper  advertising,  dealer  helps, 
novelties,  and  booklets.  The  dealer  helps  consisted  of  one  pre- 
pared window  display  annually  and  an  annual  calendar  for  dis- 
tribution to  retailers  who  were  customers.  Approximately  2% 
of  the  total  advertising  appropriation  was  spent  in  this  way. 

The  Trabanta  Company  used  20%  of  its  advertising  appro- 
priation for  booklets  and  novelties.  The  booklets  were  printed 
in  lots  of  several  million  each;  10%  of  them  were  distributed  to 
consumers  by  mail  and  90%  from  house  to  house.  Those  sent 
by  mail  went  to  persons  who  had  written  to  the  factory  inquiring 
about  the  medicine,  ordering  it,  or  reporting  results  obtained 
from  its  use.  Attached  to  one  page  of  each  booklet  was  a  coupon 
with  which  the  recipient  could  obtain  a  novelty  upon  returning 
it  to  the  conipany.  This  method  was  used  to  check  the  mailing 
lists  and  the  work  of  the  organizations  which  had  undertaken  the 
house-to-house  distribution  of  the  booklets.  Novelties  also  were 
used  to  secure  permission  to  publish  testimonials  obtained  from 
users  of  the  medicine.  With  each  bottle  of  medicine  the  com- 
pany enclosed  a  slip  asking  the  user  to  report  upon  it  the  results 
obtained  from  use  of  the  medicine.  Certain  customers  submit- 
ting slips  were  offered  novelties  for  granting  permission  to  the 
company  to  use  their  testimonials  in  its  advertising. 

The  Trabanta  Company  spent  about  78%  of  its  annual 
advertising  appropriation  in  consumer  advertising  through 
regular    newspapers,    religious    papers,    and    foreign-language 
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newspapers.  Of  the  total  amount  spent  in  this  way,  over 
90%  was  expended  in  the  regular  newspapers.  The  company 
used  practically  every  daily  paper  in  the  United  States,  insert- 
ing the  advertisements  at  regular  intervals  and  varying  the  size 
according  to  the  cost  per  column  inch  per  1,000  circulation.  The 
same  copy  was  used  at  the  same  time  in  all  newspapers  carrying 
advertisements  of  the  same  size.  The  company  used  three  sizes 
of  advertisements:  a  5^ -inch  single  column,  a  6-inch  double 
column,  and  a  10-inch  triple  column.  The  two  small  sizes  fea- 
tured testimonials,  while  the  larger  size  contained  selling  copy 
with  a  single  testimonial  included.  The  general  layout  of  the 
copy  had  been  the  same  for  many  years. 

The  company  had  distributed  its  product  to  everyone  who 
offered  to  purchase  from  it,  whether  users,  retailers,  or  whole- 
salers, except  in  the  cases  of  those  retailers  and  wholesalers  who 
were  poor  credit  risks.  Liberal  trade  discounts  from  the  retail 
list  price  were  granted  to  wholesalers  and  retailers.  The  com- 
pany kept  records  of  its  sales,  classified  by  the  six  sales  districts 
into  which  it  divided  the  country,  and  watched  these  records  to 
determine  whether  the  sales  volume  was  maintained  in  each 
district.  Each  year  from  19 18  onward,  this  company  had  in- 
creased its  annual  sales,  maintaining  its  sales  volume  in  each  sales 
district.  The  company  never  had  attempted  formally  to  ascer- 
tain the  retail  distribution  of  its  product,  but  one  of  the  execu- 
tives stated  that  whenever  he  had  visited  a  drug  store  he  had 
found  the  Trabanta  Remedy  in  the  store. 

In  1923  an  applicant  for  a  position  asked  the  Trabanta  Com- 
pany to  appoint  him  salesman  for  New  York  City,  claiming  that 
the  company  was  not  securing  complete  distribution  there  and 
that  another  medicine  was  being  substituted  for  the  Trabanta 
Remedy.  To  check  this  assertion,  the  managing  executive  vis- 
ited numerous  retail  drug  stores  in  New  York  City  and  found 
that  not  only  was  the  Trabanta  Remedy  on  sale  in  all  the  stores 
visited,  but  that  druggists  did  not  offer  a  substitute,  even  when 
requested  to  do  so. 

In  spite  of  the  findings  in  New  York  City,  certain  of  the 
executives,  in  1924,  favored  the  building  up  of  a  sales  force  as  a 
means  of  increasing  further  the  sales  volume  and  of  insuring 
complete  distribution  through  retail  drug  stores.  They  advo- 
cated the  use  of  salesmen  to  visit  wholesalers,  in  order  to  stimu- 
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late  them  to  greater  sales  effort  as  well  as  keep  them  supplied 
with  the  remedy.  Salesmen  also  could  be  used  as  missionary 
representatives  to  call  on  retailers.  As  missionary  salesmen,  it 
would  be  their  duty  to  check  each  retailer's  stock  of  the  Tra- 
banta  Remedy  and  to  show  him  better  ways  of  displaying  the 
medicine.  The  cost  of  the  sales  force  would  be  deductible  from 
the  advertising  appropriation. 

The  executive  in  active  management  of  the  Trabanta  Com- 
pany, however,  on  the  basis  of  the  New  York  City  investigation, 
his  observation  in  other  parts  of  the  country,  and  his  opinion 
that  the  sales  of  the  Trabanta  Remedy  could  not  be  stimulated 
by  aggressive  selling,  requested  the  board  of  directors,  in  1924, 
to  approve  an  indefinite  continuance  of  the  policy  of  depending 
upon  advertising  exclusively  for  sales  promotion. 

Because  the  New  York  investigation  substantiated  the  man- 
aging executive's  claim  of  the  effectiveness  of  the  existing  method 
of  distribution  and  promotion  of  the  Trabanta  Remedy  and 
because  the  company's  sales  volume  was  increasing  regularly 
from  year  to  year  under  its  advertising  policy,  the  Trabanta 
Company  decided  to  use  only  consumer  advertising  and  the  two 
annual  dealer  helps  to  maintain  and  increase  its  sales  volume. 
Through  its  continued  consumer  advertising,  the  company  had 
established  such  a  reputation  for  the  Trabanta  Remedy  that  a 
substitution  was  of  infrequent  occurrence.  Furthermore,  it  had 
created  the  demand  for  its  product  among  consumers  and 
through  their  pressure  had  secured  and  held  as  customers  retail 
and  wholesale  druggists.  As  the  product  was  a  medicinal  rem- 
edy, it  was  believed  that  the  demand  for  it  could  not  be  stim- 
ulated by  intensive  personal  sales  effort  but  only  through  having 
it  so  well  known  to  consumers  that  they  would  ask  for  it 
specifically. 

18.  Chickamauga  Company 
missionary  salesmen1 

The  Chickamauga  Company  maintained  a  force  of  regular 
salesmen  who  sold  the  company's  products  to  wholesalers  and 

1  See  also  Chocolink  Beverage  Company,  page  88 ;  National  Rock  Drill  Com- 
pany, page  258;  Tarpon  Company,  page  365;  Largo  Company,  page  417;  Claybon 
Company,  page  527. 
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another  force  of  missionary  salesmen,  also  known  as  specialty 
men,  who  called  upon  retailers  to  solicit  orders  which  were  turned 
over  to  wholesalers  to  be  filled.  Prior  to  1919  the  orders  ob- 
tained by  missionary  salesmen  were  rilled  by  shipments  directly 
from  the  factory  but  billed  through  wholesalers.  At  that  time 
drop  shipments  were  discontinued,  because  it  was  believed  that 
wholesalers  would  give  better  service  if  orders  solicited  by  the 
company's  missionary  salesmen  were  turned  over  directly  to 
wholesalers  specified  by  the  retailers.  A  wholesaler  previously 
had  received  the  same  rate  of  gross  margin  on  drop  shipments 
as  on  Chickamauga  goods  shipped  from  his  own  warehouse. 
A  wholesaler's  gross  margin  was  the  same  whether  the  order 
was  taken  by  a  Chickamauga  salesman  or  by  the  wholesaler's 
own  salesman. 

Many  wholesale  firms  were  antagonistic  toward  missionary 
salesmen  because  of  anxiety  that  a  more  extensive  development 
of  the  scheme  might  tempt  manufacturers  to  establish  wholesale 
branches  to  the  detriment  of  the  interests  of  the  wholesalers. 
During  the  depression  in  192 1  the  board  of  directors  of  the  Chick- 
amauga Company  considered  discontinuing  its  missionary  sales 
force,  but  the  directors  finally  were  persuaded  by  the  general  sales 
manager  that  the  services  rendered  by  these  missionary  men  were 
essential  to  the  company  in  pushing  the  sales  of  Chickamauga 
products  more  aggressively  than  they  were  pushed  by  wholesalers' 
salesmen. 

During  a  period  of  20  years  the  Chickamauga  Company  had 
developed  and  placed  on  the  market  6  breakfast  foods,  including 
both  prepared  and  unprepared  cereals.  Although  the  other 
products  also  were  advertised  in  national  magazines,  its  brand 
of  rolled  oats  was  used  as  a  leader  in  national  advertising.  The 
same  trade-mark  and  color  scheme  on  the  cartons  identified  all 
the  products  of  the  Chickamauga  Company. 

With  the  exception  of  three  chains  of  retail  grocery  stores,  all 
products  were  sold  to  wholesalers  at  uniform  prices  in  order  to 
discourage  price  cutting.  A  slight  differential,  however,  was 
given  for  carload  lots  in  preference  to  less-than-carload  ship- 
ments. Sales  statistics  of  the  company  showed  that  50%  of  the 
sales  of  a  new  product  during  the  first  year  that  it  was  upon  the 
market  ordinarily  were  made  by  missionary  salesmen,  whereas 
not  over  25%  of  the  orders  for  established  products  were  ob- 
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tained  by  these  salesmen.  Ordinarily  the  missionary  salesmen 
did  not  call  upon  retailers  who  were  selling  Chickamauga  prod- 
ucts, except  to  attempt  to  induce  them  to  carry  the  full  line;  the 
missionary  salesmen  were  expected  to  devote  their  efforts  to 
retailers  who  were  not  familiar  with  the  brand.  The  missionary 
salesmen  instructed  retailers,  who  were  prospective  customers, 
regarding  the  importance  of  a  rapid  rate  of  stock-turn  and  em- 
phasized the  fact  that  an  order  for  Chickamauga  products  could 
be  filled  quickly  from  a  nearby  wholesaler.  In  this  way  stocks 
could  be  kept  fresh,  and  the  retailer  could  use  his  capital  advan- 
tageously. When  a  new  product  was  being  introduced,  the  mis- 
sionary salesmen  worked  closely  in  cooperation  with  the  sam- 
plers.1 

A  missionary  salesman  frequently  took  orders  secured  from 
retail  grocers  to  a  wholesale  grocer  in  order  to  induce  the  whole- 
saler to  handle  the  line  or  to  stock  new  products.  If  the  whole- 
saler already  was  handling  other  Chickamauga  products,  he 
usually  was  pleased  to  have  the  complete  line;  if  he  was  not 
carrying  the  line,  he  ordinarily  was  willing  to  accept  orders 
already  secured. 

Claims  for  damaged  goods  frequently  gave  trouble  to  the 
Chickamauga  Company.  Although  the  packages  were  sealed 
as  tightly  as  possible,  vermin  occasionally  gained  entrance.  The 
company  stood  the  loss  in  such  cases  either  by  replacing  spoiled 
goods  or  by  refunding  the  amount  paid  for  them.  The  damage 
claim  department  cooperated  with  the  missionary  salesmen,  who 
were  authorized  to  make  adjustments  on  small  claims.  In  terri- 
tories where  climatic  conditions  were  uncertain,  the  missionary 
men  purchased  packages  of  Chickamauga  products  and  also 
packages  of  competitors'  products.  These  packages  were  sent 
to  the  home  office  of  the  company  where  they  were  examined  by 
the  production  department  in  order  to  ascertain  the  keeping 
qualities  of  the  company's  products  as  compared  with  those  of 
competitors'  products. 

A  missionary  salesman  was  maintained  in  each  state,  except 
that  Connecticut  and  Rhode  Island  were  combined  in  one  terri- 
tory, Maine,  New  Hampshire,  and  Vermont  in  another,  New 
Jersey  and  Delaware  in  still  another.    A  route  list  of  every  town 

1On  the  sampling  methods  of  this  company,  see  page  592. 
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in  the  territory  was  furnished  to  each  salesman.  The  average 
territory  required  sixteen  weeks  to  a  trip.  Some  of  the  towns 
were  visited  three  times  a  year  while  others  were  visited  four 
times.  The  company  had  decided  from  experience  that  it  was 
better  to  have  a  local  representative,  who  would  not  make  prom- 
ises which  the  company  was  unable  to  keep,  cover  the  same  ter- 
ritory regularly  rather  than  to  have  continual  changes  in  the 
territorial  assignments. 

Was  the  Chickamauga  Company  warranted  in  employing  mis- 
sionary salesmen  and  at  the  same  time  in  allowing  wholesalers 
the  usual  gross  margin  on  the  orders  secured  by  these  salesmen? 


19.  Strength  Union  Company 
missionary  salesmen 

The  Strength  Union  Company1  manufactured  heavy  pipe 
unions  of  good  quality  for  use  principally  on  high-pressure  pipe 
lines.  For  about  12  years  the  company  had  advertised  exten- 
sively in  3  trade  papers  which  covered  the  3  principal  markets 
for  these  unions — the  power  field,  the  oil  field,  and  the  railroads. 
In  addition,  it  had  employed  from  1  to  10  missionary  salesmen 
to  assist  distributors  and  encourage  the  use  of  Strength  unions. 
In  1925  the  company  considered  discontinuing  the  use  of  mis- 
sionary salesmen  on  the  ground  that  the  Strength  unions  had 
become  so  well  known  that  the  missionary  work  was  largely 
wasted  effort. 

The  foundry,  machine  shop,  and  sales  office  of  the  Strength 
Union  Company  were  located  in  New  York,  and  the  company 
had  manufactured  pipe  unions  for  over  15  years.  Prior  to  19 10, 
sales  of  the  company  had  been  mostly  local,  and  although  the 
company  had  placed  a  trade-mark  on  its  products,  that  trade- 
mark had  not  gained  recognition  among  consumers.  The  prod- 
ucts were  sold  purely  on  a  price  basis  in  competition  with  numer- 
ous other  makes  of  pipe  fittings.  About  19 10,  however,  the  com- 
pany started  an  advertising  campaign  in  a  trade  paper  of  na- 
tional distribution  in  the  power  field  to  exploit  patented  improve- 
ments which  the  company  had  made  on  its  unions.    This  adver- 

1  See  also  Strength  Union  Company,  page  279. 
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tising  emphasized  the  patented  features  of  the  unions  and  several 
other  features  which  differentiated  the  Strength  unions  from  com- 
peting unions.  Many  of  the  competing  unions  prior  to  iqio 
required  leather  or  rubber  gaskets  to  keep  the  joints  from  leak- 
ing. The  Strength  unions  had  a  ground  metal-to-metal  ball  joint 
which  did  not  require  the  use  of  a  gasket  or  any  sealing  com- 
pound. Although  the  company  continued,  after  1910,  to  manu- 
facture a  few  light  unions  which  were  sold  wholly  on  a  price 
basis,  it  specialized  in  the  manufacture  of  heavy  durable  pipe 
unions  and  a  few  other  steam-fitting  specialties,  such  as  flange 
unions,  elbows,  and  tees.  The  company  directed  its  advertising 
to  engineers,  steam  fitters,  and  master  plumbers,  since  those  were 
the  individuals  who,  in  most  industrial  factories  and  power  sta- 
tions, specified  or  requisitioned  pipe  fittings.  Purchasing  agents 
frequently  did  the  actual  purchasing,  but  they  usually  purchased 
what  the  engineers  specified. 

Through  advertising  and  the  use  of  missionary  salesmen  the 
company  had  established  a  recognition  for  its  products  and  a 
reputation  for  quality  which  lifted  the  products  out  of  the 
strictly  price  competitive  class  into  a  class  of  specialties  which 
engineers  in  many  instances  specified  in  order  to  insure  lasting 
and  tight-fitting  pipe  connections. 

When  the  company  first  started  national  distribution,  it  had 
followed,  in  general,  a  policy  of  selecting  supply  firms  as  exclu- 
sive distributors.  In  the  oil  fields,  for  example,  it  had  appointed 
as  exclusive  distributors  two  companies  which  had  branches  in 
most  of  the  oil-producing  centers.  To  secure  distribution  of 
unions  for  use  in  power  stations,  factories,  and  large  buildings, 
the  company  in  most  instances  had  appointed  as  exclusive  dis- 
tributor a  supply  firm  in  each  large  city.  The  steam  fitters'  and 
plumbers'  supply  firms  sold  to  steam-fitting  or  plumbing  con- 
tractors and  directly  to  power  stations  and  large  industrial  con- 
cerns such  as  steel  mills.  The  company  usually  had  four  or  five 
regular  salesmen  who  called  upon  the  distributors. 

In  addition  to  its  regular  salesmen,  the  company,  after  start- 
ing its  national  advertising  campaign  in  the  trade  papers,  reg- 
ularly had  employed  a  force  of  missionary  salesmen  which  varied 
in  number  at  different  times  from  one  to  ten.  These  salesmen 
called  upon  engineers  in  the  power  stations  in  industrial  fac- 
tories and  in  contracting  firms  to  demonstrate  the  superior  quali- 
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ties  of  Strength  unions  in  order  to  encourage  the  engineers  to 
specify  these  unions  for  use  in  their  plants.  These  salesmen  also 
called  upon  steam  fitters  and  master  plumbers  in  large  industrial 
companies  and  upon  plumbing  and  steam-fitting  contractors  who 
were  customers  of  the  supply  firms.  The  salesmen  took  orders 
which  were  filled  through  the  local  supply  firms  which  repre- 
sented the  company.  The  company  had  found  that  the  use  of 
these  salesmen  assisted  them  in  introducing  Strength  unions  in 
many  places  where  the  supply  firms  with  their  large  line  of 
other  products  had  not  succeeded.  The  missionary  salesmen 
reduced  the  sales  resistance  which  the  supply  firms  had  to  over- 
come and  secured  for  the  supply  firms  more  customers. 

The  sales  methods  of  the  company  had  been  successful  and  its 
sales  volume  had  increased  steadily.  The  company  gradually  had 
discontinued  its  policy  of  granting  exclusive  distribution  fran- 
chises to  supply  firms  and  had  adopted  instead  a  policy  of  select- 
ing two  or  more  large  distributors  in  each  large  city.  The  Strength 
unions  became  so  well  known  among  engineers  and  contractors 
that  the  company  found  that* the  use  of  exclusive  distributors 
limited  its  sales  volume ;  contractors  in  many  instances  purchased 
regularly  from  one  supply  firm  and  rarely  split  their  purchases. 
In  1925  the  company  had  one  missionary  salesman  and  three 
salesmen  who  visited  supply  firms.  The  regular  salesmen,  because 
of  their  large  territories,  were  able  to  call  upon  supply  firms  only 
once  or  twice  a  year. 

Orders  came  in  regularly  from  the  supply  firms  which  carried 
the  Strength  unions,  without  personal  solicitation  by  the  sales- 
men. Approximately  60%  of  the  company's  sales  were  on  re- 
orders. 

The  company  had  added  no  new  features  to  its  products  after 
19 10,  and  by  1925  other  companies  were  advertising  unions  for 
high-pressure  pipe  lines  which  were  of  a  quality  practically  equal 
to  the  Strength  unions.  In  1925  the  Strength  unions,  therefore, 
were  coming  to  compete  more  on  a  price  basis  than  had  been  the 
case  during  the  first  ten  years  that  they  had  been  advertised.  For 
two  or  three  years  preceding  1925  the  missionary  salesmen  had 
reported  that  in  practically  every  instance  the  persons  upon  whom 
they  called  already  were  acquainted  with  Strength  unions  and 
their  advertised  advantages.  The  missionary  salesmen  in  the  first 
few  years  had  turned  substantial  orders  over  to  local  supply 
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firms.  By  1924,  however,  the  annual  orders  secured  by  a  mis- 
sionary salesman  had  diminished  to  a  point  where  they  were 
unimportant. 

One  official  of  the  Strength  Union  Company  advocated  the  dis- 
continuance entirely  of  the  missionary  salesmen.  These  salesmen 
had  been  employed  during  the  period  from  1910  to  1925  to 
introduce  the  products  and  demonstrate  their  advantages  to  people 
who  were  not  acquainted  with  them.  In  1925,  however,  conditions 
indicated  that  Strength  products  were  well  known  in  the  trade. 
The  expense  of  using  missionary  salesmen  had  increased  threefold 
per  salesman,  over  the  cost  prior  to  the  beginning  of  the  World 
War.  For  missionary  salesmen  the  company  usually  had  employed 
young  men,  in  many  instances  college  graduates.  In  1925  it  was 
necessary  to  pay  one  of  these  salesmen  about  $50  a  week  for 
salary  and  about  $75  a  week  for  traveling  expenses.  While  sales 
expenses  were  increasing,  the  margin  of  profit  gradually  was  de- 
creasing because  of  the  increasing  competition. 

Another  official  of  the  company  urged  that  it  was  a  mistake 
to  slacken  the  sales  effort.  The  regular  salesmen,  since  they  called 
on  wholesale  supply  firms  so  infrequently,  were  not  in  a  position 
to  give  much  sales  help  to  those  distributors.  In  some  instances 
the  salesmen  called  upon  large  users  of  unions  to  encourage  the 
use  of  Strength  unions,  but  they  ordinarily  did  not  have  the  time 
to  call  upon  the  numerous  smaller  users.  Supply  firms,  because 
of  the  large  number  of  items  in  their  lines,  ordinarily  did  not 
push  any  one  item.  Their  salesmen  acted  rather  as  order  takers. 
This  official  was  convinced  that  missionary  salesmen  justified 
their  expense  by  keeping  the  name  of  the  unions  before  users  or 
prospective  users  and  in  combating  tendencies  toward  the  substi- 
tution of  other  unions  on  a  price  basis. 

The  company  decided  in  1925  to  discontinue  the  use  of  mission- 
ary salesmen. 


20.  Stratford  Clock  Company 
relations  with  wholesaler 

Early  in  1922  the  Stratford  Clock  Company  adopted  a  policy 
of  requiring  every  wholesale  customer  to  carry  what  the  company 
considered  an  adequate  stock  of  its  line,  provided  the  wholesaler 
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were  to  receive  the  regular  wholesale  discount  equivalent  to  1 5  % 
to  20%  of  the  wholesale  list  prices.  Otherwise  a  wholesaler  was 
to  be  granted  a  discount  amounting  only  to  10%  of  the  wholesale 
list  prices.  The  margin  between  the  wholesale  list  prices  and  the 
standard  retail  prices  for  the  company's  products  was  approxi- 
mately 35%  of  the  retail  prices. 

The  Stratford  Clock  Company  manufactured  alarm  clocks, 
bedroom  clocks,  and  low-priced  watches,  which  sold  at  retail  for 
from  $1.50  to  $4.50  each.  The  company,  which  had  secured  na- 
tional distribution  for  its  products  in  retail  hardware  and  drug 
stores  as  well  as  in  retail  jewelry  stores,  advertised  extensively  in 
mediums  of  national  circulation.  Although  it  employed  salesmen 
for  missionary  work  among  retailers,  it  sold  for  the  most  part 
to  wholesalers.  Its  terms  were  f.o.b.  Indianapolis. 

In  correspondence  with  Steuben  Brothers,  a  small  wholesale 
jewelry  firm  in  Baltimore,  in  February,  1922,  the  Stratford  Clock 
Company  stated  that  the  average  wholesaler's  assortment  was 
made  up  about  as  follows: 

12  Strat,  Jr.,  Luminous  36  Strat,  Sr.,  Regular 

46  Lark  12  Strat,  Sr.,  Luminous 

48  Cockrow  36  Strat,  Jr.,  Regular 

48  Jack  Robinson  48  Daybreaker 

96  Columbia  48  Indianola 

144  Watches  assorted,  part  Pocket  Strat  and  part  Radio  Strat 

In  its  correspondence  with  Steuben  Brothers  the  Stratford 
Clock  Company  stated  that  it  preferred  to  ship  directly  to  the 
retailer  any  order  for  merchandise  weighing  over  100  pounds, 
even  though  the  merchandise  were  billed  through  the  wholesaler. 
On  orders  obtained  from  retailers  by  its  missionary  salesmen,  the 
company  also  was  continuing  to  bill  directly  to  retailers  when 
especially  requested  by  the  retailers  or  when  a  wholesaler  refused 
to  approve  an  order.  No  stipulations  were  made  as  to  the  mini- 
mum size  of  individual  orders  from  wholesalers  or  retailers. 

The  policy  of  the  company  on  this  point  was  set  forth  as  fol- 
lows in  a  letter  to  Steuben  Brothers: 

Our  policy  of  billing  a  retailer's  order  is  left  entirely  to  the  retailer, 
and  we  ship  either  direct  or  through  any  wholesaler  who  is  on  our  list 
of  distributors,  as  he  suggests.  We  do  not  attempt  to  influence  his  deci- 
sion in  any  way. 

Practically  85%  of  our  business  is  billed  through  the  wholesaler. 
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There  are  times,  of  course,  when  a  wholesaler  refuses  some  orders  that 
are  referred  to  him  and  these  are  disposed  of  through  some  other  whole- 
saler or  else  handled  direct  by  us. 

Because  of  the  high  value  and  small  bulk  of  most  of  the 
articles  carried  in  stock,  Steuben  Brothers  had  not  found  it  neces- 
sary to  utilize  large  space  for  storage.  This  company  made  a 
specialty  of  its  diamond  and  watch  business,  although  it  also 
handled  rings  and  other  jewelry;  in  normal  years  its  sales  were 
from  $450,000  to  $500,000.  In  1922  this  firm  occupied  quarters 
in  an  office  building  in  Baltimore. 

Steuben  Brothers  carried  only  the  Stratford  brand  of  clocks 
and  cheap  pocket  watches.  The  wholesale  firm  had  put  forth  a 
strong  effort  to  build  up  its  trade  on  this  brand.  It  was  reluctant, 
nevertheless,  to  put  a  full  line  of  these  clocks  and  pocket  watches 
in  stock,  because  it  had  no  surplus  storage  space,  and  the  rent 
in  the  building  in  which  the  office  was  located  was  high.  Until 
1922  it  had  made  collections  on  the  drop-shipment  orders  taken 
from  its  customers  by  the  salesmen  of  the  Stratford  Clock  Com- 
pany as  well  as  for  the  orders  taken  by  its  own  salesmen.  The 
latter  orders  had  been  forwarded  to  the  Stratford  Clock  Com- 
pany whence  shipments  had  been  made  directly  to  the  retailers 
from  the  factory. 

When  the  Stratford  Clock  Company  announced  its  policy  re- 
garding the  stock  requirements  for  wholesalers,  Steuben  Broth- 
ers offered  to  deposit  with  the  manufacturer  an  amount  in  cash 
large  enough  to  cover  the  cost  of  the  regular  assortment;  the 
merchandise  would  remain  in  the  hands  of  the  manufacturer  and 
on  instructions  from  Steuben  Brothers  shipments  would  be  made 
directly  from  the  factory  as  in  the  past.  Steuben  Brothers  was 
willing  to  continue  its  previous  practice  of  paying  the  expense  of 
delivering  merchandise  on  drop  shipments  when  bills  for  this 
expense  were  received  from  the  manufacturer.  This  offer  was 
not  acceptable  to  the  Stratford  Clock  Company. 

The  10%  discount  offered  to  wholesalers  not  carrying  a  regular 
stock  was  deemed  inadequate  by  Steuben  Brothers,  particularly 
because  of  the  large  amount  of  credit  that  the  firm  found  it 
necessary  to  extend  to  its  customers. 

The  relations  between  the  two  firms  had  been  cordial,  but 
Steuben  Brothers  believed  that  although  the  Stratford  Clock 
Company  emphasized  the  necessity  of  the  wholesaler's  perform- 
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ing  his  regular  function  of  carrying  stock,1  the  real  object  of  the 
manufacturer  was  to  force  out  merchandise  on  a  depressed  mar- 
ket. After  extensive  correspondence,  which  seemingly  was  not 
altogether  satisfactory  to  either  company,  Steuben  Brothers 
placed  an  order  for  the  assortment  stipulated  as  the  requirement 
for  a  representative  wholesaler's  stock  and  undertook  to  conform 
to  the  policy  laid  down  by  the  Stratford  Clock  Company  in  Feb- 
ruary, 1922.  Shortly  after  this  settlement  was  made,  the  fol- 
lowing correspondence  took  place  between  the  two  firms: 

Stratford  Clock  Company 

Indianapolis,  Indiana 
Steuben  Brothers,  April  4,  1922 

Baltimore,  Maryland 

Gentlemen: 

Please  let  us  know  what  disposition  was  made  of  order  for  Clarence 
Thompson,  Leroy,  New  York,  confirmation  of  which  you  returned  on 
March  30  with  your  notation. 

Will  the  order  be  filled  from  your  stock,  or  do  you  wish  shipment 
made  from  the  factory?  Customer  requested  that  the  order  be  filled 
from  your  stock,  and  we  suggest  that  if  possible  you  take  care  of  him 
in  this  way,  as  transportation  charges  will  be  less  than  if  shipped  from 
the  factory. 

Kindly  let  us  know  just  how  the  order  was  handled,  so  that  we  can 
mark  our  records  accordingly. 

Yours  very  truly, 

Stratford  Clock  Company 

(Signed)     A.  K.  Winston 

Assistant  Sales  Manager 

Steuben  Brothers 

Wholesale  Jewelers 
Baltimore,  Maryland 
Stratford  Clock  Company,  April  5,  1922 

Indianapolis,  Indiana 

Gentlemen: 

Mr.  Clarence  Thompson,  of  LeRoy,  has  been  advised  that  we  will 
deliver  merchandise  ordered  through  your  missionary  some  weeks  ago 

1The  Stratford  Clock  Company  made  the  following  statement  in  one  of  its 
letters:  "If  a  wholesaler's  travelers  secure  orders  for  small  amounts  of  goods  from 
the  retailers,  the  jobber's  stock  should  be  in  such  shape  that  these  orders  can  be 
filled  immediately  upon  receipt.  Consider  what  a  waste  of  time  and  expense  there 
is  if  a  jobber  must  rewrite  that  order  to  us,  we  in  turn  to  handle,  pack,  ship,  and 
bill  to  the  jobber  who  in  turn  must  rebill  to  the  customer." 
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as  quickly  as  he  pays  up  equal  amounts  of  his  account  now  four  years 
past  due. 

Yours  very  truly, 

Steuben  Brothers 

Did  the  Stratford  Clock  Company  establish  its  case  for  requir- 
ing Steuben  Brothers  to  carry  a  full  stock  of  its  line  in  order  to 
qualify  for  the  regular  wholesaler's  discount? 

What  policy  should  the  Stratford  Clock  Company  have  estab- 
lished for  dealing  with  situations  similar  to  that  arising  in  con- 
nection with  Mr.  Thompson's  order? 


21.  Homer  Food  Company 
direct  sales  to  retailers 

The  Homer  Food  Company  had  national  distribution  for  its 
one  product,  a  trade-marked  food  which  it  had  manufactured  and 
sold  in  package  form  for  many  years.  The  company  had  adver- 
tised extensively  in  newspapers  and  on  street-car  posters.  Its 
sales  were  comparatively  small  in  the  southern,  middle- western, 
and  northwestern  sections  of  the  United  States,  but  in  the  north- 
eastern part  of  the  United  States  its  product  was  stocked  by  a 
majority  of  the  unit  and  chain  retail  grocery  stores. 

Until  1920  the  company  sold  only  to  grocery  wholesalers  and 
chain-store  grocery  companies.  In  New  England  in  1920  it  had 
250  active  wholesale  accounts,  which  it  solicited  with  10  mission- 
ary salesmen.  These  missionary  salesmen  not  only  took  orders 
from  wholesalers  but  also  secured  orders  from  retail  grocers  for 
designated  wholesalers'  accounts.  A  missionary  salesman  called 
on  each  retailer  in  his  territory  about  once  in  8  weeks.  Selling 
terms  to  wholesale  grocery  firms  were  list  prices  less  10%,  2% 
cash,  net  30  days.  Terms  to  chain-store  grocery  companies  also 
were  list  prices  less  10%,  2%  cash,  net  30  days;  if,  however,  a 
chain-store  company  gave  reasonable  assurance  of  purchasing  an 
approximate  minimum  of  40,000  pounds  yearly,  it  was  given 
terms  of  list  prices  less  10%,  less  3%,  2%  cash,  net  30  days. 
These  terms  included  freight  or  parcel  post  to  destination.  A 
large  wholesaler  occasionally  purchased  as  much  as  400  pounds 
of  the  company's  product  a  week  or  20,000  pounds  a  year.  Each 
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chain-store  company  to  which  the  Homer  Food  Company  gave 
the  extra  3%  discount  purchased  an  average  of  about  800  pounds 
a  week,  or  approximately  40,000  pounds  a  year.  Both  the  whole- 
sale grocers  and  the  chain-store  grocery  companies  usually  placed 
orders  with  the  company  once  a  week.  The  company  maintained 
a  sales  branch  and  a  warehouse  in  the  suburbs  of  Boston  and 
could  give  24-hour  delivery  to  about  50%  of  the  New  England 
territory. 

Early  in  1920  several  of  the  company's  New  England  whole- 
sale customers  demanded  15%  discount  from  list  prices.  They 
stated  that  if  this  discount  were  not  granted  they  would  discon- 
tinue carrying  Homer  food.  The  executives  of  the  Homer  Food 
Company  were  convinced  that  they  could  not  sell  profitably  on 
those  terms.  They  thereupon  announced  that  because  of  the 
threat  of  the  wholesalers  they  would  undertake  to  sell  directly  to 
retailers  in  New  England  at  list  prices  less  2%  for  cash  in  10 
days,  net  30  days,  freight  or  parcel  post  prepaid.  The  executives 
also  announced  that  the  company  would  continue  to  fill,  at  the 
usual  terms,  any  orders  received  from  New  England  wholesalers, 
but  stated  that  the  time  of  the  New  England  salesmen  would  be 
spent  in  soliciting  retail  orders  to  be  filled  directly.  The  company 
did  not  anticipate  selling  directly  to  retailers  in  other  parts  of 
the  United  States. 

List  prices  were  the  prices  at  which  the  company  advised 
and  expected  wholesalers  to  sell  to  retailers.  In  1920  list  prices 
less  10%  allowed  the  wholesalers  a  gross  margin  of  3.7  cents 
a  pound,  and  allowed  the  retailers,  if  they  resold  at  the  company's 
suggested  retail  prices,  a  gross  margin  of  about  16%.  The  com- 
pany packaged  its  product  in  half-pound  and  pound  packages.  It 
was  the  company's  desire  that  consumers  should  be  encouraged  to 
buy  in  the  one-pound  size.  In  July,  1925,  the  list  price  for  a 
one-pound  package  was  increased  from  37  cents  to  42  cents  and 
the  suggested  retail  price  was  increased  proportionately  from  44 
cents  to  50  cents.  At  that  time  the  retail  price  of  a  half-pound 
package  was  25  cents.  These  prices  allowed  the  retailers  a  gross 
margin  of  16%. 

The  company  met  keen  competition  from  the  brands  of  other 
manufacturers.  The  sales  manager  estimated  roughly  that  an 
average  grocery  retailer  sold  about  200  pounds  of  the  Homer 
brand  and  competing  brands  every  two  months.   Since  the  com- 


582  PROBLEMS  IN  MARKETING 

pany's  product  was  subject  to  deterioration,  it  was  detrimental 
to  the  reputation  of  the  brand  to  overstock  the  retailers.  The 
Homer  Food  Company  accepted  at  list  prices  from  retailers  any 
packages  of  Homer  food  that  showed  signs  of  deterioration.  The 
date  of  packaging  was  printed  plainly  on  each  case  in  which 
Homer  food  was  packed.  A  code  figure,  indicating  a  date  cor- 
responding to  the  date  on  the  case,  appeared  on  each  package 
also,  so  that  a  wholesaler  or  retailer  need  never  be  in  doubt  as 
to  the  age  of  his  stock. 

Prior  to  1920  the  wholesalers  had  not  been  successful  in  in- 
creasing the  proportion  of  one-pound  packages  sold  to  their  total 
sales.  The  wholesalers,  moreover,  had  not  examined  retailers' 
stocks  regularly  or  encouraged  retailers  to  display  prominently 
the  posters  with  which  the  manufacturer  supplied  them.  The 
wholesalers  also  frequently  had  cut  the  list  prices  to  retailers. 

In  1920  the  company  had  about  100  salesmen  selling  to  whole- 
salers throughout  the  United  States  and  also  soliciting  orders 
from  retailers  for  wholesalers'  accounts.  The  executives  of  the 
company  estimated  that  approximately  one-half  the  total  orders 
which  the  company  received  from  wholesalers  had  been  secured 
for  the  wholesalers  by  the  company's  salesmen.  The  proportion 
of  orders  secured  in  that  way  varied  widely  in  different  territories 
and  was  not  known  exactly. 

In  1926  the  company  with  its  six  years'  experience  in  selling 
directly  in  New  England  was  satisfied  that  for  that  territory 
direct  selling  was  a  sound  policy.  In  1926  the  company  had  more 
than  20,000  retail  customers,  most  of  whom  wrere  retail  grocers 
but  some  of  whom  operated  delicatessens  and  restaurants. 

When  it  began  to  sell  directly  in  New  England,  the  company 
had  anticipated  difficulties  in  collecting  the  increased  number 
of  small  accounts  and  a  heavy  increase  in  clerical  and  collection 
expenses.  In  January,  1920,  14  salesmen  and  2  supervisors  had 
been  added  to  the  force  of  10  salesmen  then  selling  in  New 
England.  The  14  new  salesmen  were  almost  all  experienced 
Homer  Food  Company  salesmen  transferred  from  other  terri- 
tories or  else  men  who  had  sold  other  food  products  to  whole- 
salers. None  of  those  men  ever  had  made  collections  as  a  regular 
part  of  their  duties,  and  none  in  1920  were  enthusiastic  at  the 
prospect  of  becoming  both  salesmen  and  collectors.  However, 
in  1926,  on  over  20,000  retail  accounts,  losses  from  bad  debts 
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did  not  exceed  1/7  of  1%.  The  salesmen  had  collected  in  each  of 
the  6  years  from  1920  to  1925,  inclusive,  more  than  75%  of 
their  direct  sales  other  than  sales  to  chain-store  companies.  Those 
companies  usually  made  payments  directly  to  the  Boston  branch. 
In  June,  1926,  the  company  did  not  have  more  than  200  active 
retail  accounts  over  60  days  old.  The  turnover  in  sales  force 
had  been  negligible. 

The  salesmen  were  instructed  to  sell  to  any  retailer  once, 
regardless  of  his  credit  position.1  An  initial  order  was  not  to  be 
for  an  excessive  quantity  but  must  be  for  at  least  six  pounds, 
since  that  was  the  smallest  quantity  that  the  company  would  ship. 
The  company  wished  to  get  at  least  a  minimum  stock  on  every 
retail  grocer's  shelves  regardless  of  his  credit  position  or  the 
standing  of  his  store.  Even  if  the  grocer  paid  the  company  noth- 
ing for  the  order,  it  was  reckoned  that  the  advantage  of  having 
that  quantity  of  Homer  food  on  display  for  30  days  was  worth 
the  loss. 

Ordinarily  a  second  shipment  was  not  made  to  a  retailer  who 
had  not  paid  his  bill  on  the  salesman's  first  trip  for  collection, 
which  was  usually  30  days  after  shipment.  The  salesman  might 
take  the  retailer's  order,  but  it  was  not  to  be  filled  until  the 
previous  bill  had  been  paid.  This  policy  usually  was  adhered  to 
strictly;  under  special  circumstances,  however,  the  rule  might  be 
waived  at  a  salesman's  request.  In  1925  the  24  salesmen  each 
week  spent,  on  an  average,  slightly  more  than  one-eighth  of  their 
total  working  time  making  collections. 

Each  salesman  was  provided  with  an  automobile  by  the  com- 
pany and  was  required  to  report  every  automobile  expenditure, 
substantiated  by  vouchers,  and  also  speedometer  readings  of  miles 
traveled  for  the  day  reported.  In  1925  for  the  24  salesmen  the 
average  automobile  expense,  including  depreciation  and  interest 
on  the  investment,  amounted  to  6.6  cents  a  mile. 

The  salesmen  worked  $y2  days  a  week.  Saturday  morning  was 
considered  as  suitable  as  any  other  time  for  making  sales  calls. 
The  salesmen  were  paid  weekly  salaries  and,  if  the  company  saw 
fit,  a  bonus  at  the  end  of  the  year.  Each  salesman  was  given 
2  weeks'  vacation  each  year  with  full  pay.  With  the  24  salesmen 
the  company  covered  every  city,  town,  and  village  in  New  Eng- 
land.   Ordinarily  a  salesman  called  upon  each  retailer  in  his 

1  See  also  Tarpon  Company,  page  365. 
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territory  once  every  4  or  5  weeks.  The  sales  manager  estimated 
that  for  the  type  of  food  product  that  the  Homer  Food  Company 
manufactured  the  average  rate  of  stock-turn  in  retail  stores  was 
10  times  a  year. 

The  salesmen  made  daily  reports  of  sales  and  of  collections 
on  forms  provided  for  those  purposes.  With  his  report  of  sales 
for  the  day  the  salesman  enclosed  reports  of  individual  orders 
taken  that  day.  The  data  concerning  each  order  were  entered 
on  a  separate  sheet.  The  sheets  used  for  wholesale  orders  were 
blue  and  those  used  for  retail  orders  were  white.  The  salesman 
usually  made  the  required  entries  on  these  sheets  in  the  evening 
from  information  contained  in  his  pocket  order  book.  When  a 
salesman  accepted  any  Homer  food  which  a  customer  wished  to 
return,  he  rilled  out  and  sent  in  with  his  daily  reports  two  forms, 
one  of  which  was  signed  by  the  customer  and  served  as  a  receipt 
for  the  amount  paid  for  the  returned  goods  by  the  salesman. 

Salesmen  were  required  to  enclose  checks  received  during  the 
day  with  their  daily  collection  reports,  but  were  to  remit  for  cash 
collected  only  twice  a  week.  Remittances  for  cash  collected  were 
made  by  Post  Office  money  order  or  cashier's  check.  The  sales- 
men were  not  allowed  to  deposit  cash  collected  to  their  own 
accounts  and  remit  with  their  own  checks.  This  rule  made  it 
impossible  for  funds  belonging  to  the  company  to  be  attached  by 
a  salesman's  creditors.  Each  salesman  was  bonded  for  $3,000. 

From  the  salesmen's  daily  reports  of  sales  activities  and  collec- 
tions, a  weekly  activity  report  was  prepared  at  the  Boston  branch 
for  each  salesman.  This  report  showed,  among  other  data,  miles 
traveled,  number  of  calls,  number  of  collections,  and  sales  in 
pounds. 

In  1926  the  company  had  35  active  wholesale  accounts  on  its 
books  for  New  England.  Twenty-eight  per  cent  of  total  sales  in 
New  England  were  made  to  those  35  wholesalers;  27%  were 
made  to  chain-store  grocery  companies;  and  45%  were  made  to 
unit  grocery  stores  and  delicatessen  stores.  The  executives  esti- 
mated that  approximately  one-half  the  merchandise  sold  to  the 
wholesalers  was  resold  by  them  to  retailers  who  were  situated  in 
such  remote  locations  or  were  such  poor  credit  risks  that  the 
company  had  found  from  previous  experience  that  it  could  not 
afford  the  time  necessary  to  sell  to  and  collect  from  them.  It  was 
the  company's  opinion  that  in  order  to  stay  in  business  such  re- 
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tailers  at  least  would  pay  the  wholesalers  from  whom  they  bought 
a  majority  of  their  goods.  The  wholesalers  resold  the  other  half 
of  the  merchandise  which  they  purchased  from  the  company  to 
retailers  who  for  some  reason  preferred  to  purchase  through  the 
accustomed  wholesale  channels,  to  retailers  for  fill-in  orders  at 
periods  between  Homer  Food  Company's  salesmen's  visits,  or  to 
other  wholesalers.  Although  in  1920  the  salesmen  had  discon- 
tinued calling  on  wholesalers  or  taking  orders  for  their  accounts, 
certain  wholesalers  had  continued  to  purchase  from  the  company 
and  by  1926,  in  acordance  with  their  request,  the  salesmen  were 
calling  on  the  35  wholesalers  when  convenient. 

The  Homer  Food  Company  had  a  sign  which  it  endeavored  to 
have  placed  in  a  conspicuous  position  in  every  retail  store  which 
sold  Homer  food.  It  was  part  of  a  salesman's  duty  to  see  that 
this  sign  was  advantageously  displayed  in  the  stores.  Other  du- 
ties of  the  salesmen  were  to  make  sure  that  every  retailer  had  at 
least  a  minimum  quantity  of  Homer  food  on  hand;  to  take  back 
for  exchange  or  refund  any  unsightly  or  deteriorated  packages  of 
Homer  food  on  retailers'  shelves;  and  to  learn  about  all  local  fairs 
at  which  the  company  might  in  some  way  advertise  its  product. 
Salesmen  and  the  sales  supervisors  were  expected  to  report  all 
significant  facts  that  they  observed  concerning  sales  of  the  com- 
pany's product,  competitors'  progress,  and  competitive  innova- 
tions, and  to  suggest  means  to  help  the  company  increase  its 
prestige  in  the  competitive  market. 

The  general  sales  manager  of  the  company  emphasized  the  im- 
portance of  a  large  number  of  calls  by  salesmen  per  day.  He 
maintained  that  in  a  closely  settled  district  such  as  Boston  a 
retail  salesman  should  make  from  60  to  70  calls  a  day  and  that 
1  sale  in  every  4  calls  was  a  reasonable  average.  At  every  call 
the  salesman  was  to  determine  the  retailer's  stock,  to  make  a 
collection  if  necessary,  to  pick  up  any  soiled  packages,  to  see 
that  the  product  and  the  sign  were  conspicuously  placed,  and  to 
speak  with  the  buyer  if  only  for  a  minute.  The  two  sales  super- 
visors visited  the  territory  between  salesmen's  calls.  They  took 
any  orders  given  them,  but  their  chief  duty  in  traveling  over  the 
territory  was  to  ascertain  whether  the  salesmen's  daily  reports 
were  accurate.  The  supervisors  did  not  solicit  complaints  con- 
cerning the  salesman  but  listened  to  any  that  were  made.  The 
sales  manager  was  convinced  that  his  two  supervisors  were  not 
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regarded  as  spies  by  the  retailers.  A  summary  of  the  salesmen's 
activities  in  1925  is  given  in  Exhibit  1. 

Although  the  company's  salesmen  did  not  sell  directly  to  man- 
agers of  the  stores  operated  by  chain-store  companies,  they  were 
expected  to  call  at  about  five  chain-store  branches  a  day  for  a 
week  at  intervals  of  about  six  weeks.  The  purpose  of  these  calls 
was  to  ascertain  whether  a  sufficient  stock  of  Homer  food  was  on 
hand  and  conspicuously  placed. 

The  average  salary  of  the  24  salesmen  was  about  $42  a  week. 
In  1925  the  total  average  sales  per  salesman  were  66,550  pounds, 
which  at  list  prices  represented  a  gross  value  of  $27,951.  In- 
cluding salaries,  automobile  expense,  and  food  and  lodging,  the 
average  salesman's  expense  amounted  to  slightly  more  than  5 
cents  a  pound  sold.  The  company  allowed  wholesalers  a  gross 
margin  of  4.2  cents  a  pound.  If  the  wholesalers'  request  for  a 
15%  discount  had  been  granted,  the  wholesalers'  gross  margin 
would  have  amounted  to  6.3  cents  a  pound.  In  addition  to  the 
discount  allowed  wholesalers,  the  company  incurred  a  selling  ex- 
pense on  sales  to  wholesalers  of  4.5  cents  a  pound.  Direct  selling, 
therefore,  was  cheaper  than  the  old  plan,  and  in  addition  the 

Exhibit  i 

Activity  Report  of  New  England  Salesmen  of 
Homer  Food  Company  for  1925 

Number  of  men  *  24 

Average  number  of  regular  calls  a  week  per  man  268 

Average  number  of  regular  calls  a  day  per  man  49 

Average  number  of  back  calls  a  week  per  manf  36 

Average  number  of  back  calls  a  day  per  man  7 

Average  number  of  calls  a  week  per  man  304 

Average  number  of  calls  a  day  per  man  56 

Average  number  of  sales  a  week  69 

Average  number  of  sales  a  day  12.5 

Average  number  of  pounds  of  product  sold  a  week  per  man  1,331 
Average  number  of  pounds  of  product  sold  a  day  per  man  242 
Quantity  of  the  average  sale  (pounds)  19.3 

Average  number  of  collections  made  a  week  per  man  55 

Average  number  of  collections  made  a  day  per  man  10 

Average  number  of  miles  traveled  by  auto  per  week  per  man  266 
Average  number  of  miles  traveled  by  auto  per  day  per  man    48 

*  These  men  covered  every  city  and  town  in  New  England  regularly.     The  average  time  for  a 
circuit  of  a  territory  was  four  weeks. 
t  Back  calls  were  calls  made  for  collection  purposes. 
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popularity  of  the  company  was  enhanced  by  the  additional  serv- 
ices which   the  salesmen   rendered. 

The  company's  sales  in  the  New  England  territory  in  192 1 
were  450,000  pounds  larger  than  in  1920,  and  in  each  succeeding 
year  substantial  increases  were  experienced.  Advertising  expendi- 
tures in  1925  were  approximately  the  same  percentage  of  net 
sales  as  they  were  in  1920. 

The  executives  of  the  company  stated  that  direct  selling  in 
New  England  had  proved  conclusively  to  be  more  economical 
than  the  previous  method  of  selling  to  wholesalers.  Under  direct 
selling  the  company's  product  had  been  advertised  effectively  to 
retailers  and  sales  had  increased.  The  company's  salesmen  had 
been  successful  in  increasing  the  proportion  of  sales  in  pound 
packages  to  total  sales.  The  retailers  received  their  goods  more 
promptly  and  in  better  condition  than  they  had  when  purchasing 
from  wholesalers.  The  general  manager  stated  that  the  com- 
pany's experience  showed  that  a  manufacturer  of  a  branded  food 
specialty  could  sell  successfully  directly  to  the  retail  grocery  trade 
in  New  England,  provided  a  demand  had  been  created  before  the 
direct  selling  was  inaugurated.  In  the  sales  manager's  opinion  a 
large  number  of  calls  per  day  was  the  most  important  single  factor 
in  direct  selling  by  manufacturers  whose  products  were  subject  to 
deterioration  so  as  to  make  large  unit  sales  to  retailers  impracti- 
cable. The  activity  report  for  1925,  Exhibit  1,  indicated  that  the 
average  call,  if  salesmen  worked  eight  hours  a  day,  was  not  longer 
than  four  to  five  minutes,  if  four  minutes  was  assumed  to  be  the 
time  taken  between  calls.  The  sales  manager  stated  that  the  com- 
pany's salesmen  had  established  a  reputation  of  being  non-waiters 
and  non-wasters  of  time,  and  because  of  this  usually  secured 
promptly  the  short  interview  desired. 


22.  Merritan  Company 
missionary  salesmen 

The  Merritan  Company  had  manufactured  for  over  30  years 
a  cleaning  compound  called  "Helper,"  which  it  sold  to  wholesale 
grocers  and  to  chain-store  grocery  companies.  As  a  result  of 
persistent  advertising   on   street-car  posters   and   in   magazines 
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circulating  among  consumers,1  Helper  was  known  in  all  parts  of 
the  United  States  and  seemed  to  be  looked  upon  by  many  house- 
wives as  a  household  necessity.  From  1900  to  19 10  the  company 
had  maintained  a  staff  of  27  salesmen,  20  of  whom,  as  missionary 
salesmen,  solicited  orders  from  retailers  for  wholesalers'  accounts, 
and  7  of  whom  sold  to  wholesalers.  In  19 10  the  company  had 
decided  to  discontinue  using  the  20  missionary  salesmen  and  to 
increase  its  annual  advertising  appropriation  by  an  amount  equal 
to  the  previous  total  annual  cost  of  maintaining  those  salesmen. 
The  company  retained  8  salesmen  to  solicit  wholesalers'  orders. 
From  19 10  to  1927,  sales  had  increased  at  a  highly  satisfactory 
rate.  Advertising  appropriations  also  had  increased,  but  not  in 
appreciably  greater  proportion  than  the  increase  in  sales. 

In  1927  the  company  stated  that  it  had  100%  distribution 
among  the  wholesale  grocers  in  the  United  States  and  at  least 
80%  distribution  among  grocery  retailers.  Consumer  demand  ap- 
parently was  so  strong  that  grocery  wholesalers  and  retailers 
could  not  afford  to  be  without  the  article.  In  retail  stores  the 
average  rate  of  stock-turn  for  the  company's  product  was  ap- 
proximately 1 2  times  a  year,  and  in  chain  stores  the  average  rate 
was  about  72  times.  The  company  maintained  warehouse  stocks 
in  42  cities.  The  warehouse  organizations  developed  and  main- 
tained their  own  lists  of  customers  to  whom  credit  could  be 
granted.  Those  organizations  also  billed  the  customers  whose 
orders  were  rilled  from  the  warehouse  stocks;  all  payments  were 
made  directly  to  the  company's  office  in  New  York  City. 

The  company's  terms  to  wholesale  grocers  and  chain-store 
companies  were  1 2  J^  %  off  list  price  less  2  %  for  cash.  This  was 
a  one-price  policy;  no  quantity  or  special  discounts  were  allowed 
and  no  free  deals  were  offered.  The  company  rarely  had  made 
drop  shipments,  and  in  1927  the  practice  of  making  drop  ship- 
ments was  discontinued  entirely.  The  list  price  at  which  the 
company  expected  wholesalers  to  sell  allowed  retailers  a  gross 
margin  of  approximately  30%  if  they  sold  at  the  company's 
suggested  resale  price.  The  company  stated  that  price  cutting 
by  chain-store  grocery  companies  was  not  excessive,  and  that  few 
wholesalers  complained  that  their  gross  margin  on  the  product 
was  inadequate. 

1  See  also  Mohawk  Soap  Company,  page  87. 
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During  the  four  years  prior  to  1926  the  company  had  observed 
an  irregularity  in  the  frequency  with  which  wholesalers  ordered 
Helper.  The  company's  salesmen,  who  had  been  instructed  to  dis- 
cover the  cause  of  this  irregularity,  reported  that  in  almost  every 
instance  in  which  it  occurred  the  wholesaler  had  bought  in  too 
large  a  quantity.  As  an  experiment,  the  company  reduced  the 
minimum  order  that  it  would  accept  from  six  gross  of  the  pack- 
ages to  five  gross;  some  time  after  this  reduction,  the  company 
reduced  the  minimum  to  four  gross  and,  in  1926,  it  made  a 
further  reduction  to  two  gross.  With  this  minimum,  the  company 
stated  that  it  had  succeeded  in  securing  100%  distribution  at  all 
times  among  grocery  wholesalers. 

Each  of  the  company's  salesmen  endeavored  to  cover  about 
one-eighth  of  the  United  States  each  year.  Almost  all  the  sales- 
men had  been  with  the  company  for  several  years.  Their  salaries, 
exclusive  of  traveling  expenses,  ranged  from  $200  to  $300  a 
month. 

The  company  advertised  in  wholesale  and  retail  trade  papers 
as  well  as  in  general  magazines.  Any  innovation  in  use  for  the 
cleanser  or  any  change  in  size  of  package,  for  instance,  was  al- 
ways well  advertised  to  consumers,  retailers,  and  wholesalers;  in 
its  advertisements  to  wholesalers  the  company  stated  that  the 
retailers  had  been  acquainted  with  the  new  departure.  In  its 
advertising  to  wholesalers  the  company  also  stressed  the  fact 
that,  inasmuch  as  it  had  created  a  demand  for  Helper  among 
consumers  and  retailers  by  means  of  its  advertising,  all  the  whole- 
salers' salesmen  had  to  do  was  to  take  orders. 

The  company  deemed  it  the  wholesalers',  not  the  manufac- 
turer's, function  to  secure  orders  for  their  own  accounts.  The 
company  endeavored  to  allow  wholesalers  and  retailers  adequate 
gross  margins  and  was  confident  that  no  ill  will  had  been  created 
by  its  emphasis  on  the  wholesalers'  responsibility  for  obtaining 
orders  from  retailers. 


23.  Fenton  Laboratories,  Inc. 

method  of  marketing 

The  Fenton  Laboratories,  Inc.,  was  organized  in  192 1  for  the 
production  and  distribution  of  artificial  milk  invented  by  Dr. 
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Helmer,  the  president  of  the  corporation.  Several  years  of  pains- 
taking research  and  experiment  had  been  spent  in  perfecting  this 
product.  It  had  all  the  properties  of  mother's  milk,  and  extended 
experiments  had  proved  to  the  satisfaction  of  Dr.  Helmer  and  his 
associates  that  it  safely  could  be  used  under  all  conditions  for 
the  nourishment  of  infants  and  children.  The  financial  backers  of 
the  company  were  public-spirited  men  who  were  more  interested 
in  making  this  artificial  milk  widely  available  at  a  reasonable 
price  than  in  securing  large  profits.  They  realized,  however,  that 
it  would  not  be  possible  for  the  public  to  gain  the  greatest  benefit 
from  this  discovery  unless  the  production  and  distribution  could 
be  made  successful  commercially. 

The  process  of  manufacturing  this  artificial  milk  was  covered 
by  patents  so  far  as  possible,  and  it  was  expected  that,  even  if 
an  attempt  should  be  made  by  a  competitor  to  analyze  it  after 
it  had  been  placed  on  the  market,  the  preliminary  laboratory 
work  required  would  render  it  impossible  to  turn  out  a  similar 
product  in  less  than  five  years. 

A  large  potential  market  for  this  artificial  milk  apparently 
existed  in  sections  of  the  South  and  Southwest,  where  fresh  cow's 
milk  was  not  readily  available,  and  in  many  parts  of  Europe  and 
South  America.  Another  market  probably  existed  among  people 
who  had  difficulty  in  securing  ice  for  preserving  cow's  milk.  It 
was  expected  that  this  artificial  milk  would  be  of  especial  benefit 
to  people  living  in  the  tenement  districts  of  large  cities,  such 
as  the  East  Side  in  New  York  City.  Large  sales  on  physicians' 
prescriptions  were  looked  for  eventually  in  nearly  all  communi- 
ties. At  the  start,  however,  it  was  anticipated  that  there  would  be 
sales  resistance  to  overcome  because  of  natural  inertia  and  be- 
cause of  possible  suspicion  that  the  product  did  not  possess  all 
the  qualities  that  were  claimed  for  it. 

The  Fenton  Laboratories,  Inc.,  erected  a  plant  in  New  Jersey. 
The  product  was  manufactured  there  in  powdered  form  and 
put  up  in  one-pound  cans.  By  the  addition  of  boiling  water, 
each  one-pound  can  would  make  four  quarts  of  artificial  milk. 
The  cost  of  manufacture  in  192 1  was  40  cents  for  each  one- 
pound  can.  It  was  expected  that  this  cost  could  be  lowered 
somewhat  by  larger  volume  of  production.  The  capacity  of  the 
plant  was  1,500,000  pounds  yearly,  and  additional  capacity  easily 
could  be  provided  in  four  months. 
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In  1920  over  100,000  cans  of  this  product  were  sold  in  a 
single  large  city.  Prominent  physicians  gave  it  the  stamp  of 
their  approval,  and  the  bulk  of  the  sales  came  through  prescrip- 
tions given  by  physicians.  It  was  the  aim  of  the  company  to 
secure  first  of  all  the  support  of  the  medical  profession,  and  to 
that  end  advertising  had  been  started  in  medical  journals.  It  was 
planned  to  advertise  later  to  consumers  in  magazines  with  na- 
tional circulation. 

In  order  to  introduce  the  product,  the  company  planned  in 
192 1  to  open  supply  stations  in  Chicago,  Cleveland,  Pittsburgh, 
Philadelphia,  Boston,  and  New  York.  These  stations  were  to  be 
used  solely  to  supply  the  product  to  hospitals,  dispensaries,  and 
similar  institutions.  It  had  been  suggested  that  these  supply 
stations  eventually  might  be  developed  into  wholesale  branches 
for  the  purpose  of  selling  the  artificial  milk  to  retailers.  It  also 
had  been  suggested  that  the  company  itself  might  establish  retail 
stores  to  handle  this  product. 

One  of  the  major  questions  presented  to  the  promoters  of  the 
Fenton  Laboratories,  Inc.,  in  192 1  was  whether  to  undertake  to 
distribute  its  product  entirely  itself  or  to  secure  distribution 
through  retail  drug  stores,  and,  perhaps,  retail  grocery  stores. 
The  typical  gross  margin  in  retail  drug  stores  in  19 19  had  been 
34%  of  net  sales  and  in  retail  grocery  stores  17%.  The  com- 
pany also  was  faced  with  the  question  of  whether  to  operate 
its  own  wholesale  branches  or  to  rely  on  wholesalers  to  distribute 
its  product  in  the  domestic  market.  Another  problem  was 
whether  to  seek  to  develop  the  market  gradually,  one  district  at 
a  time,  or  plan  to  obtain  initial  distribution  in  a  few  stores  in 
each  of  as  many  localities  as  possible.1  The  selection  of  the  plan 
of  distribution  was  not  limited  by  the  financial  resources  of  the 
company;  the  dominant  purpose  was  to  make  the  product  as 
widely  useful  as  possible  and  to  reduce  marketing  costs  to  a 
minimum. 

What  sort  of  retail  distribution  should  have  been  provided  for 
this  product? 

Should  the  company  have  undertaken  to  develop  its  market 

1  See  also  Chocolink  Beverage  Company,  page  88;  Platinar  Company,  page  93; 
Samoset  Company,  page  98;  Cardiff  Manufacturing  Company,  page  97;  Claybon 
Company,  page  527. 
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gradually,  one  region  at  a  time,  or  should  it  have  sought  to  de- 
velop its  market  in  all  sections  of  the  United  States  simul- 
taneously? 

What  sort  of  sales  promotion  and  advertising  should  have  been 
planned  for  the  initial  development  of  the  market? 


24.  Chickamauga  Company 
sampling1 

The  Chickamauga  Company,  which  sold  its  products  through 
regular  salesmen  to  wholesalers  and  secured  drop-shipment  or- 
ders from  retailers  by  means  of  missionary  salesmen,2  also  had 
used  sampling  extensively  to  stimulate  the  demand  for  its  prod- 
ucts. Prior  to  191 7,  samples  of  at  least  one  of  the  six  breakfast 
foods  produced  by  the  company3  were  distributed  annually  to 
individual  homes  in  selected  sections  of  the  United  States  and 
Canada.     Every  city  and  town,  except  those  that  were  located 

1  See  also  Van  Roon  Mills,  page  461;  Tarpon  Company,  page  365. 

2  A  statement  of  the  plan  on  which  the  missionary  salesmen  of  this  company 
operated  is  given  on  pages  570-573. 

3  Methods  used  by  various  other  manufacturers  in  distributing  samples  were 
briefly  as  follows: 

a)  Samples  of  one  product  were  enclosed  with  regular-sized  packages  of  other 
products  of  the  same  company. 

b)  Supplies  of  samples  were  given  to  retailers  to  be  passed  out  at  their  discre- 
tion ;  many  dealers  were  said  to  favor  this  method. 

c)  Supplies  of  samples  were  placed  at  convenient  places  on  retailers'  counters 
to  be  taken  by  customers. 

d)  Samples  were  distributed  by  the  manufacturer's  own  demonstrators  in  retail 
stores. 

e)  Occasionally  samples  were  distributed  directly  by  mail  to  either  general  or 
selected  mailing  lists.  In  May,  1922,  a  manufacturer  of  toilet  goods  mailed  a 
sample  package  containing  one  tube  of  tooth  paste,  one  cake  of  toilet  soap,  and 
one  can  of  shaving  powder,  all  of  sample  size,  to  all  college  graduates  whose 
classes  were  holding  reunions  in  June,  1922.  A  company  which  manufactured  lead 
pencils  sent  out  circular  letters  containing  samples  of  its  pencils.  In  each  letter  a 
postal  card  was  enclosed  which,  if  mailed  to  the  company,  would  secure  for  the 
sender  an  additional  sample.  A  manufacturer  of  flour  did  not  mail  out  samples 
but  sent  to  each  of  a  list  of  consumers  whose  names  were  supplied  by  retail  grocers 
a  letter  containing  a  "check"  for  15  cents  which  would  be  accepted  by  specified 
retailers  in  part  payment  for  an  eighth  or  a  quarter  barrel  of  the  company's  flour. 

/)    Samples  of  certain  products  sometimes  were  placed  in  hotel  rooms. 

g)  Several  manufacturers  of  toilet  goods  occasionally  stationed  distributors  of 
samples  at  busy  street  corners  or  other  points  passed  by  large  numbers  of  people. 
Such  occasions  as  football  games  or  parades  frequently  were  chosen  for  this  kind 
of  sampling. 
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in  mountainous   regions  or  sparsely  populated  territories,  was 
covered  periodically. 

Since  distribution  was  attained  almost  exclusively  through 
wholesalers,  sales  statistics  were  kept  by  wholesale  trading  cen- 
ters. As  soon  as  sales  began  to  fall  off  in  any  center,  a  sampling 
campaign  was  planned.  In  one  instance  sales  were  increased 
1 00%  in  two  weeks  in  a  city  of  200,000  by  an  intensive  sam- 
pling campaign  of  Chickamauga  corn  flakes.  During  this  cam- 
paign the  stores  at  which  the  corn  flakes  of  the  company  could 
be  purchased  were  indicated  by  window  displays  placed  by  agents 
of  the  Chickamauga  Company.  One  hundred  forty-two  displays 
remained  in  the  windows. for  an  average  of  10  to  14  days. 

The  United  States  was  divided  into  44  sales  districts,  and  each 
district  manager  was  in  general  charge  of  the  sampling  in  his 
territory.  The  sampling  appropriation  was  based  on  a  specified 
percentage  of  the  estimated  sales  of  each  product.  The  district 
managers  determined  which  products  should  be  sampled,  but  the 
missionary  salesmen  supervised  and  directed  the  house-to-house 
sampling.  For  5  foremen  whose  territories  were  arranged  to 
include  both  large  and  small  cities,  the  cost  of  sampling  in  one 
typical  campaign  was  as  follows: 


Foreman 

Number  of  Days 

Cost  per  Sample 
(cents) 

I 

206 

2.22 

2 

3 

203 
218 

I.77 
2.22 

4 
5 

222 
204 

1.97 
2-73 

The  cost  figures  included  the  cost  of  the  sample  package  and 
all  expenses  incidental  to  the  sampling.  Ford  cars,  which  were 
charged  off  in  two  years,  were  used.  Crew  No.  2  spent  the 
greater  part  of  its  time  in  distributing  samples  in  large  cities.1 

*A  prominent  manufacturer  of  a  proprietary  cough  medicine  estimated  in  1932 
that  the  cost  of  distributing  samples  of  his  product  from  house  to  house  was  from 
S7.50  to  $9  a  thousand.  This  did  not  include  the  cost  of  the  samples  nor  the 
transportation  to  the  point  of  distribution.  The  expense  was  much  higher  in  this 
case  than  formerly,  because  the  company  had  adopted  the  policy  of  placing  samples 
only  in  the  hands  of  adult  .persons.  Formerly  they  were  left  on  the  front  steps 
or  dropped  in  mail  boxes,  whence  frequently  they  were  collected  by  children.  The 
sampling  work  of  that  company  was  organized  as  follows  in  1922: 

One  man  in  charge  of  a  city  sent  out  three  crews,  each  under  a  supervisor. 
Each  crew  was  divided  into  smaller  groups  of  three  or  four  men  under  a  foreman, 
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Each  sampling  crew  ordinarily  consisted  of  four  samplers,  one 
checker,  and  one  foreman.  The  foreman  hired  the  samplers 
locally  and  furnished  them  with  the  samples.  The  checker  and 
the  foreman  worked  together  in  supervising  the  samplers  to  make 
sure  that  their  work  was  done  well,  each  one  checking  two  men. 
The  main  object  was  to  keep  up  the  morale  of  the  samplers  and 
to  prevent  their  dumping  a  bunch  of  samples  on  the  back  porch 
of  one  or  two  houses  or  from  otherwise  distributing  them  promis- 
cuously. The  samples  ordinarily  were  distributed  from  an  auto- 
mobile, the  foreman  moving  the  car  down  the  street  as  the 
samplers  progressed  and  keeping  the  samplers  in  sight  at  all 
times.  Using  a  main  thoroughfare  as  a  boundary  line,  a  checker 
and  two  samplers  covered  one  side  of  the  street,  and  the  crew 
manager  and  the  other  two  samplers  covered  the  other  side  of 
the  street.  A  crew  worked  down  the  main  streets  taking  in  all 
blind  alleys  as  it  went.  In  order  to  keep  the  men  closely  to- 
gether, the  side  streets  coming  in  on  only  one  side  of  the  main 
thoroughfare  were  worked  one  block  at  a  time.  Experience  had 
indicated  that  it  was  not  practicable  to  put  one  man  in  charge 
of  four  samplers  because,  in  moving  up  the  vehicle  in  which  he 
carried  the  samples,  he  had  to  leave  the  four  samplers  without 
an  overseer  while  they  were  working,  or  have  them  lose  time 
waiting  until  the  foreman  was  again  with  them. 

At  each  residence  the  sampler  rang  the  bell  or  knocked  at 
the  door;  unless  some  one  answered,  no  package  was  left.  He 
told  the  person  who  answered  that  he  was  leaving  a  sample  of  a 
breakfast  food,  asked  whether  it  already  was  being  used  in  the 
household,  and  took  note  of  any  complaints  that  were  offered. 
At  one  time,  it  had  been  the  custom  of  the  company,  when  no 
one  was  at  home  at  the  time  of  a  sampler's  call,  to  leave  a  sample 
hung  over  the  doorknob  or  on  the  porch.  This  practice  was 
abandoned  because  it  was  believed  that  housewives  were  skeptical 

usually  three  such  groups  to  the  crew.  In  some  instances  the  foreman  of  a  group 
himself  did  part  of  the  distribution  work;  others  merely  supervised  their  groups. 
Such  a  group  worked  a  number  of  blocks  systematically,  the  foreman  making  test 
calls  from  time  to  time  at  various  houses  to  see  whether  the  sample  had  been 
placed  in  the  hands  of  a  responsible  person.  The  supervisor  of  a  crew  followed 
the  groups  and  checked  up  their  work  in  a  similar  manner.  The  man  who  was  in 
charge  of  the  sampling  in  a  city  as  a  whole  traveled  from  one  crew  to  another  in 
an  automobile.  In  some  cases  only  one  or  two  men  were  sent  to  a  town  or  a  city 
to  conduct  a  sampling  campaign ;  there  they  employed  local  men  in  the  actual 
work  of  distribution.  Several  cities  required  that  a  license  be  taken  out  by  any 
firm  which  wished  to  distribute  samples. 
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about  using  any  food  products  the  source  of  which  was  not 
known  to  them.  In  apartment  houses,  samples  were  delivered 
to  each  apartment,  and  under  no  circumstances  were  samples 
left  with  a  janitor  for  distribution.  The  checker  and  foreman 
were  instructed  to  be  especially  careful  on  this  point.  No  sam- 
ples were  distributed  in  offices,  pool  rooms,  barber  shops,  or  any 
other  public  places  except  restaurants  or  grocery  stores,  where 
one  or  two  samples  might  be  left  at  a  foreman's  discretion.  Each 
night  the  crew  manager  reported  to  the  branch  manager  the  re- 
sults of  his  day's  work,  giving  the  number  of  samples  distributed, 
an  itemized  list  of  expenditures,  and  the  territory  covered. 

Small  country  towns  were  sampled  either  by  a  sampling  crew 
with  an  automobile  of  the  company  or  by  salesmen.  A  mission- 
ary salesman  usually  distributed  samples  in  a  town  requiring 
only  one  case  or  less,  for  he  customarily  had  spare  time  after  he 
had  called  upon  the  retailers  or  when  the  retailers  were  busy  with 
their  trade  at  the  noon  hour  or  in  the  evening.  In  the  small 
towns  a  sample  was  left  in  each  wagon  or  automobile  that  was 
parked  on  the  streets  and  that  apparently  belonged  to  a  farmer 
not  living  in  the  town  or  village.  In  villages,  when  no  one  answered 
a  door,  it  was  opened,  if  unlocked,  and  the  sample  was  placed  in- 
side without  the  distributor's  entering  the  house.  When  a  door  was 
locked,  no  sample  was  left.  In  driving  from  town  to  town,  the 
distributors  gave  out  samples  at  every  farmhouse  near  the  road. 

In  191 7,  when  the  cost  of  labor  was  high,  direct  house-to- 
house  sampling  was  discontinued,  and  coupons  were  placed  in 
newspapers,  which  were  redeemable  at  any  retail  store  which 
sold  Chickamauga  products.1  The  grocer  received  the  ordinary 
profit  on  each  package  of  breakfast  food  distributed  in  this 
manner.  This  method  gave  a  good  check  on  the  results  of 
sampling  and  also  tended  to  encourage  the  consumer  to  develop 
the  habit  of  going  to  a  store  to  ask  for  the  Chickamauga  brand. 

1  The  Foxcroft  Company,  a  large  manufacturer  of  perfumes,  soaps,  cosmetics, 
and  other  toilet  goods,  used  coupons  in  its  advertising,  sometimes  offering  free 
samples  if  the  coupon  were  mailed  to  the  factory  and  at  other  times  stating  that 
a  coupon  would  be  accepted  in  exchange  for  a  sample  when  presented  to  the 
nearest  retailer.  In  the  latter  case,  of  course,  it  was  necessary  that  distribution 
be  well  under  way  before  coupons  were  used  in  the  advertising.  In  several  instances 
where  a  study  was  made,  the  Foxcroft  Company  found  that  the  average  cost  of 
replying  to  such  inquiries  or  of  distributing  samples  through  dealers  in  exchange 
for  the  coupons  was  from  75  cents  to  $1,  including  the  cost  of  the  sample.  Even 
then  there  was  no  assurance  that  the  person  securing  the  sample  became  a  regular 
user  of  the  product. 
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This  method  of  sampling  avoided  the  possibility  of  a  samplers 
dumping  the  packages  on  one  doorstep  in  cases  where  close 
supervision  could  not  be  maintained;  but  it  was  disadvantageous 
in  that  one  person  could  make  a  collection  of  newspapers,  clip 
the  coupons,  and  get  a  supply  which  would  last  him  for  a  couple 
of  weeks. 

In  the  spring  of  1922,  competition  was  keen  among  breakfast 
food  manufacturers.  Wages  of  the  class  of  men  used  in  sampling 
had  declined  from  the  1920  peak  to  about  the  point  where  they 
were  at  the  time  when  house-to-house  sampling  had  been  dis- 
continued in  191 7.  Although  no  new  products  were  being  put 
on  the  market  by  the  Chickamauga  Company  at  this  time,  the 
sales  manager  recommended  that  in  order  to  stimulate  sales  the 
practice  of  house-to-house  sampling  should  be  resumed  imme- 
diately and  that  the  same  general  policy  should  be  followed  in 
the  future  as  prior  to  191 7. 

Should  this  recommendation  have  been  adopted? 


25.  Warren  Textile  Machinery  Company 
terms  of  sale 

In  1922  the  Warren  Textile  Machinery  Company  produced 
the  first  French-system  textile  machine  made  in  the  United 
States.  The  few  worsted  manufacturers  who  were  in  the  mar- 
ket at  that  time  to  buy  equipment  were  distrustful  of  the  first 
machinery  of  this  type  to  be  produced  by  an  American  organi- 
zation; hence,  the  company  had  difficulty  in  making  sales  on  its 
usual  terms,  which  were  cash  in  30  days  from  the  date  of  in- 
stallation. One  prospective  customer  was  found,  however,  who 
was  willing  to  make  a  comparatively  small  installation,  involving 
$175,000,  provided  the  company  would  grant  him  terms  of  25% 
cash  in  30  days  from  the  date  of  installation  and  the  remainder 
in  6  equal  instalments  during  the  next  3  years,  with  interest  at 
6%  on  unpaid  notes. 

The  new  machines  seemed  to  be  equal  to  the  best  foreign 
product.  The  Warren  Textile  Machinery  Company  was  one  of 
the  largest  manufacturers  of  textile  machinery  in  the  United 
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States.  The  company's  annual  sales  were  about  $20,000,000. 
Its  Bradford  type  of  machinery  competed  in  world  markets  with 
the  products  of  European  manufacturers.  The  new  product 
also  competed  in  price  with  similar  French-system  machinery 
produced  abroad.  Since  American  worsted  manufacturers,  how- 
ever, always  had  imported  this  type  of  equipment,  they  were 
likely  to  doubt  at  first  the  ability  of  the  American  company  to 
construct  as  efficient  equipment  as  that  produced  abroad,  even 
though  they  recognized  the  equality,  and  in  some  instances  the 
superiority,  of  American  textile  machinery  of  other  types. 

The  Warren  Textile  Machinery  Company  had  developed  the 
new  machine  because  of  the  expectation  that  the  machine  would 
have  a  large  and  growing  market.  The  executives  were  of  the 
opinion  that  the  Bradford-system  machinery  and  the  French- 
system  machinery  each  had  a  distinct  field  of  usefulness.  For 
handling  long  wools  and  hairs  the  Bradford-system  machinery 
was  highly  satisfactory,  being  simple  in  operation  and  construc- 
tion, flexible,  and  capable  of  operation  at  comparatively  low 
cost.  For  spinning  short,  fine  wools  and  mixtures  of  those  with 
cotton,  however,  the  French-system  machinery  was  superior;  on 
it  could  be  produced  good  yarns  from  a  stock  too  short  for  the 
Bradford  system  unless  mixed  with  longer  stock.  The  executives 
of  the  Warren  Textile  Machinery  Company  recognized  that  the 
world  supply  of  fine,  long-staple  wool  had  been  diminishing  over 
a  period  of  years.  Since  the  market  prices  were  less  for  the 
shorter  fibers,  which  could  be  used  satisfactorily  on  French-sys- 
tem machinery,  the  executives  foresaw  the  possibility  of  reduc- 
tion in  yarn  costs  as  a  result  of  extension  of  the  use  of  that  type 
of  machinery. 

The  company  had  not  been  able  always  to  adhere  rigidly  to 
its  usual  credit  terms.  During  the  development  of  the  cotton 
industry  in  the  South,  for  example,  the  company  often  had 
accepted  shares  of  the  stocks  of  mills  in  payment  for  machinery; 
banking  facilities  and  capital  for  large  fixed  investments  had  not 
been  available  in  that  section  of  the  United  States  for  rapid 
development  on  a  large  scale.  The  intensive  competition  of 
other  machinery  companies  had  forced  the  Warren  Textile  Ma- 
chinery Company  to  use  that  method  of  financing  sales.  In  the 
case  of  the  worsted  machinery,  however,  the  company  feared 
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the  establishment  of  a  troublesome  precedent  if  it  should  depart 
from  the  terms  to  which  it  had  adhered  for  many  years.  The 
amount  of  capital  required  to  finance  all  its  sales  on  the  terms 
requested  by  the  prospective  customer  would  have  been  pro- 
hibitive. 

Should  the  Warren  Textile  Machinery  Company  have  ac- 
cepted an  order  for  the  new  French-system  machinery  on  the 
requested  terms  of  payment? 


26.  Pickens  Brothers 
branded  parts 

Pickens  Brothers  operated  a  small  plant  in  Ohio  for  the  manu- 
facture of  brass  founts  for  oil  stoves.  These  founts  were  the 
only  product  of  the  plant.  The  firm  began  business  in  1902, 
largely  on  borrowed  capital.  Because  of  the  previous  experience 
of  the  partners  in  brass  work  and  the  advantages  that  accrued 
from  specializing  on  a  single  product,  the  firm  had  been  able  to 
secure  an  adequate  volume  of  orders  to  maintain  its  production 
normally  at  capacity,  but  the  demand  had  not  warranted  expan- 
sion of  the  plant  facilities. 

The  Pickens  product  was  sold  entirely  to  oil-stove  manufac- 
turers; one  large  company  regularly  took  over  one-half  the 
firm's  output.  This  large  manufacturer  had  been  so  well  satis- 
fied with  the  quality  of  Pickens  founts  that  it  preferred  to  con- 
tinue its  purchases  from  that  firm  rather  than  to  attempt  the 
experiment  of  manufacturing  brass  founts  in  its  own  plants. 

Pickens  Brothers  was  compelled  to  meet  competition,  and  the 
prices  obtained  for  the  firm's  product  yielded  only  a  narrow 
margin  of  profit.  The  loans  with  which  the  enterprise  was 
started  had  been  repaid,  but  no  substantial  surplus  had  been  ac- 
cumulated. Pickens  Brothers  never  had  stamped  a  trade-mark 
on  its  product;  it  had  relied  upon  its  reputation  for  good  mate- 
rial, sound  workmanship,  and  low  prices  to  enable  it  to  obtain 
orders. 

Should  Pickens  Brothers  have  undertaken  to  stimulate  a  de- 
mand for  its  product  from  consumers  who  purchased  oil  stoves? 
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27.  Marigold  Battery  Company 
branded  parts1 

Although  the  Marigold  Battery  Company  had  been  one  of  the 
first  to  manufacture  storage  batteries,  it  had  failed  to  utilize  its 
advantageous  position;  the  original  owner  of  the  business  had 
been  more  interested  in  selling  stock  in  the  company  than  in 
marketing  batteries.  In  1920,  therefore,  a  complete  reorganiza- 
tion was  necessary. 

Sales  of  the  new  company  increased  from  3,200  batteries  in 
1920  to  6,500  batteries  in  192 1,  and  to  approximately  20,000 
batteries  in  1922.  This  substantial  increase  was  made  in  New 
England  where  the  plant  was  located.  The  sales  policy  of  the 
new  management  was  to  concentrate  in  New  England  before  seek- 
ing national  distribution.2  Previous  advertising  had  been  con- 
fined to  circularizing  about  8,000  dealers  and  garages  in  that  dis- 
trict. The  company  had  no  system  of  service  stations,  no 
exclusive  representatives,  and  no  effort  had  been  made  to  obtain 
contracts  with  automobile  manufacturers.  The  new  management 
was  desirous  of  paying  old  debts  of  long  standing,  and  this  led  it 
to  aim  at  replacement  business,  since  there  was  greater  profit  in 
those  sales  than  in  the  sales  for  equipment  of  new  automobiles. 

Before  the  change  in  management,  the  Marigold  battery  had 
not  had  a  good  reputation.  The  original  owner  knew  little  about 
production,  and  when  the  firm  had  failed  to  earn  profits,  he  had 
sought  to  cut  down  manufacturing  costs  by  the  substitution  of 
inferior  materials.  Consequently,  the  new  management  made 
several  improvements  in  materials  and  construction,  and  by  1922 
the  Marigold  battery  was  equal  in  quality  to  its  leading  com- 
petitors. 

Late  in  192 1  an  invitation  for  a  bid  on  10,000  batteries  was 
tendered  the  company  by  an  automobile  manufacturer.  The  firm 
was  not  able  to  bid  on  that  contract  because  of  limited  production 
facilities.  The  increased  sales  under  the  new  administration, 
however,  permitted  the  retirement  of  the  old  debts,  and  the 
production  capacity  of  the  plant  was  increased  in  1922  so  that 
after  that  date  a  much  larger  volume  of  business  could  be  han- 

1  See  also  Dinsmore  Automobile  Company,  page  122;  Piatt  Axle  Company,  page 
284;  Massasoit  Leather  Company,  page  287;  Hanover  Cotton  Mills,  page  560. 

2  See  also  Fenton  Laboratories,  Inc.,  page  589. 
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died.     Funds  also  became  available  for  advertising,  and  it  was 
decided  to  start  on  a  broad  advertising  program  in  1923. 

The  practice  of  other  companies  in  advertising  batteries  had 
not  been  uniform.  Several  manufacturers  addressed  car  owners, 
in  order  to  cultivate  replacement  sales.  The  large  manufacturers, 
however,  devoted  a  portion  of  their  space  to  equipment  business 
by  directing  their  advertising  appeals  toward  consumers  in  order 
to  persuade  them  to  demand  specified  batteries  as  equipment 
when  purchasing  new  cars.  There  was  little  profit  in  equipment 
contracts.  An  automobile  company  tendered  its  specifications 
and  asked  for  bids  from  battery  manufacturers.  To  obtain  a 
contract  it  was  necessary  to  price  batteries  practically  at  cost. 
Justifications  for  carrying  on  equipment  business  at  cost  was  said 
to  lie  in  the  expeditious  introduction  of  the  product.  The  ulti- 
mate profits,  it  was  hoped,  would  be  secured  from  the  sale  of 
batteries  for  the  replacement  of  the  original  equipment. 

Should  the  advertising  of  the  Marigold  Battery  Company  have 
been  directed  at  replacement  sales  or  at  the  equipment  business 
of  automobile  manufacturers? 


28.  Newbury  Shoe  Company 
use  of  branded  parts 

In  spite  of  the  fact  that  it  previously  had  followed  a  policy  of 
not  buying  branded  materials  for  use  in  its  shoes,1  the  Newbury 
Shoe  Company,  of  St.  Louis,  during  192 1  expended  $1,300,000 
for  the  purchase  of  "Ascot"  rubber  heels  from  the  Ascot  Rubber 
Heel  Company.  These  heels  were  placed  on  men's  medium-grade 
shoes,  which  comprised  about  one-third  the  production  of  the 
Newbury  Shoe  Company.  The  price  paid  for  the  heels  was  16 
cents  each  during  the  first  six  months  of  1921,  and  14  cents 
during  the  remainder  of  the  year.  These  prices  were  the  same 
as  those  for  heels  of  the  same  high  quality  manufactured  by 
other  companies,  either  under  their  own  brands  or  with  the  New- 

1  In  1916  the  Goodyear  Rubber  Company  commenced  a  vigorous  campaign  to 
induce  consumers  to  ask  for  its  new  product,  Neolin  soles,  on  new  shoes  as  well 
as  when  having  shoes  repaired.  About  the  same  time  several  other  manufacturers 
placed  fiber  soles  on  the  market.  To  meet  this  competition  the  Armour  Leather 
Company  undertook  to  advertise  Armour  leather  soles  to  consumers. 
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bury  name  on  them.  Ascot  rubber  heels,  however,  had  been 
preferred  because  an  introductory  allowance  of  i  cent  per  heel 
had  been  made  by  the  Ascot  Rubber  Heel  Company  in  return 
for  the  publication  of  short  statements  in  small  type,  in  the  shoe 
manufacturer's  advertisements,  that  Newbury  shoes  were 
equipped  with  Ascot  rubber  heels.  This  allowance  during  the 
second  half  of  the  year  was  reduced  to  l/2  cent  and  for  the  year 
totaled  $10,000  out  of  an  appropriation  of  $125,000  for  advertis- 
ing Newbury  shoes  to  consumers.  Although  the  Newbury  Shoe 
Company  had  no  tangible  evidence  that  it  had  derived  any  advan- 
tage from  the  fact  that  Ascot  rubber  heels  were  advertised  na- 
tionally, the  price  differential  had  appeared  attractive.  The 
small  proportion  of  space  taken  by  the  announcement  that  New- 
bury shoes  were  equipped  with  Ascot  rubber  heels  was  not 
deemed  likely  to  detract  from  the  effectiveness  of  the  advertise- 
ments. 

In  December,  the  Ascot  Rubber  Heel  Company  announced 
that  the  advertising  allowance  would  be  discontinued  after  Jan- 
uary 1,  1922,  and  that  the  price  of  heels  would  be  reduced  to 
10 J/2  cents  each.  Other  companies  announced  similar  prices  with 
no  advertising  allowances.  Although  Ascot  rubber  heels  were  of 
excellent  quality,  they  were  no  better  than  several  other  nation- 
ally advertised  brands  or  than  heels  with  the  Newbury  Shoe 
Company's  name  on  them,  obtainable  at  the  same  price.  The 
Ascot  Rubber  Heel  Company,  in  announcing  its  change  in  policy 
in  December,  gave  assurance  that  its  independent  national  adver- 
tising would  be  continued  on  at  least  as  liberal  a  scale  as  in 
previous  years. 

Should  the  Newbury  Shoe  Company  have  continued  to  buy 
branded  Ascot  rubber  heels  in  1922? 


29.  Barbour  Welting  Company 

branded  fabricating  material 

Although  the  products  of  the  Barbour  Welting  Company  were 
sold  directly  to  manufacturers  and  were  purchased  by  consum- 
ers as  an  integral  part  of  another  item  only,  the  company,  in 
1924,  began  to  advertise  directly  to  consumers. 


602  PROBLEMS  IN  MARKETING 

In  1924  the  Barbour  Welting  Company  had  been  manufac- 
turing high-grade  Goodyear  shoe  welting  for  30  years.  The  welt 
was  a  narrow  strip  of  leather  approximately  one-half  inch  wide 
and  one-eighth  inch  thick  to  which  the  upper  and  the  sole  of  a 
shoe  were  sewed.  The  company  also  manufactured  a  cork  welt- 
ing, which  differed  from  the  ordinary  welting  in  that  the  former 
had  a  ridge  approximately  three-sixteenths  of  an  inch  high 
along  one  side.  On  the  outside  of  the  completed  shoe  the  ridge 
could  be  seen  between  the  sole  and  the  upper.  This  ridge  was 
formed  by  a  gasket  sewed  in  with  the  ordinary  Goodyear  welting 
and  was  for  the  purpose  of  sealing  the  inner  seam  of  the  shoe 
against  moisture  and  dirt.  The  ridge  also  served  as  a  retaining 
wall  to  hold  the  shoe  in  shape. 

In  191 1,  and  again  in  19 14,  the  company  had  secured  patents 
on  a  new  form  of  welting  known  as  Barbour  Stormwelt.  In  the 
finished  shoe  this  welting  looked  the  same  as  the  cork  welting. 
Barbour  Stormwelt  was  a  solid,  one-piece  welting,  however,  and, 
consequently,  was  more  effective  as  a  means  of  sealing  the  seam. 
Barbour  Stormwelt  was  manufactured  by  special  machinery 
which  cut  and  glued  a  strip  of  leather  a  little  wider  than  the 
Goodyear  welting.  In  1924  the  Barbour  Stormwelt  was  com- 
pletely protected  by  patents. 

The  company  did  not  begin  to  sell  the  Stormwelt  until  Febru- 
ary, 1924.  In  August  of  that  year,  the  company  decided  to 
advertise  the  new  welting  in  the  Saturday  Evening  Post  in  four 
full-page,  black-and-white  advertisements;  the  first  to  appear 
October  18;  the  second,  November  15;  the  third,  early  in  Jan- 
uary, 1925;  and  the  fourth  some  time  in  the  spring  of  1925. 
This  was  the  first  consumer  advertising  that  the  company  had 
done,  nor  had  any  other  manufacturer  of  welting  advertised  to 
consumers.  Manufacturers  of  some  other  fabricating  materials 
and  parts,  such  as  automobile  bodies,  used  consumer  advertising, 
apparently  with  satisfactory  results.  The  company  expected  the 
advertising  to  create  a  consumer  demand  which  eventually  would 
be  reflected  in  sales  of  the  new  welting  to  shoe  manufacturers. 

After  the  appearance  of  the  first  advertisement  in  the  Saturday 
Evening  Post,  the  sales  manager  of  the  company  contemplated 
inserting  a  full-page  advertisement  in  Vogue  and  in  Vanity  Fair 
during  the  months  of  January,  February,  and  March  of  1925. 
The  advertising  agency  which  prepared  the  Saturday  Evening 
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Post  advertisements  stated  that  the  cost  of  the  additional  adver- 
tising would  be  $6,000.  Vogue  and  Vanity  Fair  were  selected 
for  consideration  because  they  usually  featured  the  latest  styles 
in  wearing  apparel.  The  company  wished  to  create  the  impres- 
sion that  shoes  made  with  Barbour  Stormwelt  were  fashionable. 
Moreover,  Vogue,  upon  request,  sent,  without  charge,  to  shoe 
retailers  a  mounted  copy  of  each  advertisement;  these  copies 
could  be  used  for  window  or  counter  display.  Vanity  Fair  pro- 
vided the  same  service  for  a  small  charge. 

Shoe  welting  usually  was  sold  in  units  of  50  yards.  The  price 
of  Barbour  Stormwelt  to  manufacturers  was  16  cents  a  yard, 
three  times  the  price  of  the  Goodyear  welting.  The  company's 
cork  welting  sold  for  21  cents  a  yard.  It  was  necessary  for  a 
shoe  manufacturer  who  desired  to  use  the  new  Stormwelt  to 
make  a  few  slight  adjustments  in  his  shoemaking  machinery. 
Extra  parts  costing  approximately  $10  were  required  for  each 
machine.  The  company  sent  a  book  of  instructions  on  the  proper 
handling  of  Barbour  Stormwelt  to  each  shoe  manufacturer  who 
purchased  the  material.  In  addition,  the  company  employed  a 
man  who  formerly  had  been  superintendent  of  a  shoe  factory  to 
visit  shoe  manufacturers  and  to  aid  in  making  the  necessary 
adjustments. 

The  Barbour  Welting  Company  employed  n  salesmen,  3  to 
solicit  trade  in  eastern  shoe-manufacturing  centers,  3  to  sell  in 
the  Middle  West,  and  5  to  sell  abroad.  The  5  foreign  salesmen 
sold  approximately  17%  of  the  company's  total  output.  In  1924 
the  company  was  selling  to  approximately  275  shoe  manufac- 
turers. Included  in  this  number  were  most  of  the  large  shoe- 
manufacturing  companies  in  the  United  States.  A  standard 
directory  of  manufacturers,  in  1924,  listed  slightly  over  1,000 
companies  engaged  in  making  shoes  in  the  United  States.  In 
the  sale  of  Goodyear  and  cork  welting,  the  company  had  28 
competitors.  Seventy-five  per  cent  of  the  sales  of  the  company 
were  of  Goodyear  welting.  Competitors  could  not  manufacture 
and  sell  Barbour  Stormwelt,  because  of  the  patents. 

The  Barbour  Welting  Company,  for  several  years,  had  in- 
serted advertisements  approximately  once  a  month  in  each  of 
three  trade  papers.  During  1922  and  1923  the  company  had 
spent  $16,000  for  advertising;  this  amount  included  the  rental 
for  the  Boston  sales  office.     During  those  two  years,  the  com- 
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pany  had  sent  each  month  1,000  circulars  describing  Goodyear 
and  cork  welting  to  manufacturers  who  had  bought  previously 
from  the  company  and  to  the  larger  wholesalers  and  retailers  of 
shoes.  The  advertisements  and  the  circulars  were  prepared  by 
the  company  and  not  by  an  advertising  agency. 

In  May,  1924,  the  company  employed  a  missionary  salesman 
to  call  on  shoe  retailers  east  of  the  Mississippi  River  and  to 
impress  upon  them  the  advantages  of  purchasing  shoes  made 
with  Barbour  Stormwelt.  This  was  the  first  time  that  the  com- 
pany had  employed  a  missionary  salesman.  The  cost  was  ap- 
proximately $200  a  week.  By  August,  1924,  176  shoe  manu- 
facturers had  included  among  their  samples  shoes  made  with 
Barbour  Stormwelt. 

The  purpose  of  the  Saturday  Evening  Post  advertising  was  to 
encourage  shoe  retailers  to  order  shoes  made  with  Stormwelt. 
In  the  first  Saturday  Evening  Post  advertisement,  emphasis  was 
placed  on  the  fact  that  shoes  made  with  Stormwelt  retained  their 
shape  longer  than  did  those  made  with  the  ordinary  welting.  In 
the  second  Saturday  Evening  Post  advertisement,  the  caption 
was,  "A  Suggestion  to  Every  Man  Who  Hates  to  Get  His  Feet 
Wet."  Each  advertisement  in  the  Saturday  Evening  Post  cost 
the  company  $7,200;  $7,000  was  the  regular  price  for  a  full, 
black-and-white  page  in  the  Saturday  Evening  Post,  and  $200 
was  the  amount  asked  by  the  advertising  agency  for  making  up 
the  advertisement,  in  addition  to  the  usual  agency  discount. 

The  sales  manager  of  the  Barbour  Welting  Company  stated 
in  the  latter  part  of  November,  1924,  that  the  company  had  sold 
3,000,000  yards  of  Barbour  Stormwelt  to  260  shoe  manufac- 
turers. Approximately  one  yard  of  shoe  welting  was  required 
for  a  pair  of  shoes.  One  shoe  manufacturer  purchased  only  two 
yards  of  Stormwelt  in  his  first  order.  After  displaying  the  two 
pairs  of  shoes  that  had  been  made  up  with  the  welting,  he  placed 
an  order  for  25,000  yards.  Another  shoe  factory,  which  was  on 
the  verge  of  a  shutdown,  received  orders  for  85,000  pairs  of 
shoes  made  with  Stormwelt  and,  hence,  was  able  to  continue  in 
operation.  A  third  shoe  manufacturer,  who  was  well  supplied 
with  cork  welting,  was  forced  to  purchase  Stormwelt  because  of 
the  orders  for  shoes  with  that  welting  which  his  salesmen  re- 
ceived from  retail  shoe  dealers.    A  number  of  shoe  retailers  in 
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their  newspaper  advertising  stated  that  their  shoes  were  made 
with  the  famous  Barbour  Stormwelt. 

The  sales  manager  of  the  company,  after  the  appearance  of 
the  first  Saturday  Evening  Post  advertisement,  induced  each  of 
14  shoe  manufacturers  to  contribute  $100  to  the  publication  of 
a  booklet  on  Barbour  Stormwelt.  Each  manufacturer  had  in 
the  booklet  a  page  displaying  a  picture  of  his  shoe  made  with 
Barbour  Stormwelt.  As  a  result  of  the  cooperation  of  the  14 
shoe  manufacturers,  the  Barbour  Welting  Company  was  able  to 
send  the  booklet  to  27,000  retailers  at  only  small  cost  to  itself. 

Although  the  company  had  no  means  of  measuring  definitely 
the  results  of  the  Saturday  Evening  Post  advertising,  it  decided 
to  place  full-page  advertisements  in  Vogue  and  Vanity  Fair  dur- 
ing January,  February,  and  March,  1925. 


30.  Marcy  Hat  Company 

use  of  two  competing  brands  by  the  same  company 

Should  a  manufacturer  undertake  to  market  his  product  under 
two  competing  brands? 

The  Marcy  Hat  Company,  Chicago,  manufacturing  men's  hats 
and  distributing  them  through  retail  clothiers  and  men's  furnish- 
ings stores  on  an  exclusive  agency  arrangement,  reached  the 
conclusion  in  19 19  that  no  larger  volume  of  sales  could  be  ob- 
tained through  its  existing  retail  agents,  which  numbered  about 
2,000.  If  it  were  to  increase  the  number  of  its  customers,  ap- 
parently a  modification  of  its  policy  of  selling  through  exclusive 
agents  would  be  necessary.  Yet  a  factory  capacity  greatly 
increased  by  special  war-time  contract  work  demanded  larger 
sales. 

The  Marcy  Hat  Company  manufactured  men's  high-grade 
trade-marked  hats,  including  soft  felts,  derbies,  and  straw  hats. 
Retail  prices  of  Marcy  soft  felts  and  derbies  in  19 19  ranged  from 
$9.50  to  $14;  prices  of  straw  hats  were  somewhat  lower.  The 
Marcy  Hat  Company  had  engaged  in  the  manufacture  of  straw 
hats  in  order  to  smooth  out  seasonal  peaks  in  production.  The 
company  did  not  manufacture  any  hats  for  stock,  but  made  them 
up  after  orders  were  received.    Salesmen  went  out  in  September 
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to  take  orders  for  felt  hats  for  spring  delivery  and  again  in  Feb- 
ruary to  take  orders  for  the  fall  season.  Customarily  the  sales- 
men called  on  the  company's  retail  agents  in  August  and  Sep- 
tember to  take  orders  for  straw  hats  to  be  delivered  in  March  and 
April.  These  straw  hats  usually  were  billed  as  of  June  i,  the 
company's  terms  of  2%  10  days,  net  30  days  applying  from  that 
date.  The  25  traveling  salesmen  who  were  employed  were  paid 
on  a  flat  salary  basis  plus  expenses.  The  company  had  no 
wholesale  branch  offices;  all  salesmen  were  routed  directly  from 
the  home  office  by  the  sales  manager. 

The  exclusive  agency  contracts  between  the  Marcy  Hat  Com- 
pany and  retailers  did  not  restrict  the  latter  in  any  way  from 
selling  competing  makes  of  men's  hats,  but  it  was  provided  that 
the  agreement  could  be  discontinued  by  the  company  whenever 
it  had  reliable  evidence  that  the  retailer  was  making  no  effort  to 
push  the  sale  of  its  hats.  No  attempt  was  made  to  urge  retailers 
to  maintain  resale  prices,  but  occasionally  agencies  were  with- 
drawn from  retailers  who,  in  the  company's  opinion,  were  cutting 
prices  unwisely.  In  New  York,  Boston,  Chicago,  Philadelphia, 
Washington,  Baltimore,  Cleveland,  and  St.  Louis  the  company 
operated  its  own  retail  stores  for  the  sale  of  Marcy  hats.  The 
stores  were  operated  to  show  a  profit  and  were  not  merely  for 
advertising  purposes.  The  company  advertised  primarily  in 
metropolitan  newspapers  and  in  local  newspapers  in  towns  and 
cities  not  thoroughly  covered  by  metropolitan  papers.  The  com- 
pany usually  was  successful  in  persuading  its  exclusive  agents  to 
defray  a  part  of  the  expenses  of  advertising  in  local  newspapers. 

It  had  been  suggested  that  the  Marcy  Hat  Company  seek  to 
increase  its  volume  of  sales  by  manufacturing  cheaper  hats,  either 
under  its  own  brand  or  under  a  new  trade  name,  and  selling  them 
generally  to  all  clothiers  and  haberdashers  without  restrictions. 
The  company  was  unwilling  to  take  this  step,  because  it  feared 
that  the  value  of  the  Marcy  trade  name  would  be  injured  if  a 
cheaper  hat  should  be  put  out  under  that  brand,  and  it  also 
feared  that  to  make  a  cheaper  hat  under  another  name  would 
have  an  injurious  effect  on  the  morale  of  the  manufacturing  and 
distributing  organization. 

The  Marcy  Hat  Company  was  reluctant  to  abandon  its  exclu- 
sive agency  policy  because  of  the  prestige  and  reputation  which 
its  products  enjoyed.    A  proposal  that  the  company  should  un- 
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dertake  to  manufacture  felt  hats  for  women  was  not  looked  upon 
with  favor  because  of  the*  necessity  that  would  be  entailed  of 
developing  new  outlets,  organizing  a  new  sales  force,  and  in 
general  meeting  an  entirely  new  set  of  problems.  It  was  clear 
that  if  such  a  step  were  taken,  the  company  would  have  to  de- 
pend upon  developing  a  demand  for  a  more  or  less  standardized 
style  of  women's  felt  hats,  because  it  could  not  hope  to  compete 
with  milliners  in  variety  of  styles. 

The  company  finally  decided  to  put  out  men's  hats  of  the  same 
grade  as  the  Marcy  at  the  same  price  under  the  trade  name 
"Westmorly."  To  handle  Westmorly  hats  a  new  set  of  exclusive 
agents  was  to  be  secured  in  the  same  towns  and  cities  where 
Marcy  hats  then  were  sold;  all  the  traveling  salesmen  of  the 
Marcy  Hat  Company,  however,  were  to  carry  both  brands  of 
hats.  The  company  was  to  undertake  a  separate  advertising 
campaign  for  Westmorly  hats,  experimenting  at  the  start  with 
national  magazines.  It  also  decided  to  establish  new  retail  stores 
in  the  large  cities  to  be  operated  by  the  company  for  the  sale  of 
Westmorly  hats.  Its  exclusive  agents  for  Marcy  hats  were  to 
be  taken  into  the  full  confidence  of  the  company  in  regard  to 
its  plans. 

31.  Badger  Watch  Company 
trading  up1 

In  1 9 10  the  Badger  Watch  Company  bought  the  plant  and 
assets  of  the  Lincoln  Watch  Company,  which  was  in  receiver- 
ship. Although  it  had  no  definite  plan  for  the  use  of  the  prop- 
erty, the  Badger  Watch  Company  deemed  the  purchase  to  be  a 
real  bargain. 

Up  to  that  time  the  Badger  Watch  Company  had  produced 
watches  that  retailed  at  $1  each.  They  were  advertised  exten- 
sively and  were  sold  in  retail  jewelry  stores  and  other  stores  in 
nearly  every  city  and  town  in  the  United  States. 

After  the  purchase  of  the  Lincoln  Watch  Company,  the 
Badger  Watch  Company  decided  to  make  a  new  line  of  watches 
to  retail  in  nickel  cases  at  $5  each  and  in  gold-filled  cases  at 
from  $7  to  $15.    This  product  was  to  be  sold  under  the  "Badger- 

1  See  also  Ostend  Pork  Products  Company,  page  491. 
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Lincoln"  brand  directly  to  retailers  by  the  Badger  Watch  Com- 
pany's salesmen.  Inasmuch  as  the  salesmen  spent  about  half 
their  time  traveling,  the  new  line  was  expected  to  reduce  sub- 
stantially the  ratio  of  traveling  expenses  to  sales;  salesmen 
could  utilize  more  advantageously  the  time  needed  for  actual 
selling.  The  Lincoln  plant  was  well  equipped  for  production  of 
Badger-Lincoln  watches. 

On  the  new  watches,  retailers  were  to  be  allowed  a  trade  dis- 
count slightly  less  than  their  customary  gross  margin.  The  com- 
pany undertook  to  maintain  the  resale  prices  as  it  had  done  pre- 
viously on  Badger  watches  and  decided  to  allot  most  of  the 
advertising  appropriation  for  a  period  of  several  years  to  the 
Badger-Lincoln  brand  in  order  to  put  the  new  watches  effectively 
before  the  public.  The  prestige  and  sales  momentum  already 
attained  for  Badger  watches  were  expected  to  carry  that  line 
during  the  following  few  years. 

During  the  four  years  after  the  purchase,  $520,000  was  spent 
to  advertise  Badger-Lincoln  watches.  In  the  first  year,  although 
the  Badger  Watch  Company  did  not  make  a  profit  from  the  new 
line,  it  attained  a  satisfactory  volume  of  sales.  Nine  thousand 
retailers  purchased  stocks  of  Badger-Lincoln  watches.  As  antici- 
pated, the  average  size  of  the  orders  was  small.  During  the 
second  year,  the  volume  of  sales  increased  substantially,  but  the 
orders  were  obtained  chiefly  from  new  customers.  In  the  third 
year,  the  sales  of  Badger-Lincoln  watches  increased  slightly,  but 
the  volume  of  repeat  orders  was  still  small.  Out  of  18,000  re- 
tailers that  had  purchased  the  Badger-Lincoln  line  during  the 
first  three  years,  only  7,000  had  reordered  and  only  4,000  had 
placed  as  large  repeat  orders  as  had  been  expected.  Because  in 
earlier  years  the  word  "Badger"  had  been  associated  closely 
with  less  expensive  watches,  the  new  line  was  advertised  during 
the  fourth  year  merely  as  the  Lincoln  watch;  nevertheless,  sales 
declined  slightly.  Although  during  these  four  years  the  Badger 
watch  was  not  advertised  extensively  and  only  normal  effort  was 
made  for  its  sale,  sales  of  Badger  watches  increased  31%  the 
first  year,  34%  the  second  year,  23%  the  third  year,  and  con- 
tinued to  increase  during  the  fourth  year. 

Under  these  circumstances,  should  the  Badger  Watch  Com- 
pany have  continued  to  advertise  the  new  line?     If  the  adver- 
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Using  were  continued,  should  the  policy  of  the  fourth  year  of 
using  merely  the  Lincoln  name  on  this  product  have  been  fol- 
lowed? 

32.  Wilda  Biscuit  Company 
trading  down 

In  191 2  the  salesmen  of  the  Wilda  Biscuit  Company  requested 
that  it  manufacture  an  additional  line  of  biscuits,  of  lower  grade 
and  price  than  the  Wilda  brand.  The  salesmen  stated  that  an 
increase  in  the  volume  of  sales  could  be  secured,  despite  the  com- 
petition of  other  producers,  by  obtaining  distribution  in  retail 
stores  which  previously  had  been  unable  to  sell  the  company's 
biscuits  because  of  their  high  price. 

The  Wilda  Biscuit  Company  manufactured  high-quality  pack- 
aged biscuits  and  crackers  in  140  varieties,  which  it  sold  exclu- 
sively to  retail  grocers.  It  advertised  extensively  in  the  six-state 
area  in  which  it  operated;  the  company  was  well  established  and 
had  gained  a  favorable  reputation  for  the  quality  of  its  products. 
The  biscuits  were  shipped  to  retailers  immediately  after  manu- 
facture; none  were  held  in  storage  awaiting  orders.  The  com- 
pany employed  150  salesmen  on  a  commission  basis,  who  called 
on  retail  grocers  in  the  districts  which  it  served.  Selling  terms 
were  either  c.o.d.  or  open  account,  according  to  the  rating  of 
each  customer. 

Discussion  of  the  request  for  a  lower-quality  line  brought  out 
the  argument  that  such  a  product  might  injure  the  prestige  of  the 
Wilda  brand,  which  the  company  had  spent  years  in  developing. 
It  seemed  probable,  furthermore,  that  the  credit  ratings  of  the 
new  customers  would  be  less  satisfactory  than  those  of  cus- 
tomers already  served  by  the  company. 

In  the  opinion  of  the  sales  department,  however,  these  diffi- 
culties could  be  overcome  and  the  established  brand  protected 
if  the  new  product  were  given  a  distinctive  name  which  did  not 
divulge  the  identity  of  the  maker.  The  credit  aspect  offered 
no  serious  obstacle,  because  goods  could  be  sold  on  c.o.d.  terms. 

An  advantage  of  making  the  new  line  was  that  machinery 
could  be  utilized  more  completely.  In  the  manufacture  of  bis- 
cuits, after  the  dough  was  mixed  it  was  transferred  to  a  machine 
performing  three  operations:    panning,  peeling,  and  cutting.    At 
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the  end  of  the  operations  on  this  machine,  the  biscuits  were  ready 
for  the  oven.  Each  panning,  peeling,  and  cutting  machine  was 
so  placed  that  it  supplied  an  oven.  Frequently  a  series  of  ma- 
chines were  idle,  and,  because  of  their  size,  the  idle-time  charges 
on  them  were  heavy.  The  manufacture  of  a  cheaper  line  of 
biscuits  seemed  justifiable  if  the  sales  permitted  the  company 
to  eliminate  idle-machinery  charges.  No  storing  or  purchasing 
difficulties  were  present;  the  labor  force  was  adequate  and  com- 
petent to  produce  the  additional  line. 

The  company  consequently  decided  to  make,  under  a  separate 
trade  name,  18  new  varieties  of  biscuits.  These  were  not  to  be 
packaged,  but  shipped  in  cases.  Because  of  this  economy  and 
the  use  of  cheaper  materials,  the  new  brand  could  be  sold  at  prices 
20%  lower  than  those  of  the  Wilda  variety.  Salesmen  were  in- 
structed not  to  solicit  orders  for  the  new  biscuits  from  the  estab- 
lished customers  of  the  company  but  to  use  the  new  line  to 
obtain  orders  from  stores  to  which  the  company  formerly  had 
been  unable  to  sell.  The  rate  of  salesmen's  commission  on  the 
new  line  was  slightly  lower  than  that  on  the  old  line. 

Records  were  kept  of  the  sales  of  the  two  lines.  Eighteen 
months  after  the  lower-quality  biscuits  had  been  placed  on  the 
market,  the  sales  of  that  grade  had  shown  a  steady  and  substan- 
tial increase,  whereas  the  sales  of  the  Wilda  brand  had  declined. 
From  investigation,  the  company  learned  that  the  lower-quality 
product  was  displacing  the  original  brand,  because  salesmen,  de- 
spite instructions,  were  using  the  appeal  of  low  price  to  obtain 
orders  from  customers  who  formerly  had  bought  the  higher- 
quality  products.  The  company  decided,  therefore,  to  discon- 
tinue the  manufacture  of  the  lower-quality  product  and  to  con- 
centrate on  the  development  of  the  Wilda  brand. 


3$.  Garfield  Tire  Company 
brand  policy  for  lower-grade  product 

In  July,  1 92 1,  the  Garfield  Tire  Company,  a  small  manufac- 
turer of  high-grade  tires,  decided  to  manufacture  an  additional 
line  of  low-priced  tires  in  order  to  secure  better  utilization  of  pro- 
duction facilities  which  had  been  expanded  during  1919  and 
1920.    The  price  differential  between  the  two  lines  was  fixed  at 
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approximately  20%  of  the  prices  on  the  high-grade  line.  Several 
competitors  also  had  undertaken  the  manufacture  of  lines  of 
cheaper  tires  but  had  followed  no  uniform  practice  in  sales 
methods. 

The  Garfield  Tire  Company  was  faced  with  the  following  ques- 
tions: Should  it  place  its  name  on  the  cheaper  tires?  What 
methods  of  wholesale  distribution  should  be  utilized  for  the  low- 
priced  tires? 

The  high-grade  Garfield  tires  enjoyed  a  good  reputation  and 
had  been  nationally  advertised.  Consequently,  the  company  did 
not  make  price  concessions  to  encourage  dealers  to  push  the  sale 
of  its  product.  About  75%  of  the  company's  output  was  mar- 
keted through  its  own  wholesale  branches,  and  the  remaining 
25%  was  sold  to  tire  wholesalers. 

A  few  companies  had  adopted  new  brands  for  their  lower- 
quality  tires,  yet  placed  their  names  as  manufacturers  on  the  cas- 
ings. This  plan  met  the  demands  of  large  wholesalers1  and 
mail  order  houses  for  distinctive  brands.  This  brand  policy  also 
had  overcome  confusion  in  handling  adjustments  of  complaints 
and  had  permitted  the  utilization  of  good-will  developed  by 
national  advertising  of  high-grade  tires;  consequently,  the  intro- 
duction of  the  new  tires  was  facilitated. 

One  possible  method  of  marketing  the  new  line  was  for  the 
Garfield  Tire  Company  to  make  use  of  its  wholesale  branches 
already  established.  Selling  and  overhead  expenses  were  high 
in  the  branches,  and  an  increase  in  the  volume  of  sales  through 
the  inclusion  of  a  new  line  might  reduce  these  cost  ratios.  If 
outside  agencies  were  chosen  to  handle  the  low-grade  tires,  more- 
over, a  heavy  initial  expense  would  be  incurred  in  obtaining  dis- 
tribution. On  the  other  hand,  there  was  danger  of  injuring  the 
reputation  of  the  wholesale  branches  through  the  sale  of  an  in- 
ferior product. 

Another  possible  method  was  to  market  the  product  through 
tire  wholesalers,  giving  each  an  exclusive  territory.  Ordinarily 
the  wholesaler  carried  other  brands  for  which  he  did  not  have 
an  exclusive  franchise.  The  experience  of  one  large  company 
indicated  that  the  tire-wholesaler  type  of  distribution  was  effec- 
tive in  developing  a  wide  market.    In  order  to  obtain  wide  dis- 

1  Several  wholesalers  in  New  York  and  Chicago  with  large  volumes  of  sales  had 
developed  private  brands. 
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tribution,  however,  this  type  of  distributor  frequently  sold  to 
retailers  indiscriminately.  This  practice  had  been  conducive  to 
cut-throat  competition  among  rival  retailers  and  thereby  tended 
to  cause  a  loss  in  sales  initiative. 

Still  another  possible  means  of  distributing  the  low-priced  tires 
was  through  hardware  wholesalers  and  automobile  supply  and 
accessory  wholesalers.  Wide  distribution  of  tires  by  these  whole- 
salers was  hampered  by  the  diversity  of  products  that  they 
handled,  since  it  was  unlikely  that  their  salesmen  would  devote 
as  much  attention  to  tire  sales  as  the  Garfield  Tire  Company 
would  desire. 

As  for  sales  to  a  mail  order  house,  it  was  found  that  in  prac- 
tically every  case  a  distinctive  brand  was  demanded  so  that  the 
line  carried  by  the  mail  order  house  would  not  be  confused  with 
that  of  competitors.  In  meeting  this  requirement  the  Garfield 
Tire  Company  would  have  become  entirely  dependent  upon  the 
mail  order  house  chosen  as  its  distributing  agent  for  the  new  line. 


VI 

PRICE  POLICIES 

i.  Pittsburgh  Basing  Point  System 

In  1919,  several  associations  of  manufacturers  using  rolled 
iron  and  steel,  including  billets,  shapes,  sheets,  and  bars,  and 
several  civic  organizations,  petitioned  the  Federal  Trade  Com- 
mission to  institute  proceedings  against  the  United  States  Steel 
Corporation  and  its  subsidiaries  and  several  other  steel  manufac- 
turing companies  on  the  grounds  that  their  method  of  quoting 
prices  was  unfairly  discriminatory  and  tended  to  substantially 
lessen  competition  and  to  create  a  monopoly.1 

The  United  States  Steel  Corporation,  through  its  subsidiaries, 
and  the  other  respondents,  manufactured  rolled  iron  and  steel 
products  which  were  purchased  by  the  petitioning  manufacturers 
for  fabrication.  Some  of  the  respondents'  plants  were  located 
in  the  Pittsburgh  district,  others  in  the  Chicago  district,  and 
others  in  the  Birmingham  district,  but  the  selling  price  quoted 
to  any  purchaser  was  on  a  Pittsburgh  base;  the  purchaser  paid 
the  Pittsburgh  base  price  plus  freight  from  Pittsburgh  to  the 
point  of  delivery,  regardless  of  the  location  of  the  steel  plant 
from  which  delivery  was  made.  This  method  of  quoting  prices 
was  known  as  the  "Pittsburgh  basing  point  system"  and  was  fol- 
lowed in  general  by  all  steel  manufacturers. 

This  system,  the  petitioners  maintained,  placed  fabricators 
of  rolled  iron  and  steel  in  the  Chicago,  Birmingham,  and  other 
districts  at  a  competitive  disadvantage  with  fabricators  located 
at  or  nearer  to  Pittsburgh.  The  petitioners  held  that  the  prices 
which  they  paid  did  not  represent  manufacturing  costs,  plus  a 
fair  profit,  plus  any  freight  charges  incurred  in  the  delivery  of 
the  products,  but  included  fictitious  freight  charges  not  actually 
incurred.  Petitioners  located  in  the  Chicago  district  further 
stated  that  if  any  one  base  was  to  be  used  in  quoting  prices, 
Chicago  should  be  that  base,  inasmuch  as  the  proximity  of  iron 

1  Federal  Trade  Commission:  Applications,  Answers,  and  Statements  Concerning 
the  So-called  Pittsburgh  Basing  Point  for  Steel,  October  15,  1919. 
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ore  to  that  district  made  costs  of  production  lower  there  than  in 
the  Pittsburgh  district  and,  therefore,  made  the  Chicago  district 
the  natural  center  of  growth  in  the  industry.  Birmingham  fabri- 
cators, on  the  other  hand,  stated  that,  if  basing  points  were  to  be 
used,  Birmingham  was  the  logical  base  for  the  South. 

The  Western  Association  of  Rolled  Steel  Consumers,  one  of 
the  petitioners,  included  the  following  statement  in  its  applica- 
tion: 

The  application  of  the  principle  of  price  fixing  at  cost  plus  a  reason- 
able profit  and  of  the  law  of  supply  and  demand  requires  that  the  price 
of  rolled  steel  in  the  Chicago  district  should  be  as  low  as  and  not 
greater  than  the  price  at  any  other  point  or  in  any  other  district  in 
the  United  States.  The  fixing  of  any  higher  price  for  rolled  steel  pro- 
duced in  that  district  is  arbitrary,  artificial,  unreasonable,  and  uneco- 
nomical, and  gives  to  the  respondent  producers  excessive  and  unreason- 
able profits. 

A  similar  statement  appeared  in  the  application  of  the  Bir- 
mingham Civic  Association  and  the  Birmingham  Steel  Base 
Bureau : 

If  the  principle  is  accepted  of  fixing  the  price  of  rolled  steel  in  accord- 
ance with  the  law  of  supply  and  demand  and  by  determining  the  cost 
plus  a  reasonable  profit,  then  the  price  of  rolled  steel  and  billets  f.o.b. 
mills  in  the  Birmingham  district  should  be  as  low  as  and  not  higher 
than  the  price  at  mills  in  any  other  district  in  the  United  States. 

In  a  statement  which  it  submitted,  the  Superior  Commercial 
Club  said,  in  part: 

The  Lake  Superior  district  has  the  richest  and  best  fields  of  iron 
ore  in  the  world.  It  has  unrivaled  transportation  facilities,  both  by 
water  and  by  rail.  Naturally  there  should  develop  in  this  district  mar- 
velous industrial  activity,  especially  in  the  fabrication  of  steel  and  iron 
products,  but  fabricating  plants  are  not  being  located.  When  we 
inquire  the  reason,  we  find  it  to  be  the  unjust  practice  involved  in 
making  the  Pittsburgh  district  the  sole  basing  point  for  steel  prices. 

To  manufacture  a  ton  of  the  ordinary  rolled  steel  requires  2  tons  of 
50%  iron  ore  and  1%  tons  of  coal.  In  ordinary  times  the  cost  of 
transporting  the  iron  ore  from  Duluth  or  Superior  to  the  Lake  Erie 
ports  is  approximately  60  cents  a  ton.  On  the  other  hand,  the  cost  of 
transporting  a  ton  of  coal  from  the  Lake  Erie  ports  to  Duluth  is  in 
ordinary  times  approximately  30  cents  a  ton.  It  must  be  borne  in 
mind  that  the  ore  for  the  Pittsburgh  mills  has  to  be  transported  from 
Duluth  or  Superior  to  the  Lake  Erie  ports,  while  the  coal  used  in  smelt- 
ing at  Duluth  has  to  be  transported  from  the  Lake  Erie  ports  to  Duluth. 
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It  will  thus  be  seen  that  the  Pittsburgh  steel  involves  the  transportation 
cost  for  the  ore  of  $1.27.  At  the  same  time  Duluth  steel  involves  a 
transportation  cost  for  the  coal  of  not  over  40  cents.  Roughly,  we 
find  a  saving  here  in  favor  of  Duluth  steel  of  80  cents  on  every  ton  of 
steel  manufactured.  The  other  item  of  importance  used  in  the  manu- 
facture of  steel  is  limestone,  and  we  are  reliably  informed  that  the  cost 
of  transporting  the  limestone  to  Duluth  is  no  greater  than  is  the 
cost  of  transporting  it  to  the  Pittsburgh  district. 

And  the  Southern  Association  of  Steel  Fabricators  said: 

The  three  basic  elements  in  the  production  of  iron  and  steel  are  iron 
ore,  coal,  and  limestone.  All  three  of  these  elements  are  found  together 
in  the  Birmingham  district,  a  condition  making  for  low  cost  production 
which  exists  nowhere  else  in  the  United  States.  The  respondents  sit- 
uated in  the  Birmingham  district  can  and  do  produce  steel  and  iron 
as  cheaply  as  the  producers  in  the  Pittsburgh  district  or  elsewhere. 
If  basing  points  are  sound  and  are  to  be  continued,  then  Birmingham 
has  the  same  right  to  be  named  a  basing  point  as  has  Pittsburgh,  and 
the  prices  charged  throughout  the  South  should  include  only  the  freight 
rate  from  Birmingham  and  not  the  freight  rate  from  Pittsburgh. 

Answer  of  the  United  States  Steel  Corporation 

The  United  States  Steel  Corporation,  Carnegie  Steel  Company, 
Illinois  Steel  Company,  and  Minnesota  Steel  Company,  appearing  by 
leave  of  the  Federal  Trade  Commission,  and  responding  to  the  applica- 
tion of  the  Western  Association  of  Rolled  Steel  Consumers  for  a  com- 
plaint against  them  and  others,  say: 

1.  Respondent,  United  States  Steel  Corporation,  is  not  now  and 
never  has  been  engaged  in  the  production  or  sale  of  rolled  iron  and 
steel  at  Gary,  in  the  state  of  Indiana,  or  South  Chicago  or  Joliet,  in 
the  state  of  Illinois;  or  Milwaukee,  in  the  state  of  Wisconsin;  or 
Duluth,  in  the  state  of  Minnesota;  or  Pittsburgh,  in  the  state  of 
Pennsylvania;  or  elsewhere,  as  stated  in  said  application.  United 
States  Steel  Corporation  owns  substantially  all  the  stock  of  the  Carnegie 
Steel  Company,  which  produces  and  sells  rolled  iron  and  steel  and  other 
iron  and  steel  products  at  Pittsburgh;  substantially  all  the  stock  of  the 
Illinois  Steel  Company,  which  produces  and  sells  rolled  iron  and  steel 
and  other  iron  and  steel  products  at  Joliet,  South  Chicago,  Gary,  and 
Milwaukee;  and  substantially  all  the  stock  of  the  Federal  Steel  Com- 
pany, whose  subsidiary,  the  Minnesota  Steel  Company,  manufactures 
and  sells  rolled  iron  and  steel  and  other  iron  and  steel  products  at 
Duluth.  United  States  Steel  Corporation  sustains  no  relation  to  any 
of  said  companies  except  as  stockholder  as  aforesaid,  although  it  does 
from  time  to  time  make  recommendations  to  said  manufacturing  com- 
panies with  respect  to  the  conduct  of  their  several  businesses  and  exer- 
cises such  control  over  them  as  is  incident  to  such  stock  ownership. 
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2.  Respondents,  Illinois  Steel  Company  and  Minnesota  Steel  Com- 
pany, generally  sell  their  products  of  iron  and  steel  at  the  prices  charged 
for  similar  products  in  the  Pittsburgh  district  for  delivery  at  the  Pitts- 
burgh mills,  plus  an  amount  equal  to  the  freight  on  such  products 
from  Pittsburgh  to  the  point  of  destination.  This  is  the  practice  of 
steel  manufacturers  generally.  The  prices  so  charged  are  not  arbitrary 
nor  are  they  the  result  of  any  agreement  or  understanding  between 
producers.  On  the  contrary,  they  are  fixed  and  controlled  by  the  law 
of  supply  and  demand  and  are  the  market  prices  prevailing  in  the 
territory  served  at  the  time  of  service.  Said  practice  had  its  inception 
at  the  beginning  of  the  steel  industry  in  this  country.  At  that  time 
nearly  all  the  iron  and  steel  produced  in  the  United  States  was  manu- 
factured in  the  Pittsburgh  district  and  the  Pittsburgh  mills  controlled 
the  price  as  a  matter  of  course.  Since  that  time  many  mills  have  been 
established  in  different  parts  of  the  country  outside  of  the  Pittsburgh 
district,  largely  in  what  is  known  as  the  Chicago  district.  Such  mills, 
however,  have  never  been  able  to  supply  the  requirements  of  the  ter- 
ritory tributary  thereto,  the  major  part  thereof  having  always  been 
supplied  by  the  Pittsburgh  mills.  As  a  consequence  consumers  within 
such  territory  have  been  obliged  to  depend  upon  the  manufacturers  in 
the  Pittsburgh  district  for  the  larger  part  of  their  supplies,  and  for 
this  reason  the  practice  of  selling  at  the  prices  charged  by  the  Pitts- 
burgh manufacturers  plus  freight  from  Pittsburgh  has  been  continued 
down  to  the  present  time. 

3.  The  practice  of  selling  at  the  Pittsburgh  base  price  plus  freight 
has  not,  however,  been  adhered  to  at  all  times  or  under  all  circum- 
stances. When  the  demand  has  equaled  or  exceeded  the  supply  it 
has  generally  been  followed,  but  when  the  demand  has  lessened  and 
the  supply  has  materially  exceeded  the  demand,  and  particularly  when 
the  production  in  the  districts  outside  of  Pittsburgh  has  equaled  or 
exceeded  the  requirements  of  such  districts,  little  attention  has  been 
paid  to  the  Pittsburgh  price,  and  the  freight  charged  from  Pittsburgh 
has  either  been  omitted  altogether  or  greatly  reduced,  following  again 
the  law  of  supply  and  demand  in  the  territory  served. 

4.  The  practice  above  described  long  since  became  and  still  remains 
a  settled  custom  in  the  trade.  The  businesses  of  producers  and  con- 
sumers have  been  arranged,  manufacturing  and  fabricating  plants  have 
been  located,  and  vast  investments  of  capital  have  been  made  in  reli- 
ance upon  it.  To  change  such  practice  by  order  of  the  Commission 
or  in  any  other  way  than  by  the  ordinary  processes  of  trade  would 
create  great  confusion  in  the  industry  and  cause  incalculable  loss  to  a 
large  number  of  concerns  engaged  in  the  business,  and,  respondents 
submit,  should  not  be  attempted. 

5.  Respondents  further  submit  that  the  determination  as  to  whether 
Chicago  shall  be  a  basing  point  in  fixing  the  manufacturers'  price  for 
iron  and  steel  would  necessarily  involve  the  determination  of  the  price 
at  which  such  manufacturers  shall  sell  their  products,  and  that  such 
determination  is  beyond  the  powers  conferred  upon  the  Federal  Trade 
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Commission  by  law.  To  merely  order  that  the  Chicago  manufacturers 
shall  sell  such  materials  as  they  manufacture  at  a  Chicago  base  price 
without  fixing  such  price  would  but  require  a  change  in  the  name  by 
which  the  transaction  is  described  without  affecting  in  any  way  the 
substance  thereof. 

6.  Respondents  further  submit  that  Chicago  could  not  properly 
be  made  a  basing  point  for  the  sale  of  iron  and  steel  under  present 
conditions.  Pittsburgh  is  and  will  continue  to  be  the  basing  point  for 
such  products  in  the  sense  that  it  controls  and  will  continue  to  control 
the  price  of  iron  and  steel  throughout  the  country  so  long  as  the 
country  is  dependent  upon  it  for  a  substantial  portion  of  its  supply. 
It  may  be,  as  claimed  in  said  application,  that  the  greatest  normal 
growth  and  increase  in  iron  and  steel  production  under  peace  conditions 
will  naturally  and  normally  be  in  and  about  Chicago,  and  it  may  be 
that  at  some  future  time  the  Chicago  district  will  lead  in  the  produc- 
tion of  iron  and  steel  in  this  country.  When  that  time  arrives,  if  it 
ever  does  arrive,  the  primacy  will  pass  to  Chicago,  and  it  will  become 
the  basing  point  without  the  order  of  any  legislature  or  commission 
and  without  the  power  of  any  person  to  prevent  it.  Until  that  time 
and  so  long  as  Chicago  is  only  able  to  manufacture  less  than  half  of 
what  it  consumes,  it  is  idle,  respondents  submit,  and  contrary  to  all 
economic  laws  to  insist  that  it  shall  be  made  a  basing  point.  Chicago 
producers  cannot  be  expected,  nor  should  they  be  required,  to  sell  their 
products  in  any  locality  at  less  than  the  market  price  prevailing  in 
such  locality,  or  at  a  substantially  less  price  than  their  customers  in 
such  locality  are  obliged  to  pay  to  other  producers  for  the  major  part 
of  their  requirements. 

7.  Respondent,  United  States  Steel  Corporation,  denies  that  it  dis- 
criminates between  the  purchasers  of  iron  and  steel  in  the  Pittsburgh 
and  Chicago  districts  within  the  meaning  of  Section  2  of  the  Clayton 
Act.  Assuming  (although  such  is  not  the  fact)  that  it  sells  in  the 
Pittsburgh  district  what  is  there  sold  by  the  Carnegie  Steel  Company, 
and  in  the  Chicago  district  what  is  there  sold  by  the  Illinois  Steel  Com- 
pany, it  says  that  such  sales  are  made  in  each  district  to  purchasers  of 
the  same  class  at  the  same  price  and  are  made  in  each  district  at  the 
market  prices  there  prevailing.  Iron  and  steel  are  sold  generally  to  the 
manufacturers  of  agricultural  implements,  and  steel  rails  and  acces- 
sories are  sold  to  the  railroads  on  a  different  basis  and,  in  the  case  of 
some  articles,  at  a  lower  price  than  to  other  consumers.  The  users  of 
such  steel,  however,  are  not  in  competition  with  any  other  class  of  users, 
and  the  practice  neither  lessens  competition  nor  tends  to  create  a 
monopoly  in  any  line  of  commerce. 

8.  Respondents  deny  that  the  charging  of  a  greater  price  for  steel 
products  in  the  Chicago  district  than  is  charged  for  like  products  in 
the  Pittsburgh  district  under  the  circumstances  above  set  forth  amounts 
to  unfair  trading  within  the  meaning  of  the  fifth  section  of  the  Federal 
Trade  Commission  Act.  The  unfair  trading  prohibited  in  that  section 
is  such  as  tends  to  the  injury  of  competitors,  not  customers,  and  it  is 
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not  suggested  that  the  practice  complained  of  is  of  that  character. 
Moreover,  such  practice  operates  to  the  benefit  of  the  consumers  of 
steel,  without  regard  to  their  location,  as  it  gives  them  the  benefit  of 
the  competition  of  the  manufacturers  of  the  whole  country,  whereas 
if  the  course  insisted  upon  by  the  applicants  should  be  adopted,  com- 
petition between  localities  would  to  a  large  extent,  if  not  altogether, 
be  destroyed.  Nor  is  the  claim  that  the  Chicago  fabricators  are  pre- 
vented by  the  practice  in  question  from  competing  with  the  Pittsburgh 
fabricators  in  the  latter's  territory  a  substantial  one.  The  fabricating 
business  is  essentially  local  in  character  on  account  of  the  high  freight 
rate  on  fabricated  material  because  of  its  bulk.  The  Chicago  fabrica- 
tors, therefore,  could  not  successfully  compete  with  the  Pittsburgh  fab- 
ricators in  the  latter's  territory,  even  if  the  cost  of  rolled  steel  was  the 
same  in  each  locality. 

9.  While  respondents  concede  the  jurisdiction  of  the  Commission 
to  determine  any  question  of  discrimination  arising  under  the  second 
section  of  the  Clayton  Act,  and  any  question  of  unfair  methods  of  com- 
petition arising  under  the  fifth  section  of  the  Federal  Trade  Commis- 
sion Act,  they  deny  the  jurisdiction  of  the  Commission  to  fix  the  prices 
at  which  steel  products  shall  be  sold  or  to  determine  whether  Pittsburgh, 
Chicago,  or  any  other  point  shall  be  a  basing  point  upon  which  such 
prices  shall  be  made.  As  to  the  allegations  of  discrimination  and  unfair 
methods  of  competition,  respondents  submit  that  the  practices  herein- 
before described  do  not  involve  either,  and  do  not  tend  to  substantially 
lessen  competition  or  to  create  a  monopoly  in  any  line  of  commerce. 

10.  Respondents  respectfully  submit  that  the  application  for  a  com- 
plaint should  be  denied. 

Answer  of  the  Steel  &  Tube  Company  of  America 

It  is  submitted  that  there  cannot  be  two  market  prices  for  steel  prod- 
ucts in  the  Chicago  district,  one  applying  to  steel  produced  in  that  dis- 
trict and  another  to  steel  produced  in  Pittsburgh  and  shipped  into  that 
district,  and  that  so  long  as  a  large  portion  of  the  needs  of  that  district 
must  be  supplied  from  the  Pittsburgh  district  the  market  price  will, 
through  the  natural  operation  of  the  laws  of  trade,  be  generally  the 
price  at  which  the  Pittsburgh  product  is  delivered  in  the  Chicago  district. 

While  generally  the  prices  in  the  Chicago  district  are  based  on 
Pittsburgh  prices,  the  prices  made  by  the  mills  in  the  Chicago 
district  vary  from  time  to  time  in  accordance  with  the  relation  of 
the  supply  to  the  demand  in  that  district. 

3.  The  use  of  the  Pittsburgh  base  by  steel  manufacturers  is 
but  a  method  of  arriving  at  the  price  at  which  the  manufacturer 
will  market  his  product,  which  is  in  conformity  with,  controlled  by, 
and  subject  to  the  law  of  supply  and  demand.  The  establishing 
of  Chicago  as  a  basing  point  by  the  Commission,  as  is  suggested 
in  the  application,  would  be  an  attempt  arbitrarily  to  fix  prices,  in 
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disregard  of  "the  natural  and  normal  forces  governing  supply  and  de- 
mand," to  use  the  language  of  the  application.  It  would  have  the 
necessary  effect  of  lessening  competition.  But  this  respondent  sub- 
mits that  it  is  not  within  the  power  of  this  Commission  to  fix  prices 
to  be  observed  by  the  manufacturers,  either  by  establishing  Chicago 
as  a  basing  point  or  by  any  other  methods. 

4.  Paragraph  7  of  the  application  alleges  that  if  the  use  of  the 
Pittsburgh  base  is  abandoned  "the  supply  in  such  Chicago  district 
of  rolled  steel  and  of  rolled  steel  products  will  accommodate  itself  to  and 
meet  the  demand  therefor."  It  is  not  reasonable  to  assume  that  the  de- 
velopment of  the  steel  industry  in  Chicago  will  be  stimulated  by  remov- 
ing the  advantage  it  now  has,  arising  out  of  its  proximity  to  its  chief 
market.  It  would  seem  that  the  natural  effect  would  be  to  check  such 
development.  But,  however  that  may  be,  the  implied  admission  that 
the  Chicago  mills  cannot  now  supply  the  demands  of  the  district 
makes  it  certain  that  the  market  price  under  present  conditions  in 
that  district  can  only  be  determined  by  the  operation  of  the  law  of 
supply  and  demand. 

5.  The  erection  of  steel  plants  in  the  Chicago  district,  involving 
investment  of  a  large  amount  of  capital,  was  in  large  measure  due  to 
the  advantage  gained  by  nearness  to  the  market  to  be  supplied.  It 
would  be  both  unfair  and  uneconomic  for  this  Commission,  if  it  had 
the  power  to  do  so,  which  this  respondent  denies,  to  compel  respondent 
and  other  manufacturers  to  forego  this  natural  trade  advantage. 

Answer  of  the  Inland  Steel  Company 

The  Inland  Steel  Company  has  no  steel  works  east  of  the  Chicago 
district  and  sells  very  little,  if  any,  steel  east  of  Indiana.  Its  natural 
market  is  west  of  Ohio,  south  to  the  Ohio  River,  and  thence  west  to 
the  Pacific  Coast. 

Under  the  present  system  of  quoting  prices,  with  the  Pittsburgh 
base  as  a  standard,  the  members  of  the  association  are  enabled 
readily  to  compare  prices  quoted  by  steel  producers  located  in  any 
part  of  the  country. 

If  the  use  of  a  different  base  price  did  not  materially  alter  prices 
quoted,  it  would  obviously  be  useless  to  disturb  the  present  custom. 

If,  in  fact,  the  steel  producer  in  any  given  locality  undertook  to 
base  his  prices  solely  on  cost  of  production,  giving  the  customer  the 
benefit  of  all  freight  costs  from  competitive  points,  it  is  plain  that 
the  result  would  be  to  create  a  local  monopoly  on  behalf  of  the  steel 
producer  in  any  given  locality  until  the  entire  product  of  such  local 
producer  had  been  sold.  Thereafter  the  customer  would  be  obliged 
to  pay  higher  prices  to  producers  at  other  points  through  the  addition 
of  freight  rates. 
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Statement  of  Gulf  States  Steel  Company 

Assuming  that  there  were  no  steel  works  in  Alabama,  and  that  all 
steel  must  be  shipped  into  this  state  from  Pittsburgh,  the  price  would 
be  Pittsburgh  plus  freight.  If  it  were  proposed  to  establish  a  steel 
works  in  Birmingham  and  the  right  to  produce  and  sell  steel  here 
should  be  coupled  with  the  obligation  to  sell  at  the  cost  of  production 
not  exceeding  the  cost  in  Pittsburgh,  what  inducement  would  there  be 
to  establish  such  works?  Even  if  the  cost  of  production  were  as  low 
as  in  Pittsburgh,  and  the  Birmingham  producer  should  charge  the 
equivalent  of  Pittsburgh  price  plus  freight,  the  Birmingham  consumer 
would  not  be  prejudiced,  he  would  not  be  injured,  he  would  be  paying 
the  same  price  that  he  was  before,  but  would  have  the  advantage  of  a 
producer  at  his  door  who  would  relieve  him  from  investing  capital  and 
carrying  stocks,  and  would  give  him  prompt  delivery  to  suit  his  exact 
requirements  at  a  moment's  notice.  What  moral  ground  has  the  Civic 
Association  on  which  to  demand  that  the  builder  of  steel  works  in  the 
Birmingham  district  shall  forego  and  relinquish  any  advantage  that  he 
has  obtained  by  the  location  of  his  works  in  a  consuming  district  and 
hand  over  that  advantage  to  some  consumer  who  has  not  taken  perhaps 
i%  of  the  risks  or  invested  i%  of  the  capital  of  the  steel  producer 
itself?  I  submit  that  the  demand  is  nothing  less  than  an  arbitrary 
one  to  take  accrued  advantage  from  one  who  is  a  producer  and 
hand  it  to  one  who  is  a  consumer  and  who  has  not  made  the  demand 
himself,  but  is  satisfied  with  his  present  situation. 

The  idea  that  the  Birmingham  district  can  produce  more  cheaply 
and  sell  more  cheaply  than  any  other  in  the  United  States  is  erroneous 
and  based  upon  traditions  or  in  some  cases  facts  which  have  ceased  to 
exist  owing  to  changed  conditions. 

In  the  early  days  of  Birmingham  50%  ores  were  mined  from  the  out- 
crop by  handwork  and  transported  on  an  average  freight  rate  oi  i2l/2 
cents  per  ton  of  2,240  pounds  to  blast  furnaces  within  the  Birmingham 
zone.  Today  those  rich,  soft  outcrops  have  been  entirely  exhausted  and 
the  hard  ore  is  followed  in  some  cases  as  deeply  as  to  the  sea  level  or 
far  below  it;  and  the  district  is  dependent  upon  ore  which  does  not 
exceed  36%  metallic  iron;  is  hard;  requires  mining  with  power  equip- 
ment, single  installations  costing  in  some  cases  from  one-half  to  three- 
quarters  of  a  million  dollars,  and  after  production  subject  to  a  freight 
rate  of  50  cents  per  short  ton  of  2,000  pounds. 

The  best  quality  of  coking  coal  in  the  district — the  Pratt  seam — has 
been  very  largely  depleted,  and  few  of  the  producers  are  able  longer  to 
rely  upon  it,  but  the  greater  part  of  the  metallurgical  fuel  produced  in 
the  district  is  from  "big  seam"  coal,  which  requires  washing.  Although 
the  Birmingham  district  produces  only  3%  of  the  coal  of  the  United 
States,  it  produces  40%  of  the  washed  coal  of  the  country,  the  washer 
loss  running  from  12%  to  25%,  according  to  character  of  coal  and 
efficiency  of  equipment. 

The  labor  of  the  South  is  notoriously  less  efficient  physically,  man 
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for  man,  than  that  of  the  North.  This  is  admittedly  due  to  climatic 
conditions,  which,  on  the  other  hand,  permit  cheaper  housing,  clothing, 
and  feeding  than  in  the  North;  and  in  the  past  southern  labor  was 
cheaper.  Now,  under  the  strain  of  war,  men  command  the  same  wages 
regardless  of  their  efficiency.  This  is  especially  so  with  reference  to 
what  is  called  "unskilled  labor." 

The  cost  accounts  on  file  with  the  Federal  Trade  Commission  show 
that  the  South  no  longer  dictates  to  the  rest  of  the  United  States  what 
shall  be  the  price  of  pig  iron;  it  is  no  longer  able  to  do  so.  The  Birming- 
ham district  is  handicapped  in  its  supply  of  scrap.  It  cannot,  by  reason 
of  the  incidence  of  railroad  freights,  buy  from  distant  northern  markets 
and  bring  scrap  South,  but  the  northern  consumer  can,  and  does,  buy 
southern  scrap  which  is  on  its  way  to  the  market.  A  buyer  in  Cincin- 
nati or  Chicago  or  St.  Louis  can  buy  in  Birmingham  and  convert  into 
feteel  at  the  point  of  ultimate  consumption.  If  the  Birmingham  buyer 
tried  to  retaliate,  he  would  pay  freight  on  the  scrap  going  South  and 
again  on  his  steel  products  going  back  North  and  could  not  compete. 

Thus  neither  in  coal,  coke,  ore,  pig  iron,  scrap,  or  labor  is  the  Bir- 
mingham producer  in  any  way  helped  or  advantaged  over  his  northern 
competitor.  The  only  single  advantage  that  he  has  is  that  he  is  nearer 
to  his  market  if  he  desires  to  confine  himself  to  the  sale  of  his  products 
in  the  southern  zone,  and  this  sole  advantage  the  Civic  Association  of 
Birmingham  would  ask  the  Federal  Trade  Commission  to  take  from 
him  and  put  him  out  of  business. 

Statement  of  Lackawanna  Steel  Company 

2.  Lackawanna  Steel  Company  generally  sells  and  since  its  incep- 
tion has  generally  sold  its  steel  products,  such  as  structural  shapes, 
plates,  merchant  bars,  and  so  forth,  at  the  market  prices,  plus  an 
amount  equal  to  the  published  tariff  rate  of  freight  on  such  products 
from  Pittsburgh  to  the  point  of  destination.  The  practice  just  described 
is  and  for  many  years  has  been  the  practice  of  steel  manufacturers  gen- 
erally and  is  the  growth  and  outcome  of  the  natural  law  of  supply  and 
demand.  So  far  as  is  known  to  this  company,  this  has  been  the  custom 
of  the  trade  since  the  commencement  of  the  steel  industry  for  the  reason 
that  during  that  time  the  so-called  Pittsburgh  district  has  produced  a 
majority  of  all  the  steel  produced  by  all  manufacturers  in  the  United 
States.  Under  this  custom  the  company  is  able  to  quote  prices  to  any 
point  by  ascertaining  the  amount  of  the  published  tariff  rate  of  freight 
from  Pittsburgh  to  that  point.  There  have  been  certain  exceptions  to 
the  general  rule  in  the  experience  of  the  company.  At  certain  times 
when  the  supply  has  exceeded  the  demand,  the  custom  has  been  more 
or  less  disregarded  by  all  producers,  but  at  a  loss. 

3.  The  freight  from  Pittsburgh  to  any  given  locality  is  necessarily 
an  element  of  the  market  price  of  steel  in  that  locality.  This  is  so,  not 
as  the  result  of  an  arbitrary  price  system,  but  because  of  purely  eco- 
nomic reasons,  as  follows: 
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Under  existing  conditions  it  is  a  fact  that  the  Pittsburgh  district  sup- 
plies a  greater  amount  of  steel  than  any  other  district.  It  produces 
approximately  70%  of  the  whole  production  of  the  country.  It  is  a 
further  fact  that  the  Chicago  and  tributary  districts  do  not  supply  a 
sufficient  quantity  of  steel  to  meet  their  own  requirements,  and  that 
a  substantially  larger  part  of  the  requirements  of  those  districts  is  sup- 
plied by  outside  steel-producing  districts,  among  which  the  Pittsburgh 
district  strongly  predominates.  This  being  the  case,  the  consumer  in 
the  Chicago  and  tributary  districts  must  finally,  in  order  to  obtain  his 
full  supply,  call  upon  the  Pittsburgh  producer  and  pay  the  price  of  the 
Pittsburgh  producer.  Consequently,  by  the  operation  of  natural  eco- 
nomic laws,  the  market  price  in  the  Chicago  district,  as  well  as  else- 
where, is  dependent  upon  the  amount  for  which  the  Pittsburgh  producer 
will  sell,  and  that  amount  is  based  in  part  on  the  freight  from  Pitts- 
burgh to  Chicago  or  other  destination.  This  will  hold  true  so  long  as 
Pittsburgh  continues  to  have  a  larger  output  than  any  other  district. 

7.  The  company  further  submits  that  in  the  event  of  an  order  of 
this  Commission  merely  abolishing  the  Pittsburgh  base  or  merely  de- 
creeing a  Chicago  or  other  base  without  more,  the  only  effect  would 
be  that  the  steel  companies  would  discontinue  the  form  of  making  their 
prices  based  on  Pittsburgh  plus  published  tariff  rate  of  freight,  but 
would  charge  a  price  which  would  still  be  in  fact  a  price  plus  published 
tariff  rate  of  freight  from  Pittsburgh,  so  that  the  action  of  the  Com- 
mission would  be  nugatory. 

Statement  of  Jones  &  Laughlin  Steel  Company 

The  Jones  &  Laughlin  Steel  Company  has  shipped  into  the  Chicago 
district  and  the  western  territory  tributary  thereto  for  several  years  past 
from  25%  to  30%  of  its  production,  and  the  presumption  is  other  mills 
have  shipped  as  much.  It  is  manifest,  therefore,  that  the  Chicago  dis- 
trict would  fall  far  short  of  supplying  its  local  market  and  the  great 
territory  west,  southwest,  and  northwest.  The  general  effect  of  making 
Chicago  a  basing  point  would  be  a  depreciation  of  investment  in  the 
Pittsburgh  district  and  a  call  for  new  and  additional  investment  in  the 
Chicago  district.  This  would  mean  tearing  down  in  one  district  and 
building  up  in  another  without  changing  the  country's  total  steel  pro- 
duction and  would  also  result  in  a  depreciation — in  some  cases  the  de- 
struction— of  industries  which  have  been  built  up  in  the  Pittsburgh 
district  to  supply  the  needs  of  the  iron  and  steel  mills  located  there. 

The  Jones  &  Laughlin  Steel  Company  and  all  other  independent  steel 
companies  would  be  at  an  unfair  disadvantage  if  Chicago  were  made  a 
basing  point,  to  say  nothing  of  other  basing  points  that  naturally  would 
follow  because  the  United  States  Steel  Corporation  has  large  and  com- 
plete producing  units  at  almost  every  important  steel  producing  point. 
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If  these  points  should  carry  their  own  base  price,  the  one  largest  pro- 
ducer in  the  country  would  hold  a  position  of  advantage  in  every  market 
and  in  some,  as,  for  example,  Duluth,  Minnesota,  and  Birmingham, 
Alabama,  have  no  competition. 

Statement  of  the  Republic  Iron  &  Steel  Company 

3.  Pittsburgh,  with  its  predominant  production  and  variety,  its 
cheapness  of  product,  and  also  because  of  its  many  competitive  pro- 
ducers have  always  naturally  qualified  Pittsburgh  as  a  basing  point, 
and  for  this  reason  the  custom  of  selling  steel  f.o.b.  Pittsburgh  is  a 
natural  custom  and  an  economic  necessity. 

4.  It  is  true  that  the  Pittsburgh  base  has  not  always  been  main- 
tained because  during  periods  of  business  depression,  and  for  other 
reasons  affecting  demand  at  any  given  producing  point  where  supply  is 
in  excess  of  demand,  producers  under  such  conditions,  in  order  to  pro- 
tect their  operations  whether  located  at  Chicago,  Buffalo,  Cleveland, 
Youngstown,  or  elsewhere,  have  sold  and  doubtless  will  continue  to  sell 
again  at  prices  which  discount  Pittsburgh  freight  rates  and,  in  fact, 
without  profit,  frequently  at  a  loss,  as  in  19 14  and  191 5  and  other 
periods. 

5.  Steel  is  not  the  only  product  enjoying  the  distinction  of  having  a 
base  market;  in  fact,  the  practice  is  quite  common  for  such  steel  sup- 
plies as  spelter,  pig  tin,  coke,  iron  ore,  and  manganese,  which  are  gen- 
erally sold  as  follows: 

Manganese,  f.o.b.  Atlantic  seaboard 

Pig  tin,  c.i.f.  England 

Spelter,  f.o.b.  East  St.  Louis 

Coke,  f.o.b.  Pittsburgh 

Iron  ore,  f.o.b.  Lower  Lake  port 
and  in  addition  to  these: 

Flour,  f.o.b.  Minneapolis 

Wool,  f.o.b.  Boston 

Cotton,  f.o.b.  New  Orleans 

Coffee,  f.o.b.  New  York 

Copper,  f.o.b.  New  York 

Plate  glass,  f.o.b.  Pittsburgh 
and  other  products  in  a  like  manner. 

Statement  of  Atlantic  Steel  Company 

The  Atlantic  Steel  Company  is  located  in  Atlanta,  Georgia,  190  miles 
from  Birmingham,  Alabama,  the  nearest  source  from  which  it  can  pro- 
cure its  supplies  of  coal  and  iron.  The  distance  from  Pittsburgh  to  At- 
lanta is  788  miles.  When  this  plant  was  built  in  1906  it  was  contem- 
plated that  it  would  have  an  advantage  in  price  over  Pittsburgh  equal 
to  this  difference  in  freight  from  Pittsburgh  to  destination  and  from 
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Atlanta  to  destination.  For  instance,  the  rate  on  nails  from  Pittsburgh 
to  Montgomery,  Alabama,  is  57  cents  per  100  pounds,  while  the  rate 
from  Atlanta  to  Montgomery  is  19  cents  per  100  pounds,  so  that  in 
selling  nails  in  Montgomery  this  company  will  absorb  a  difference  of 
38  cents  per  100  pounds.  This  practice  also  applies  to  the  other  prod- 
ucts which  this  company  makes,  namely:  various  wire  products,  bars, 
hoops,  bands,  cotton  ties,  and  so  forth. 

Using  Pittsburgh  as  a  basing  point  in  selling  steel  is  a  custom  or 
practice  which  has  been  established  for  many  years,  owing  to  the  very 
great  advantage  which  it  had  over  other  sections  of  the  country  in  the 
assembling  of  raw  materials  and  the  organization  which  it  had  built 
upon  around  its  mills.  If  it  should  be  decided  that  Pittsburgh  can  no 
longer  be  used  as  a  basing  point  for  steel  products  made  in  other  sec- 
tions of  the  country,  it  will  work  a  great  hardship  upon  this  company, 
if  not  totally  destroy  its  property,  amounting  to  between  $4,000,000 
and  $5,000,000,  for  it  is  not  in  position  and  probably  never  will  be  to 
compete  successfully  with  other  sections  that  are  more  favorably  located 
with  reference  to  raw  materials.  This  will  also  apply  to  a  very  large 
number  of  small  mills  located  in  various  sections  of  the  country  remote 
from  the  Pittsburgh  district  and  which  never  would  have  been  built 
except  for  the  advantage  which  they  gained  by  using  Pittsburgh  as  a 
basing  point. 

The  building  and  operation  of  isolated  mills  remote  from  natural  re- 
sources prevents  congestion  and  expedites  distribution  of  finished  prod- 
ucts, besides  offering  to  communities  employment  which  would  not 
otherwise  be  the  case,  but  all  of  this  has  been  covered  in  the  report 
referred  to. 

Statement  of  Bethlehem  Steel  Company 

In  using  the  Pittsburgh  base  in  quoting  prices  the  manufacturer 
simply  states  to  a  prospective  customer  in  a  given  territory  in  effect 
that  the  price  of  the  produce  offered  is  so  many  dollars  per  ton  plus 
an  amount  equal  to  the  freight  between  Pittsburgh  and  the  point  of 
delivery.  The  use  of  this  base  gives  precisely  the  same  result  to  cus- 
tomers as  if  each  manufacturer  were  to  quote  prices  f.o.b.  the  point 
of  delivery  or  f.o.b.  mill,  because  in  any  case  the  ultimate  price  would 
be  computed  on  the  basis  of  the  price  at  the  mill  plus  freight  to  the 
point  of  delivery.  The  objection  to  quoting  prices  f.o.b.  the  point  of 
delivery  is  that  manufacturers  would  have  to  make  extended  computa- 
tions based  on  varying  freight  rates.  The  objection  to  quoting  prices 
f.o.b.  mill  is  that  similar  computations  would  have  to  be  made  by  the 
customers  before  they  would  be  able  to  compare  quotations.  With  the 
use  of  the  Pittsburgh  base,  however,  manufacturers  can  readily  make 
quotations,  and  customers  can  compare  with  equal  ease  the  quotations 
of  different  manufacturers,  since  the  freight  from  Pittsburgh  to  a  given 
point  is  the  same  for  each  customer. 

Manifestly,  if  a  manufacturer  in  the  Pittsburgh  district  wishes  to 
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make  a  low  price  for  delivery  in  the  Chicago  district  in  order  to  t;ike 
the  business  from  the  mills  in  that  district,  all  he  has  to  do  is  to  make 
a  low  price  f.o.b.  Pittsburgh.  His  freedom  to  make  a  low  price  is  just 
as  great  when  the  price  consists  of  a  price  at  Pittsburgh  and  the  freight 
to  the  point  of  delivery  has  to  be  added  as  when  it  consists  of  a  price  at 
the  point  of  delivery  in  which  the  freight  is  included,  although  not 
shown  as  a  separate  item. 


II 

The  real  question  raised  by  the  petition  is  whether  it  is  unlawful  for 
a  manufacturer  who  has  mills  in  both  the  Chicago  district  and  the  Pitts- 
burgh district  to  sell  the  products  of  his  Chicago  mills  in  the  Chicago 
district  at  prices  higher  than  those  at  which  he  sells  the  products  of  his 
Pittsburgh  mills  in  the  Pittsburgh  district,  although  the  cost  of  the 
products  in  both  districts  is  the  same. 

As  we  understand  the  petition  and  the  matters  complained  of,  the  real 
question  raised  is  not  the  propriety  of  using  the  Pittsburgh  base  in 
quoting  prices  for  rolled-steel  products,  but  is  found  in  the  charge  that 
the  respondents  discriminate  in  the  price  of  such  products  in  favor  of 
competitors  of  members  of  the  petitioner  herein  who  are  located  in  the 
Pittsburgh  district  or  the  territory  east  of  the  Chicago  district  and 
against  such  members  and  other  consumers  of  rolled-steel  products  lo- 
cated in  the  Chicago  district. 

It  is  apparent  that  this  charge  against  United  States  Steel  Corpora- 
tion in  no  way  involves  the  propriety  of  the  use  of  the  Pittsburgh  base 
in  quoting  prices,  because  the  result  would  be  the  same  whether  the 
price  charged  in  the  Chicago  district  were  (a)  the  price  charged  in  the 
Pittsburgh  district  plus  $5  as  the  freight  from  Pittsburgh  to  Chicago,  or 
(b)  a  price  of  $5  per  ton  higher  than  the  price  for  the  same  product  in 
the  Pittsburgh  district.  The  resulting  price  to  the  consumer  would  be 
the  same  in  either  case. 

We  are,  therefore,  brought  face  to  face  with  the  question  whether 
the  practice  of  United  States  Steel  Corporation  (treating  the  matter  as 
if  it  owned  and  operated  the  mills  of  its  subsidiaries)  in  charging  higher 
prices  for  its  products  in  the  Chicago  district  than  it  charges  in  the 
Pittsburgh  district  is  in  violation  of  Section  2  of  the  Clayton  Act.  For 
the  reason  stated  in  Subdivision  V  hereof,  the  decision  of  this  question 
will  vitally  affect  the  steel  manufacturers  whose  mills  are  in  other  dis- 
tricts and  the  steel  trade  and  business  generally. 

Ill 

If  the  practice  complained  of  be  declared  a  violation  of  Section  2 
of  the  Clayton  Act  the  effect  would  be  to  prevent  a  manufacturer  from 
taking  advantage  of  the  favorable  location  of  his  mills  with  respect  to 
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his  competitors  and  the  operation  of  the  law  of  supply  and  demand,  to 
fix  prices  and  to  restrain  rather  than  promote  competition. 

It  seems  too  clear  for  argument  that  a  manufacturer  whose  only  mill 
is  in  the  Chicago  district  is  free  to  charge  any  price  he  can  obtain  under 
the  competitive  conditions  prevailing  in  that  district,  even  though  his 
profit  be  larger  than  that  of  the  manufacturer  in  the  Pittsburgh  district 
who  sells  his  product  in  that  district  or  in  the  Chicago  district,  provided, 
of  course,  that  the  effect  of  any  discrimination  in  price  (if  it  shall  not 
be  within  the  exceptions  stated  in  Section  2  of  the  Clayton  Act)  may 
not  be  substantially  to  lessen  competition  or  to  tend  to  create  a 
monopoly.  Presumably  the  purpose  of  the  manufacturer  in  locating  his 
mill  in  the  Chicago  district  was  to  gain  an  advantage  over  the  manu- 
facturer whose  mills  were  located  in  the  Pittsburgh  district  or  elsewhere 
at  a  considerable  distance  from  Chicago  and  who  in  making  prices  for 
the  Chicago  district  has  to  consider  the  item  of  freight. 

It  is  equally  clear  that  the  manufacturer  whose  mill  is  in  the  Pitts- 
burgh district  is  free  to  make  any  price  that  may  be  necessary  to  effect 
the  sale  of  his  products  in  the  Chicago  district  under  the  competitive 
conditions  prevailing  in  that  district,  even  though  that  price,  less  the 
freight  from  Pittsburgh  to  Chicago,  be  lower  than  his  Pittsburgh  price, 
because  the  effect  of  such  sales  can  hardly  be  to  lessen  competition  or 
to  tend  to  create  a  monopoly.  He  is  certainly  free  to  make  any  reduc- 
tion in  price  necessary  to  meet  the  competition  of  the  manufacturers  in 
the  Chicago  district;  otherwise,  there  would  be  a  restriction  of  compe- 
tition and  the  manufacturers  having  mills  in  the  Chicago  district  would 
have  an  unfair  advantage. 

The  same  results  should  follow  in  the  case  of  a  manufacturer  who 
has  plants  in  both  the  Pittsburgh  district  and  the  Chicago  district. 
Such  manufacturer  should  be  free  to  secure  for  the  products  of  his  mill 
in  the  Chicago  district  the  best  prices  obtainable  under  the  competitive 
conditions  in  that  district,  even  though  the  products  of  his  mill  in  the 
Chicago  district  are  sold  at  higher  prices  and  at  better  profit  than  the 
products  of  his  Pittsburgh  mills  marketed  in  the  Pittsburgh  district. 

It  thus  appears  that  the  difficulty  which  the  Chicago  district  fabri- 
cators experience  in  doing  business  outside  of  their  own  territory  is 
due  not  to  the  effect  of  the  use  of  the  Pittsburgh  base  in  quoting  prices 
or  to  any  discrimination  in  price  on  the  part  of  the  manufacturers 
against  the  Chicago  district,  but  to  the  fact  that  their  fabricating  plants 
are  located  in  the  Chicago  district,  which  does  not  produce  enough 
steel  to  supply  their  demands,  and  the  fact  that  steel  shipped  from 
Pittsburgh  (from  which  a  very  large  part  of  the  steel  consumed  in  the 
Chicago  district  must  come)  costs  in  the  Chicago  district  several  dollars 
more  per  ton  to  the  manufacturers  than  steel  produced  at  mills  in  the 
Chicago  district.  Such  fabricators  are  able  to  compete  in  the  Chicago 
district  on  somewhat  better  than  equal  terms  with  the  eastern  fabri- 
cators, because  the  freight  rate  paid  by  the  eastern  fabricators  upon 
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their  finished  product  from  their  mills  to  points  in  the  Chicago  district 
is  higher  than  the  freight  rale  paid  by  the  Chicago  fabricators  on  the 
steel  which  enters  into  their  finished  product. 


V 

A  prohibition  against  taking  advantage  of  a  favorable  location  could 
not  be  limited  to  United  States  Steel  Corporation  in  respect  of  the 
mills  of  its  subsidiaries  in  the  Chicago  district,  and  if  it  should  be 
decided  that  none  of  the  manufacturers  in  that  district  can  be  allowed 
to  take  advantage  of  their  favorable  location  or,  in  other  words,  that 
the  operation  of  the  law  of  supply  and  demand  must  be  restricted,  then 
similar  applications  by  consumers  of  steel  in  other  districts  would  in- 
evitably follow  with  similar  decisions,  and  similar  confusion  and  dis- 
turbance would  result  all  over  the  country. 

This  precedent,  once  established,  could  not  be  limited  in  its  appli- 
cation to  manufacturers  of  iron  and  steel,  but  on  applications  which 
would  surely  be  made  by  consumers  of  other  products  would  necessarily 
have  to  be  applied  to  other  manufacturers,  with  the  result  that  the 
natural  laws  upon  which  business  has  been  founded  since  the  beginning 
of  civilization  would  be  upset.  The  effect  of  such  a  decision  would  be 
far-reaching.  The  advantages  which  induce  investments  in  plants  being 
negatived,  loss  of  such  investments  to  a  considerable  extent  at  least 
would  follow  and  business  chaos  might  well  be  expected. 

After  the  statements  summarized  in  the  preceding  pages  had 
been  received  by  the  Federal  Trade  Commission,  the  Commis- 
sion gathered  further  evidence  and  on  July  21,  1924,  announced 
its  findings  on  the  complaint.  The  following  are  excerpts.1 

The  evidence  shows  that  the  respondent,  United  States  Steel  Cor- 
poration, through  its  subsidiary,  the  respondent,  American  Bridge  Com- 
pany, which  does  over  40%  of  the  steel  structural  building  and  bridge 
business  of  the  whole  United  States,  has  a  very  decided  advantage  over 
the  American  Bridge  Company's  western  competitors  by  reason  of  the 
Pittsburgh  Plus  prices  charged  such  competitors  by  the  steel  producing 
subsidiaries  of  the  respondent,  United  States  Steel  Corporation.  The 
Chicago  fabricator  of  buildings  or  bridges  who  buys  his  steel  from 
respondents'  Chicago  mills  is  obliged  to  pay  $7.60  per  ton  more  than 
the  Pittsburgh  price.  (All  references  to  Pittsburgh  Plus  in  these  find- 
ings relate  to  the  freight  rates  in  effect  during  the  period  when  most 
of  the  testimony  was  taken  in  this  proceeding.)  When  the  American 
Bridge  Company  bids  on  a  job,  it  can  get  that  job  and  does  get  it  when 
it  really  wants  it.  That  company  can  bid  on  a  job  at  cost,  and  yet  the 
respondent,  United  States  Steel  Corporation,  through  its  subsidiary, 

1  Federal  Trade  Commission:  In  the  Matter  of  United  States  Steel  Corporation 
et  al.  Docket  760,  July  21,  1924. 
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the  Illinois  Steel  Company,  will  make  a  double  profit  on  the  steel  used 
in  the  job — the  ordinary  profit  derived  from  the  manufacture  of  steel 
and  the  extra  profit  due  to  the  Plus  system.  As  $7.60  per  ton  is  added 
to  the  Pittsburgh  price  in  the  case  of  steel  sold  at  Chicago,  the  respond- 
ent, American  Bridge  Company,  has  a  great  leeway  in  bidding  against 
its  western  competitors  because  the  average  profit  on  a  structural  job 
is  only  $5  per  ton.  It  and  respondent  steel  producing  companies  have 
greatly  benefited  by  the  Pittsburgh  Plus  system.  The  Chicago  district 
plants  of  respondent,  American  Bridge  Company,  are  20  times  as  large 
as  the  plant  of  its  nearest  local  competitor,  and  30  or  more  times  larger 
than  most  of  its  local  competitors  who  have  been  in  business  for  many 
years,  some  of  them  for  a  much  longer  period  of  time  than  the  respond- 
ent, United  States  Steel  Corporation. 

a)  Respondents'  customers  who  manufacture  boats  and  barges  find 
the  same  difficulty  as  the  fabricators  of  bridges  and  buildings  in  com- 
petition with  respondent,  American  Bridge  Company,  which  also  manu- 
factures boats  and  barges. 

b)  The  same  thing  holds  true  with  reference  to  the  disadvantage 
suffered  by  respondents'  customers  who  compete  with  respondent, 
American  Steel  &  Wire  Company.  For  instance,  in  the  case  of  a  patented 
clip  manufactured  by  one  of  respondents'  Minneapolis  customers,  the 
respondent,  American  Steel  &  Wire  Company,  was  originally  made  the 
selling  agent  for  this  clip.  Upon  the  expiration  of  the  patent,  the 
respondent  company  refused  to  act  as  agent  for  the  clip,  but  started  to 
manufacture  the  clip  itself.  Now  the  Minneapolis  manufacturer  pays 
$18,000  annually  as  Pittsburgh  Plus  in  the  manufacture  of  this  clip 
while  competing  against  the  respondent,  American  Steel  &  Wire  Com- 
pany, which  gets  its  steel  from  other  respondents  as  does  the  respondent, 
American  Bridge  Company.  Among  respondents'  customers  who  com- 
pete with  the  respondent,  American  Steel  &  Wire  Company,  are  those 
who  manufacture  farm  gates,  wire  fence,  wire  products,  and  so  forth. 

c)  In  Birmingham,  Alabama,  where  respondents'  Pittsburgh  Plus 
price  on  wire  and  wire  products  is  $15.30  per  ton  higher  than  respond- 
ents' Pittsburgh  price,  it  would  be  impossible  for  any  steel  user  buying 
steel  from  respondent's  Birmingham  plant  to  compete  with  respondent 
in  cases  where  respondents  wanted  the  business. 

d)  The  respondent,  American  Sheet  &  Tin  Plate  Company,  competes 
with  the  customers  of  respondent,  Illinois  Steel  Company,  in  the  manu- 
facture and  sale  of  corrugated  roofing,  and  of  course  has  the  same 
advantage  under  the  Pittsburgh  Plus  system  as  has  been  shown  in  the 
cases  of  the  respondents,  American  Bridge  Company  and  American 
Steel  &  Wire  Company. 

d)  Analyses  of  3,502  contracts  introduced  in  evidence  by  the  Com- 
mission's attorneys  through  their  witnesses,  who  selected  them  generally 
at  random,  covering  the  sale  of  plates,  shapes,  and  bars  over  many 
years,  from  1902  to  1922,  made  by  various  steel  producers  including 
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respondents,  showed  that  70.7',  of  the  contract  sales  prices  in  such  con- 
tracts were  based  upon  the  identical  Pittsburgh  prices  quoted  in  the 
Iron  Age,  a  steel-trade  publication,  and  19.4%  within  5  cents  per 
hundredweight  thereof,  or  a  total  of  90.1%,  either  identical  or  within  5 
cents  per  hundredweight  thereof.  Substantially  the  same  percentages  of 
uniformity  resulted  from  a  comparison  of  these  contract  prices  with  the 
contract  prices  of  respondent,  Carnegie  Steel  Company. 

c)  Analyses  of  3,700  contract  sales  prices  of  plates,  shapes,  and  bars 
taken  from  contracts  of  the  respondent,  Illinois  Steel  Company,  over  a 
number  of  years  and  introduced  in  evidence  by  respondents,  showed 
that  71.8%  of  such  contract  prices  were  based  upon  the  identical  Pitts- 
burgh prices  quoted  in  the  Iron  Age,  and  20.6%  within  5  cents  per 
hundredweight  thereof,  or  a  total  of  92.4%,  either  identical  or  within 
5  cents  per  hundredweight  thereof.  Similar  comparisons  made  with  the 
respondent,  Carnegie  Steel  Company's  Pittsburgh  price  showed  sub- 
stantially the  same  percentages  of  equality  as  in  the  case  of  the  Iron 
Age  prices.  Many  similar  comparisons  for  specific  years  are  contained 
in  the  record  of  the  case. 

/)  Five  cents  differences  in  contract  prices  are  frequently  found 
when  there  is  a  change  of  5  cents  made  in  the  price  of  steel  by  a  leading 
producer  at  Pittsburgh.  In  such  case,  several  days  or  more  may  elapse 
before  all  of  the  steel  producers  change  their  prices  accordingly,  and 
contracts  made  during  the  interim  will  reflect  this  5  cents  difference. 
The  prices  of  respondent,  Illinois  Steel  Company,  oftentimes  do  not 
follow  the  change  of  the  respondent,  Carnegie  Steel  Company,  on  the 
same  day;  such  changes  sometimes  do  not  follow  for  several  days. 

g)  Price  competition,  therefore,  was  entirely  eliminated  to  the  extent 
of  the  uniformity  shown  above.  No  price-fixing  device  functions  100% 
as  a  general  rule,  even  though  penalties  may  be  inflicted  upon  those  who 
cut  the  prices  agreed  upon.  As  a  means  of  restraining  and  eliminating 
price  competition,  the  Pittsburgh  Plus  practice  is  and  has  been  very 
effective. 

h)  While  uniformity  of  prices  among  the  steel  producers  might  indi- 
cate the  presence  of  price  competition  if  such  prices  were  uniform, 
f.o.b.  the  producing  mills  of  the  different  producers  in  each  different 
section,  yet  such  character  of  uniformity  is  not  the  uniformity  found  in 
the  Pittsburgh  Plus  prices.  The  Pittsburgh  Plus  uniformity  is  a  uni- 
formity of  delivered  prices  at  every  delivery  point  in  the  country  from 
every  mill  in  the  country.  Pittsburgh  Plus  prices  are  not  uniform  f.o.b. 
the  several  producing  mills;  on  the  contrary  they  are  greatly  variant. 
They  are  greatly  variant  when  figured  f.o.b.  the  mill  to  even  the  cus- 
tomers of  the  same  mill.  As  will  be  shown  later,  uniform  Pittsburgh 
Plus  prices  can  be  produced  only  by  a  restraint  of  price  competition. 
Each  time  price  competition  occurred  to  a  substantial  extent  in  the 
steel  industry,  Pittsburgh  Plus  prices  disappeared.  Each  time  the  Pitts- 
burgh Plus  prices  reappeared,  price  competition  had  accordingly  ceased. 


630  PROBLEMS  IN  MARKETING 

The  cost  of  producing  steel  at  respondents'  Chicago  and  Birmingham 
plants  is  approximately  20%  less  than  at  their  Pittsburgh  plants.  The 
cost  at  Birmingham  is  slightly  less  than  at  Chicago.  As  shall  be  shown 
later,  there  is  a  great  surplus  production  in  both  the  Chicago  and  Bir- 
mingham districts.  Yet  the  prices  at  which  respondents  sell  their  steel 
at  Chicago  and  Birmingham  are  very  much  greater  than  at  Pittsburgh. 
This  is  best  illustrated  by  Commission's  Exhibit  6853,  which  shows  that 
the  spread  between  the  cost  of  producing  and  the  selling  price  of  steel 
bars  at  respondents'  Pittsburgh  mills  at  a  given  time  was  $2.10,  while 
at  Chicago  it  was  $13.80;  at  Duluth,  $8.  Consequently  the  public  at 
Chicago  pays  $11.70  more  per  ton  over  the  cost  of  producing  steel  bars 
than  the  public  at  Pittsburgh  pays;  the  public  at  Birmingham 
and  Duluth  pays  $8  more  per  ton  over  the  cost  of  producing  steel  bars 
than  the  public  at  Pittsburgh  pays.  In  one  Chicago  building  alone,  the 
Federal  Reserve  Bank  Building,  the  imaginary  freight  on  the  steel 
amounted  to  over  $76,000,  which  went  to  respondent,  Illinois  Steel 
Company.  In  five  years  the  Manitowoc  Shipbuilding  Company  paid 
respondent,  Illinois  Steel  Company,  $140,000  as  imaginary  freight 
which  the  United  States  Shipping  Board  had  to  pay.  Deere  &  Company, 
farm  implement  manufacturers,  pay  $488,400  annually  as  imaginary 
freight,  while  the  farmers  who  purchase  their  implements  must  pay  over 
double  this  amount,  or  over  $1,000,000  annually,  as  extra  prices  for 
Deere  &  Company's  implements,  because  of  this  imaginary  freight  item. 
In  other  words,  for  every  dollar  which  the  farm  implement  companies 
pay  as  Pittsburgh  Plus,  the  farmers  must  pay  more  than  double  every 
such  dollar,  because  to  the  actual  Pittsburgh  Plus  paid  by  the  farm  im- 
plement manufacturer  must  be  added  the  various  percentages  of  over- 
head, selling  expenses,  and  profits  which  are  borne  in  the  ordinary 
course  of  business.  The  figures  are  undisputed  in  the  record.  As  the 
president  of  the  American  Farm  Bureau  Federation,  representing  more 
than  a  million  and  a  quarter  farmers,  testified,  the  double  Pittsburgh 
Plus  imaginary  freight  thus  paid  by  the  farmers  in  only  n  middle- 
western  states  amounted  to  around  $30,000,000  annually.  The  farmers 
in  the  other  states  would  use  even  more  steel  than  those  in  the  1 1  states 
figured  in  the  calculations.  The  Emerson-Brantingham  Company,  a 
farm  implement  manufacturing  company,  pays  around  $100,000  annu- 
ally as  Pittsburgh  Plus  imaginary  freight,  which  means  that  its  cus- 
tomers must  pay  around  $200,000  annually  more  than  they  would  have 
to  pay  if  the  Chicago  district  mills  eliminated  Pittsburgh  Plus  as 
hereinabove  mentioned.  The  Litchfield  Manufacturing  Company,  a  farm 
implement  manufacturing  company,  pays  $68,000  annually  as  imaginary 
freight,  and  its  customers  pay  twice  that  amount.  Pittsburgh  Plus  re- 
sulted in  an  addition  to  the  list  prices  of  J.  I.  Case  Threshing  Machine 
Company,  an  agricultural  implement  manufacturing  company,  in  the 
year  1920,  of  $509,033,  which  amount  the  farmers  would  have 
saved  if  Pittsburgh  Plus  had  not  been  charged.  A  Minneapolis  manu- 
facturer pays  $84,000  annually  as  Pittsburgh  Plus,  and  so  on. 

a)  On  all  the  public  work  of  the  United  States,  as  well  as  on  all 
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the  work  done  for  private  concerns,  the  public  must  eventually  pay  the 
extra  prices  which  the  Pittsburgh  Plus  practice  yields  to  the  steel 
producers. 

b)  Pittsburgh  Plus  adds  millions  of  dollars  each  year  to  the  price 
paid  by  steel  users  outside  of  Pittsburgh,  which  of  course  must  eventu- 
ally be  paid  by  the  public. 

c)  As  testified  to  by  three  eminent  economists  called  by  attorneys 
for  the  Commission,  the  Pittsburgh  Plus  system  inevitably  raises  prices 
to  the  public,  as  we  shall  show  more  specifically  later.  This  testimony 
was  fully  borne  out  by  many  actual  experiences  in  the  steel  industry. 
In  every  case  where  the  steel  producers  charged  f.o.b.  mill  prices  in- 
stead of  Pittsburgh  Plus  prices,  the  latter  were  higher  than  the  former. 
In  the  earlier  days,  when  the  Pittsburgh  Plus  discriminations  were  not 
so  great,  there  was  not,  of  course,  so  great  a  difference  as  in  later  years 
when  the  discriminations  constantly  increased.  In  portions  of  1922  and 
1923,  when  the  Chicago  base  price  was  the  same  as  the  Pittsburgh  base 
price,  it  was  $7.60  a  ton  less  than  the  Pittsburgh  Plus  price  would  have 
been.  When  the  Chicago  base  price  was  lower  than  the  Pittsburgh  base 
price,  as  it  was  during  a  portion  of  that  time,  the  difference  was  even 
greater.  With  steel  selling  at  $30  or  $40  a  ton,  it  is  apparent  that  the 
difference  is  very  substantial. 

As  the  three  economists  hereinabove  referred  to  testified  and  as  other 
evidence  in  the  record  clearly  shows,  price  competition  among  the  steel 
producers  brings  about  f.o.b.  mill  prices.  A  priori,  the  lack  of  competi- 
tion is  evidenced  when  Pittsburgh  Plus  prices  are  in  effect.  Price  com- 
petition is  evidenced  by  uniform  f.o.b.  mill  base  prices,  uniform  to  all 
the  customers  of  the  same  mill,  and  uniform  among  the  different  pro- 
ducers in  the  same  market.  Such  prices,  however,  are  not  respondents' 
Pittsburgh  Plus  prices.  Pittsburgh  Plus  prices  are  not  f.o.b.  mill  prices; 
they  are  prices  made  f.o.b.  Pittsburgh.  They  are  not  uniform  prices 
from  the  producing  mill;  they  are  discriminatory  from  the  mills.  They 
vary  according  to  what  the  freight  rate  is  from  Pittsburgh  to  each  of 
their  customers'  plants.  The  customer  at  Chicago  pays  the  Chicago  mill 
a  higher  price  than  the  customer  50  miles  east  of  Chicago  because  the 
imaginary  freight  rate  to  Chicago  is  higher  than  it  is  to  a  point  50  miles 
east  of  Chicago.  The  customer  100  miles  east  of  Chicago  pays  less  than 
the  customer  50  miles  east  of  Chicago,  and  so  on.  In  other  words, 
Pittsburgh  Plus  prices  are  terraced  prices.  From  the  Chicago  mills,  for 
instance,  they  terrace  downward  from  Chicago,  for  Chicago  is  the  top 
terrace  where  the  Chicago  mill  gets  its  highest  price  for  steel  under  the 
system.  The  next  highest  terrace  of  prices  is  in  that  territory  of  the 
next  highest  freight  rate  from  Pittsburgh,  and  so  on,  until  Pittsburgh 
is  reached.  At  Pittsburgh  the  Chicago  mill  nets  $15.20  less  than  its 
Pittsburgh  Plus  price  at  Chicago  and  $7.60  less  than  the  Pittsburgh 
Base  price.  Pittsburgh  then  becomes  the  lowest  terrace  of  net  returns 
for  the  Chicago  mills.  And  so  in  the  case  of  the  steel  buyer  as  he  moves 
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west  from  Pittsburgh,  he  climbs  the  price  terraces.  With  each  terrace 
he  mounts,  he  finds  the  price  he  pays  the  Chicago  mills  is  higher,  though 
he  gets  nearer  Chicago  all  the  time.  At  Pittsburgh  he  pays  the  Chicago 
mills,  say  $30  a  ton.  At  Detroit  he  pays  them  considerably  more.  When 
he  arrives  right  at  the  Chicago  mills,  he  is  forced  to  pay  them  the  highest 
prices  they  charge,  namely,  $37.60  per  ton.  Customers  in  the  same  ter- 
race are  charged  the  same  delivered  prices  by  all  the  steel  producers 
all  over  the  country  under  the  Pittsburgh  Plus  system.  Customers  in 
different  terraces  are  charged  different  prices.  Customers  at  the  mill 
door  are  obliged  to  pay  a  sufficiently  high  price  to  reimburse  the  steel 
producer  for  the  lesser  profit  or  loss  of  profit  he  suffers  when  dumping 
his  surplus  steel  at  lower  prices  nearer  Pittsburgh,  as  will  be  hereafter 
more  fully  explained. 

t)  No  such  system  of  terraced  prices — that  is,  a  system  of  varying 
net  returns  to  the  steel  producers — occurs  when  there  is  price  competi- 
tion among  such  producers.  From  the  time  the  Pittsburgh  Plus  practice 
was  adopted  by  the  steel  industry  to  the  present  time,  Pittsburgh  Plus 
prices  disappeared  whenever  substantial  price  competition  occurred  in 
the  Chicago  district;  prices  of  steel  producers  in  such  cases  were  made 
f.o.b.  their  respective  producing  mills.  When  the  Pittsburgh  Plus  prices 
were  resumed,  price  competition  had  ceased. 

u)  When  price  competition  forced  the  steel  producers  to  charge  f.o.b. 
mill  base  prices,  there  was  no  system  of  terraced  prices  from  the  mill. 
All  customers  from  the  same  mill  got  the  same  f.o.b.  mill  price,  and 
they  paid  the  actual  freight  on  their  steel  from  the  mill  to  their  plants. 
Respondents'  Pittsburgh  prices  are  f.o.b.  the  mill  and  they  are  the  same 
f.o.b.  the  mill  to  all  customers. 

v)  Under  the  Pittsburgh  Plus  system,  the  steel  producers  sell  their 
products  at  delivered  prices  and  contract  for  the  sale  of  and  invoice 
said  products  at  delivered  prices.  The  customers  do  not  know  how 
much  they  are  paying  for  steel  and  how  much  for  freight.  There  can  be 
no  free  competition  among  the  buyers  of  steel  until  they  know  how 
much  they  and  their  competitors  are  charged  for  steel  at  the  mill  door. 
Under  the  Pittsburgh  Plus  system,  they  only  know  how  much  the 
delivered  price  is,  but  do  not  know  what  part  of  that  delivered  price  is 
steel  and  what  part  is  freight.  Under  the  practice  of  quoting  and  selling 
f.o.b.  the  mill,  all  customers  of  the  mill  know  what  their  competitors  are 
paying  for  steel  at  the  mill  and  they  would  not  permit  discriminations 
such  as  exist  under  the  Pittsburgh  Plus  system.  Thus  have  the 
economists  testified,  and  thus  has  steel  history  worked  out  as  clearly 
shown  by  other  evidence  in  the  record.  Each  time  respondents'  mills 
have  charged  f.o.b.  mill  prices  to  their  customers,  those  prices  from 
each  mill  were  the  same  to  all  the  customers  of  each  such  mill. 

w)  The  economists  have  explained  the  principle  of  indifference  which 
must  operate  when  there  is  free  competition.  The  principle  of  indiffer- 
ence so  acts  that  the  seller  is  perfectly  indifferent  to  what  buyer  he  sells 
his  steel  at  a  given  price.   Under  the  Pittsburgh  Plus  system  the  seller 
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is  not  indifferent  to  what  buyer  he  sells  his  steel.  The  principle  of  in- 
difference is  not  operating;  there  cannot,  therefore,  be  free  competition. 
The  seller  is  not  willing  to  sell  to  all  who  apply  for  his  steel  at  a  given 
price.  He  demands  to  know  to  what  city  the  buyer  expects  to  send 
his  steel  before  he  will  name  his  price.  This  price  varies  according  to 
the  buyer's  destination.  The  Chicago  mill  will  not  sell  its  steel  f.o.b. 
the  mill  to  a  Chicago  customer  at  the  same  price  it  sells  that  steel  to  a 
St.  Louis  customer.  It  names  a  price  to  the  St.  Louis  customer  which 
nets  it  less  than  the  price  it  names  to  the  Chicago  customer  who  is 
located  at  its  very  door.  Under  the  mill  base  system,  the  Chicago  and 
St.  Louis  customers  get  exactly  the  same  price,  f.o.b.  Chicago.  Under 
the  Pittsburgh  Plus  system,  the  St.  Louis  customer  gets  a  price  f.o.b. 
Pittsburgh  plus  imaginary  freight  to  St.  Louis,  and  the  Chicago  cus- 
tomer gets  the  same  Pittsburgh  price  plus  imaginary  freight  to  Chicago. 
In  neither  case  does  the  buyer  know  how  much  is  charged  for  steel  and 
how  much  for  actual  freight.  The  buyers  are  not  allowed  to  deal  in 
steel  at  the  mill  door.  The  discriminations  among  them  are  concealed. 
Under  the  mill  base  system  such  discriminations  are  immediately  dis- 
closed, and  the  buyers  would  not  tolerate  them  and  hence  they  could 
not  exist.  Such  is  the  testimony  of  the  economists  and  such  is  steel 
history  as  conclusively  shown  by  other  evidence  in  the  case.  In  all  in- 
stances where  respondents  charge  mill  base  prices,  those  prices  are 
uniform  to  customers  of  the  same  mill. 

x)  There  is  no  free  operation  of  the  law  of  supply  and  demand  under 
the  Pittsburgh  Plus  system.  Under  the  Pittsburgh  Plus  system,  the 
natural  territory  of  the  Chicago  district  mills  is  a  small  restricted 
territory  which  includes  the  city  of  Chicago  and  portions  of  a  few 
Middle  West  and  Rocky  Mountain  states,  as  shown  on  Commission's 
Exhibit  6893.  The  consumption  of  steel  in  this  natural  distributing 
territory,  except  in  Chicago,  is  small.  In  this  territory,  the  Chicago  mills 
receive  their  highest  net  return  under  the  Pittsburgh  Plus  system.  They 
allow  Pittsburgh  and  other  eastern  mills  to  share  this  territory  with 
them,  even  though  they  produce  much  more  than  is  necessary  to  supply 
the  demand  in  it.  They  are  consequently  forced  to,  and  they  do,  either 
curtail  their  production  or  "dump"  their  surplus  material  in  territory 
where  they  do  not  get  this  highest  net  return.  Respondent,  Illinois 
Steel  Company,  dumps  its  surplus,  amounting  to  approximately  50%  of 
its  entire  production  of  the  said  products  in  the  terraced  territory  where 
it  receives  the  terraced  prices.  This  dumping  is  analogous  to  dumping 
into  foreign  countries  by  domestic  concerns  for  the  purpose  of  getting 
rid  of  a  surplus  at  lower  prices  and  thus  keeping  up  the  domestic  prices. 
Thus  the  Chicago  mills  get  rid  of  their  surpluses  at  lower  prices  and 
thereby  keep  up  their  prices  to  their  Chicago  customers.  When  "dump- 
ing" occurs,  it  indicates  there  is  a  surplus.  Other  Chicago  mills  and 
other  mills  outside  of  Pittsburgh  dump  to  a  very  large  extent.  Respond- 
ents' Chicago  mills  also  dump  a  vast  tonnage  into  foreign  countries 
where  as  the  evidence  shows  they  generally  receive  substantially  lower 
prices  than  in  the  United  States.   Such  is  the  situation  under  the  Pitts- 
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burgh  Plus  system.  Indeed,  as  all  the  economists  testified,  it  is  apparent 
that  the  Pittsburgh  Plus  system  could  continue  even  though  Pittsburgh 
producers  ceased  to  produce  steel.  All  the  mills  outside  of  Pittsburgh 
could  continue  dumping  their  surpluses  (in  the  absence  of  price  com- 
petition) as  they  are  doing  today,  and  thus  hold  up  their  Pittsburgh 
Plus  prices  at  Chicago  and  everywhere  else.  The  amount  of  dumping  to 
be  done  by  the  mills  outside  of  Pittsburgh  and  the  amount  of  curtail- 
ment of  operation  depend,  of  course,  on  the  price  of  steel;  the  higher 
the  price,  the  more  dumping  and  the  less  curtailment,  and  vice  versa, 
as  the  record  shows.  The  Pittsburgh  Plus  system  causes  a  greater 
tonnage  of  steel  products  to  be  shipped  by  eastern  mills  into  the  West 
than  by  western  mills  into  the  East  because  of  the  fact  that  the 
market  of  the  Pittsburgh  mills  is  the  entire  country,  including  the  West, 
while  the  western  mills  cannot  go  into  the  East  without  taking  lower 
and  lower  prices  the  farther  east  they  go. 

y)  By  contrasting  this  situation  to  that  which  exists  under  a  mill 
base  system,  where  price  competition  prevails,  we  will  perhaps  illustrate 
best  the  difference  between  a  restraint  of  price  competition  under  the 
Pittsburgh  Plus  system  and  free  price  competition  under  a  mill  base 
system. 

z)  Under  free  competition,  the  Chicago  mills  would  not  share  this 
high  net  return  territory  with  the  Pittsburgh  and  other  eastern  mills. 
They  would  keep  this  territory  for  themselves.  As  soon  as  they  produced 
more  than  enough  steel  to  satisfy  the  demands  of  that  territory,  they 
would  lower  their  price  to  all  their  customers  in  order  to  keep  distant 
mills  out,  and  the  more  they  lowered  their  price  the  more  would  they 
expand  their  territory.  When  they  had  lowered  their  price  to  the  same 
level  as  the  price  of  their  competitors  they  would  push  their  competitors 
to  a  line  halfway  between  their  plants  and  their  competitors'  plants. 
(See  Commission's  Exhibit  6893,  which  shows  the  vastly  increased  terri- 
tory of  the  Chicago  mills  with  the  complete  elimination  of  Pittsburgh 
Plus.)  As  their  cost  of  production  became  lower  than  that  of  their 
competitors,  they  would  naturally  extend  their  territory  beyond  the 
halfway  line  and  eventually,  if  their  costs  were  sufficiently  low,  they 
would  wipe  their  competitors  off  the  map.  All  of  their  prices  would  be 
f.o.b.  the  mill  and  their  prices  would  be  the  same,  f.o.b.  the  mill,  to  all 
customers. 

z-t)  Now  to  go  back  to  the  Pittsburgh  Plus  system:  Instead  of 
cutting  their  prices  to  shut  their  competitors  out  of  their  choicest  Chi- 
cago territory,  respondents  allow  their  eastern  competitors  to  share  that 
territory,  and  they  in  turn  dump  their  surpluses  from  their  Chicago 
mills  into  their  competitors'  territory.  They  could  not  afford  to  do  this 
unless  they  knew  exactly  what  they  were  going  to  get  for  their  steel 
in  their  competitors'  territory,  for  they  would  not  be  able  to  determine 
whether  the  high  prices  in  their  Chicago  territory  and  the  lower  prices 
in  their  competitors'  territory  would  net  them  as  much  or  more  than  if 
they  sold  all  their  steel  f.o.b.  the  mill,  and  kept  their  competitors  out 
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of  their  territory.  Under  the  Pittsburgh  Plus  system  they  are  advised 
just  what  prices  they  will  get  in  their  competitors'  territory  because  of 
the  fact  that  their  competitors  all  sell  at  the  same  Pittsburgh  price  plus 
the  imaginary  freight  from  Pittsburgh  to  destination.  The  moment, 
however,  that  their  competitors  do  not  carry  out  their  part  of  the 
system  by  maintaining  these  Pittsburgh  Plus  prices,  then  the  Chicago 
producers  can  no  longer  afford  to  share  their  choicest  territory  with 
their  eastern  competitors  and  at  the  same  time  to  take  cut  prices  for 
their  surpluses  dumped  into  their  competitors'  territory.  Therefore, 
when  their  eastern  competitors  do  not  maintain  prices  in  the  eastern 
territory,  or  in  other  words,  when  there  is  price  competition,  the  Chi- 
cago mills  protect  themselves  by  putting  on  a  mill  base  price  at  Chicago 
which  is  lower  than  the  Pittsburgh  Plus  price,  and  thus  effectively  push 
their  competitors  out  of  their  best  territory.  Thus  have  the  economists 
testified,  and  thus  has  steel  history  borne  them  out  as  is  clearly  shown 
by  other  evidence  in  the  case.  In  192 1  an  eastern  competitor  of  the 
Chicago  mills  in  the  sale  of  plates,  bars,  and  shapes  started  price  com- 
petition. The  western  mills,  as  a  result,  put  on  Chicago  base  prices,  and 
Chicago  base  prices  still  remain  on  those  products.  That  competitor, 
however,  did  not  manufacture  sheets  nor  tin  plate  nor  wire  nor  wire 
products,  and  price  competition  was  not  started  on  those  articles  and 
the  Chicago  base  was  not  put  on  those  products  by  the  respondents  nor 
their  competitors,  and  the  Pittsburgh  Plus  system  still  prevails  in  the 
Chicago  district  as  well  as  everywhere  else  on  those  products.  The 
Pittsburgh  Plus  sysem  still  prevails  on  plates,  bars,  and  shapes  outside 
of  the  Chicago  district,  except  to  a  limited  extent  in  the  Birmingham 
district,  as  will  hereafter  be  developed. 

z-2 )  The  Chicago  mills  produce  much  more  than  their  territory  under 
the  Pittsburgh  Plus  system  demands.  There  is  no  shortage  in  the  Chi- 
cago territory  which  warrants  Pittsburgh  Plus  prices  in  that  section, 
nor  are  such  Pittsburgh  Plus  prices  determined  by  the  free  operation  of 
the  law  of  supply  and  demand. 

As  a  result  of  its  findings  the  Federal  Trade  Commission 
reached  the  conclusion  that  the  United  States  Steel  Corporation 
and  specified  subsidiaries  were  using  unfair  methods  of  competi- 
tion and  practicing  discrimination  between  different  purchasers. 
Consequently  it  issued  the  following  order,  Commissioner  Gas- 
kill  dissenting. 

It  is  now  ordered,  That  respondent,  United  States  Steel  Corporation 
— through  its  respondent  subsidiaries,  American  Bridge  Company, 
American  Sheet  &  Tin  Plate  Company,  Carnegie  Steel  Company,  Ameri- 
can Steel  &  Wire  Company,  Illinois  Steel  Company,  Minnesota  Steel 
Company,  and  Tennessee  Coal,  Iron  &  Railroad  Company  and  said 
respondent  subsidiaries,  and  each  and  all  of  said  respondents,  their 
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officers,  directors,  agents,   representatives,   and  employees,   cease  and 
desist — 

1.  From  quoting  for  sale  or  selling  in  the  course  of  interstate  com- 
merce their  rolled  steel  products  known  as  plates,  bars,  structural 
shapes,  sheets,  tin  plate,  wire  and  wire  products  at  Pittsburgh  Plus 
prices.  (By  quoting  for  sale  or  selling  at  Pittsburgh  Plus  prices  is  meant 
respondents'  systematic  practice  of  quoting  and  selling  said  products 
manufactured  at  and  shipped  from  points  outside  of  Pittsburgh  at  their 
f.o.b.  Pittsburgh  prices  plus  amounts  equivalent  to  what  the  railroad 
freight  charges  on  such  products  would  be  from  Pittsburgh  to  each 
different  destination  if  such  products  were  actually  shipped  from  Pitts- 
burgh.) 

2.  From  quoting  for  sale  or  selling  in  the  course  of  interstate  com- 
merce their  said  rolled  steel  products  upon  any  other  basing  point  than 
that  where  the  products  are  manufactured  or  from  which  they  are 
shipped. 

3.  From  selling  or  contracting  for  the  sale  of  or  invoicing  such  steel 
products  in  the  course  of  interstate  commerce  without  clearly  and 
distinctly  indicating  in  such  sales,  or  upon  such  contracts  or  invoices, 
how  much  is  charged  for  such  steel  products  f.o.b.  the  producing  or 
shipping  point,  and  how  much  is  charged  for  the  actual  transportation 
of  said  products,  if  any,  from  such  producing  or  shipping  point  to 
destination. 

4.  From  discriminating  in  the  course  of  interstate  commerce,  either 
directly  or  indirectly,  in  price  between  different  purchasers  of  their 
rolled  steel  products  known  as  plates,  bars,  structural  shapes,  sheets,  tin 
plate,  wire  and  wire  products  sold  for  use,  consumption  or  resale  within 
the  United  States  or  any  Territory  thereof  or  the  District  of  Columbia 
or  any  insular  possession  or  other  place  under  the  jurisdiction  of  the 
United  States,  where  the  effect  of  such  discrimination  may  be  to  sub- 
stantially lessen  competition  in  any  line  of  interstate  commerce,  in- 
cluding competition  among  the  steel  producers,  or  steel  users,  or  both; 
provided,  however,  that  nothing  herein  contained  shall  prevent  discrimi- 
nation in  price  between  purchasers  of  said  products  on  account  of 
differences  in  the  grade,  quality  or  quantity  of  the  commodity  sold,  or 
that  makes  only  due  allowance  for  difference  in  the  cost  of  selling  or 
transportation,  or  discrimination  in  price  in  the  same  or  different  com- 
munities made  in  good  faith  to  meet  competition.  The  use  by  respond- 
ents in  the  course  of  such  interstate  commerce  of  the  system  of  Pitts- 
burgh Plus  prices  for  their  said  steel  products,  manufactured  at  and 
shipped  from  points  outside  of  Pittsburgh — which  prices  are  their  f.o.b. 
Pittsburgh  prices  plus  amounts  equivalent  to  what  the  railroad  freight 
charges  on  such  products  would  be  from  Pittsburgh  to  each  different 
destination  if  such  products  were  actually  shipped  from  Pittsburgh — 
shall  be  deemed  to  constitute  a  violation  of  this  order.  The  use  by 
respondents  in  the  course  of  such  interstate  commerce  of  any  system 
similar  to  that  of  the  Pittsburgh  Plus  system  shall  likewise  be  deemed 
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to  constitute  a  violation  of  this  order.  The  practice  by  respondents  of 
selling  or  contracting  for  the  sale  of  said  products  in  the  course  of 
interstate  commerce  upon  any  other  basing  point  than  that  where  the 
products  are  manufactured  or  from  which  they  are  shipped,  shall  be 
deemed  to  constitute  a  violation  of  this  order. 

On  September  16,  1924,  the  Federal  Trade  Commission  made 
the  following  announcement1  regarding  the  decision  of  the  United 
States  Steel  Corporation  to  conform  to  the  Commission's  order: 

1.  Respondents,  without  admitting  the  validity  of  said  order  or  the 
jurisdiction  of  the  Commission  to  make  the  same,  have  determined  to 
conform  thereto,  and  will  hereafter  conform  thereto,  in  the  sale  of  their 
various  products,  in  so  far  as  it  is  practicable  to  do  so. 

2.  Respondents  have  abandoned  the  Pittsburgh  Plus  system,  as  de- 
fined in  said  order,  throughout  their  various  organizations  and  will  not 
hereafter  make  use  of  the  same. 

3.  Respondents  will  not  quote  for  sale  or  sell  their  rolled  steel  prod- 
ucts upon  any  other  basing  point  than  that  where  the  products  are 
manufactured  or  from  which  they  are  shipped. 

4.  Sales  from  manufacturing  plants,  fabricating  plants,  and  ware- 
houses will  be  made  f.o.b.  plant  or  warehouse,  or  at  delivered  prices,  as 
occasion  may  offer.  In  all  cases  of  sales  at  delivered  prices  the  contract 
of  sale  or  the  invoice  will  clearly  and  distinctly  indicate  how  much  is 
charged  for  the  steel  products  sold  f.o.b.  the  producing  or  shipping 
point,  and  how  much  is  charged  for  the  actual  transportation  of  such 
products,  if  any,  from  such  producing  or  shipping  point  to  destination. 

5.  All  f.o.b.  selling  prices,  whether  at  the  mills,  warehouses  or  fabri- 
cating plants,  and  all  delivered  prices,  will  be  nondiscriminatory  within 
the  meaning  of  the  second  section  of  the  Clayton  Act,  but  will  be  sub- 
ject to  the  variations  permitted  by  said  Act. 


2.  New  England  Milk  Producers'  Association 

prices 

Early  in  1922  farmers  and  dairymen  in  the  New  England  states 
became  dissatisfied  with  the  prices  that  they  were  receiving  from 
milk  distributors  in  the  Boston  district.  The  New  England  Milk 
Producers'  Association  consequently  began  to  make  tentative 
plans  for  marketing  the  milk  of  its  members  in  order  to  obtain 
higher  prices.  At  that  time  the  New  England  Milk  Producers' 
Association,  wThich  had  been  incorporated  in  191 7  under  the 
laws   of   Massachusetts,   had   a   membership   of   approximately 

1  The  Commercial  and  Financial  Chronicle,  September  20,  1924,  pp.   I340'i34i. 
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20,000  and  controlled  about  75%  of  the  milk  production  in  New 
England.  The  association  did  not  itself  handle  any  milk  but 
negotiated  with  distributing  organizations  to  determine  the  prices 
which  should  be  paid  to  producers.  The  expenses  of  the  asso- 
ciation were  met  by  the  deduction,  through  the  distribution 
agencies,  of  Yz  of  1%  from  the  producers'  pay  checks. 

The  production  of  milk  was  much  greater  in  the  spring  and 
early  summer  than  in  the  winter  and  autumn.  This  seasonal 
irregularity  in  production  was  partly  but  not  entirely  offset  by 
a  corresponding  increase  in  consumption.  The  production  of 
southern  New  England  in  general  varied  as  the  demand  varied, 
but  northern  New  England  flooded  the  market  each  summer. 

There  ordinarily  was  a  surplus  of  milk  in  New  England  vary- 
ing, it  was  stated,  from  10%  in  November  to  50%  or  60%  in 
June.  The  existence  of  this  surplus  complicated  the  problem 
of  marketing  and  pricing  the  milk.  Under  the  arrangements  in 
effect  in  1922,  the  distributors  took  the  total  production  of  the 
members  of  the  New  England  Milk  Producers'  Association  and 
manufactured  the  surplus  into  by-products  such  as  butter, 
cheese,  skim  milk,  buttermilk,  condensed  milk,  evaporated  milk, 
ice  cream,  and  casein.  Milk  converted  into  such  products 
brought  a  smaller  return  than  milk  sold  in  fluid  form.  There 
consequently  was  a  question  whether  producers  should  be  paid 
one  price  for  that  portion  of  the  milk  which  was  used  in  the 
production  of  by-products  and  another  price  for  the  milk  which 
the  distributors  sold  in  fluid  form,  or  whether  the  producers 
should  receive  a  single  price  for  all  milk  of  the  same  grade. 

The  price  systems  used  at  various  times  in  the  Boston  terri- 
tory were  described  as  follows:1 

The  two-price  system  of  payment  for  market  milk  in  the  Boston  milk- 
shed  seems  to  date,  with  interruptions,  at  least  as  far  back  as  1891. 
From  1 89 1  to  1901,  inclusive,  the  large  dealers  reported  to  their  former 
patrons  the  total  amount  of  milk  which  each  sold  as  fluid  milk  as  dis- 
tinguished from  surplus  milk.  A  "milk  price"  was  paid  for  what  was 
admitted  to  be  sold  as  fluid  milk,  and  "butter  value"  was  paid  for  the 
surplus  as  reported.  .  .  .  The  producers'  organization  caused  this  sys- 
tem to  be  abolished  in  1902,  evidently  on  account  of  a  lack  of  faith  in 
the  accuracy  of  the  reports  of  the  dealers  as  to  what  was  sold  as  fluid 
milk  and  what  went  to  surplus. 

The  new  price  system  introduced  in  1902  gave  a  single  price  for  all 

1  U.  S.  Department  of  Agriculture,  The  New  England  Dairy  Market,  a  Prelimi- 
nary Report,  July,  192$,  pp.  36-40. 
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milk  irrespective  of  the  proportion  of  surplus.  A  theoretical  fluid  milk 
price  was  continued,  but,  to  allow  for  surplus,  all  milk  was  sold  at  one 
standard  discount  from  this  figure,  no  matter  how  much  or  how  little 
went  as  surplus.  .  .  .  Each  farmer,  thereafter,  during  the  operation  of 
this  agreement,  received  the  standard  milk  price  less  2  cents  per  can  and 
less  the  discount  due  to  the  distance  of  his  "zone"  from  Boston,  for  the 
standard  price  was  an  f.o.b.  Boston  price.1 

In  the  early  part  of  191 7  no  uniform  price  basis  existed.  Each  dealer 
had  his  own  system  which  he  varied  at  will  to  suit  competitive  condi- 
tions. As  a  result,  different  prices  were  paid  by  different  dealers  in  the 
same  zone.  There  seems  to  have  been  no  use  of  the  two-price  system 
to  allow  for  surplus  at  that  time. 

The  N.  E.  M.  P.  A.,  as  at  present  organized,  made  its  first  attempt  to 
negotiate  prices  in  the  early  summer  of  191 7.  The  association  asked  for 
an  increase  in  price  effective  July  1,  191 7,  along  with  a  revision  of  the 
price  system.  Advance  in  price  and  revision  in  the  price  system  were 
secured  effective  August  1.  The  revised  price  system  established  a 
buying  system  with  a  price  f.o.b.  Boston  with  uniform  freight  allow- 
ances based  on  freight  tariffs,  uniform  buying  on  weight  and  test,  a 
standard  test  and  standard  payments  for  variations  up  and  down  from 
this  test. 

The  United  States  Food  Administration  appointed  the  Federal  Milk 
Commission  for  New  England  on  December  3,  191 7.  This  commis- 
sion took  over  the  jurisdiction  over  milk  prices  formerly  claimed  by  the 
Food  Administrator  of  the  Massachusetts  Committee  of  Public  Safety. 

The  commission  announced  the  adoption,  beginning  May  1,  191 8,  of 
the  two-price  system  of  milk  for  Boston  to  care  for  the  surplus  problem. 
This  price  system  was  ordered  after  the  New  England  Milk  Producers' 
Association  and  the  large  dealers  had  assented  to  the  general  plan.  .  .  . 
Instead,  however,  of  a  surplus  price  based  upon  market  quotations  for 
butter,  and  so  forth,  the  commission  ruled  in  favor  of  a  surplus  price 
based  upon  the  price  for  "whole  milk"  minus  the  loss  shown  to  have 
been  made  by  the  dealer  on  "surplus  milk"  as  ascertained  by  the  com- 
mission through  the  administrator  from  his  examination  of  the  special 
new  system  of  accounts  required  and  known  as  the  "Record."  This 
surplus  scheme  .  .  .  based  the  price  on  a  definite  bookkeeping  system. 
No  matter  into  what  product  the  dealer  made  his  surplus,  the  burden 
was  borne  by  the  milk  producer.  The  dealer  only  handled  the  surplus 
at  cost. 

The  "whole  milk"  price  carried  with  it  deduction  for  less-than-carload 
rates  from  the  zone  in  question  and  can  and  country  charges  and  adjust- 

1  The  milk-producing  area  which  supplied  Boston  and  other  large  New  England 
cities  was  divided  into  zones  according  to  the  distance  from  Boston,  and  deductions 
for  freight  charges  were  based  on  those  zones. 
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ments  for  a  greater  or  less  butter-fat  content  than  3.5%.  Surplus  milk 
price  carried  none  of  these  adjustments  except  that  for  butter-fat  con- 
tent and  country  station  and  can  charges. 

The  commission  took  into  consideration  the  cost  of  production  of 
milk  in  fixing  the  "whole  milk"  price.  It  also  evidently  took  into  con- 
sideration the  question  of  what  price  would  bring  to  market  sufficient 
quantity  to  meet  the  needs  of  the  consumers. 

The  Federal  Milk  Commission  for  New  England  continued  to  fix 
prices  for  "whole  milk"  until  its  dissolution  in  April,  19 19.  During  its 
administration  its  milk  administrator  examined  statements  based  upon 
the  "Record"  of  each  dealer  and  from  these  determined  what  propor- 
tion of  the  handlings  of  each  dealer  should  be  classed  as  "whole  milk" 
and  what  as  "surplus,"  what  price  the  surplus  should  carry,  and  from 
these  data  combined  and  the  adjustments  for  cream  content  and  coun- 
try charges,  what  composite  price  each  dealer  should  pay,  monthly,  for 
all  his  milk  in  each  zone.  Since  the  dissolution  of  the  commission  in 
191 9,  the  former  administrator  has  continued,  by  the  consent  of  each 
of  the  parties  at  interest,  to  act  unofficially  as  milk  administrator  per- 
forming the  same  functions  as  formerly. 

The  standard  butter-fat  content  for  milk  was  changed  from  3.5% 
to  3.7%  in  April,  1920,  on  the  ground  that  milk  of  lower  test  was  not 
certain  to  have  the  percentage  of  solids  required  by  law.  .  .  . 

During  the  years  1920  and  192 1  the  actual  price  of  surplus,  as  it  was 
worked  out  under  the  old  plan,  failed  in  many  instances  to  return  to 
the  farmers  the  butter-fat  value  in  their  milk.  Butter  is  admitted  to 
have  at  least  a  "churn  gain"  of  approximately  16^3%  over  the  actual 
butter  fat.  When  allowances  are  made  for  this  and  for  a  5-cent  cost  of 
making  the  butter,  it  was  found  that  in  many  cases  the  farmers  were 
not  getting  a  butter  value  for  their  surplus  milk  containing  valuable 
skim  milk  as  well  as  the  butter  fat. 

In  January,  1922,  the  New  England  Milk  Producers'  Association  de- 
manded that  all  dealers  should  guarantee  a  minimum  of  butter-fat  value 
for  all  surplus  milk  purchased.  .  .  . 

Under  these  arrangements,  the  proportion  between  fluid  milk 
and  surplus  for  any  one  month  was  the  same  for  all  producers 
supplying  any  one  distributor  regardless  of  zones;  that  is,  any 
one  distributor  paid  the  same  price  per  hundredweight  to  all 
producers  in  the  same  zone  who  had  milk  with  the  same  per- 
centage of  butter  fat,  and  paid  producers  in  other  zones  with  the 
same  percentage  of  butter  fat  a  price  which  differed  only  by  the 
amount  of  the  freight  differential.  Prices  were  not  pooled  between 
distributors,  and  hence  neighboring  producers  who  supplied  dif- 
ferent distributors  might  receive  different  prices.    Although  the 
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surplus  proportion  in  any  one  month  differed  among  the  various 
distributors,  over  a  period  of  a  year  prices  received  by  producers 
selling  to  different  distributors  showed  little  variation. 

Milk  did  not  lend  itself  readily  to  grading  methods.  The  but- 
ter-fat requirement  was  the  principal  basis  of  grading,  although 
some  distributors  made  bacteriological  tests  and  graded  on  the 
basis  of  their  inspection  of  conditions  under  which  the  milk  was 
produced.  In  New  England,  dairying  was  usually  incidental  to 
general  farming.  Milk  was  produced  by  small  farmers,  with 
herds  varying  from  2  to  100  cows.  Milk  sold  in  Boston  was 
produced  by  about  30,000  farmers,  and  distribution  was  chiefly 
in  the  hands  of  5  or  6  large  firms.  Of  the  milk  supplied  to  the 
Boston  market  in  192 1  it  was  stated  that  16%  came  from  Maine, 
15%  from  New  Hampshire,  56%  from  Vermont  and  northern 
New  York,  10%  from  Massachusetts,  and  3%  from  Connecticut. 

Milk  producers  in  New  England  states  were  at  a  disadvantage 
over  such  typically  dairying  states  as  Wisconsin,  because  the 
New  England  states  produced  comparatively  little  grain.  It 
obviously  was  cheaper  to  ship  cheese  and  butter  to  New  England 
than  to  ship  grain  to  feed  New  England  cows.  The  market  for 
surplus  milk  products  manufactured  by  distributors  supplying 
the  New  England  cities  was  largely  in  New  England,  yet  these 
products  constituted  but  a  small  proportion  of  such  products  con- 
sumed in  New  England;  almost  90%  of  Boston's  butter  supply, 
for  instance,  ordinarily  came  from  points  outside  New  England. 

There  was  some  question  as  to  how  elastic  the  demand  for 
fluid  milk  was.1    It  was  asserted,  on  the  one  hand,  that  a  lower- 

1  The  following  statement  concerning  the  elasticity  of  consumer  demand  for  milk 
appeared  in  the  report  of  the  Department  of  Agriculture  cited  above: 

"The  leaders  in  this  system  (a  chain  store  organization)  believe  that  the  whole 
demand  for  milk  is  elastic,  that  more  milk  is  bought  when  prices  are  low.  They 
know  positively  that  they  can  sell  more  through  the  stores  when  the  store  price  is 
low.  There  is  some  question  as  to  how  much  such  increased  sale  is  due  to  taking 
customers  from  competitors,  thereby  making  others  bear  their  surplus  problem. 
The  leaders  in  this  combination  are  satisfied  that,  aside  from  such  expansion  of  sales 
to  customers  of  competitors,  their  lower  price  will  stimulate  an  actual  increase  in 
milk  consumption. 

"The  managers  of  the  chain-store  system  have  found  that  a  price  3  cents  below 
the  regular  level  for  delivered  milk  induces  a  steady  number  of  customers  to  pay 
cash  for  their  milk  and  carry  it  home.  Two  cents  is  not  enough  inducement  to  the 
average  housewife,  and  trade  falls  off  when  the  difference  falls  that  low.  Four 
cents  difference  causes  an  abnormal  increase  of  business.  This  three-cent  differen- 
tial perhaps  requires  a  little  modification,  for  these  stores  also  advertise  a  superior 
quality  of  milk.  Its  bacterial  count  is  comparable  to  the  best  milk  on  the  market 
and  its  butter-fat  content  is  at  least  4%." 
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ing  of  prices  to  consumers  would  result  in  a  considerably  larger 
consumption  of  milk.  Some  dealers,  on  the  other  hand,  stated 
that  it  had  been  their  experience  that  the  consumption  of  milk 
did  not  increase  noticeably  when  the  price  was  lowered,  and  that 
although  consumption  decreased  at  first  when  the  price  was 
raised,  it  gradually  worked  back  to  its  previous  volume  after  the 
higher  price  had  been  in  effect  for  a  short  time.  It  was  stated 
that  weather  conditions  were  likely  to  have  more  effect  on  the 
consumption  of  milk  than  prices.  Among  the  by-products,  ice 
cream  apparently  showed  the  greatest  seasonal  variation.  The 
demand  for  condensed  and  evaporated  milk  apparently  was 
greater  in  winter  than  in  summer.  The  competition  of  condensed 
and  evaporated  milk  affected  the  market  for  fluid  milk.  The 
prices  of  fluid  milk  evidently  could  not  rise  far  above  the  prices 
of  such  substitutes  without  making  this  competition  more  serious, 
especially  since  several  manufacturers  of  condensed  and  evap- 
orated milk  had  been  conducting  educational  campaigns  through 
national  advertising  to  spread  the  idea  that  their  products  could 
replace  satisfactorily  fluid  milk  for  everyday  use  and  were  no 
longer  to  be  regarded  primarily  as  emergency  foods. 

There  obviously  was  a  substantial  saving  in  freight  where  sur- 
plus milk  could  be  manufactured  into  by-products  near  the 
source  of  production  rather  than  near  the  point  of  distribution. 
For  that  reason,  most  of  the  distributors  had  located  their  plants 
at  points  some  distance  outside  Boston.  In  1922  several  mem- 
bers of  the  New  England  Milk  Produced  Association  asserted, 
however,  that  there  was  still  waste  in  handling  surplus  milk  be- 
cause some  plants  were  located  at  or  near  Boston.  It  also  was 
stated  that  there  was  duplication  of  receiving  stations,  not  so  much 
by  the  various  distributors  supplying  Boston  proper  as  by  dealers 
supplying  cities  other  than  Boston.  A  further  argument  for  local 
manufacturing  plants  was  that  farmers  found  it  desirable  to 
retain  such  by-products  as  skim  milk  for  feeding  calves,  pigs, 
and  chickens. 

The  retail  prices  per  quart  of  market  milk  in  Boston  from  191 1 
to  January,  1922,  had  been  as  given  in  Exhibit  1,  page  643. 

Producers'  prices  f.o.b.  Boston  from  May,  1918,  through  192 1 
are  shown  in  Exhibit  2,  page  644.  The  fluid  price  and  the  sur- 
plus price  were  combined  to  make  the  composite  price,  according 
to  the  percentage  of  surplus  in  each  month.    In  months  when  the 
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Exhibit  i 
Retail  Pricks  of  Market  Milk,  Boston,  1911-1921 


Month 


i.mu.iry  . 
ebruary 

April 

May 

June 

July 

Augusl 
September 
October.  . 
November . 
December. . 


ion     1Q12    1913   1914 


IQIS 


iqi6 


9 

9 

9 

9 

9 

9 

9 

9 

9 

10 

10 

IO 


1917 


10 

10. 

10. 

II 

II 

1 i 

12 

13 

13 

14 

14 

14 


IQl8 


14- 

14- 

14- 

14. 

14. 

14 

T4  -5 

IS 

IS 

15-75 


1919 


16. s 
r6.S 

16. 5 

IS- S 

15-5 

iS-5 

15 

15-5 

16 

16.25 

17 

17 


1920 


17 

17 

17 

17 

16.  2 

16.2 

17 

17   S 

18.2 

18.2 

18.2 

18.2 


1921 


17-25 

16.  5 

15   75 

15-5 

15-25 

15 

IS 

IS-5-I6 

I5S-I6 

I5-IS-5 

15 

14-5 


1922 


13   5 


fluid  price  and  the  composite  price  were  the  same,  the  surplus 
agreement  was  temporarily  not  in  operation. 

In  1922,  in  addition  to  the  New  England  Milk  Producers7 
Association,  which  was  purely  a  bargaining  organization  han- 
dling no  milk  on  its  own  account,  there  were  several  other  co- 
operative milk  producers'  associations  in  New  England.  In 
Vermont,  for  instance,  there  were  numerous  cooperative  cream- 
eries, financed  by  stock  subscriptions  of  farmers,  and,  for  the 
most  part,  owning  their  own  plants.  A  movement  was  under 
way  early  in  1922  to  federate  all  these  cooperative  creameries. 
The  Turner  Center  System  was  a  cooperative  organization  of  40 
creameries  and  milk-selling  stations  in  Maine.  It  had  been 
started  as  a  private  venture  and  later  taken  over  by  the  milk 
producers,  financing  having  been  effected  by  the  deduction  of 
5%  from  the  checks  mailed  to  the  producers.  The  membership 
was  confined  to  a  relatively  small  area.  Its  products  were  sold 
under  the  Turner  Center  name  in  the  metropolitan  market.  A 
milk-condensing  business,  built  up  during  the  war  near  Plymouth, 
New  Hampshire,  also  had  become  a  cooperative  undertaking  when 
the  owners  sold  their  holdings  to  a  farmers'  organization. 

On  February  16,  1922,  the  executive  committee  of  the  New 
England  Milk  Producers'  Association  named  a  committee  to 
prepare  plans  for  a  cooperative  pooling  corporation,  with  $5,- 
000,000  capita],  to  handle  the  entire  New  England  milk  supply. 
Tentative  plans  contemplated  that  the  association  should  take 
over,  either  by  purchase  or  lease,  the  shipping  stations  of  the 
large  contractors  and  distributors  and  also  the  plants  which  then 
were  operated  for  the  conversion  of  surplus,  and  send  to  the 
distributors  only  the  milk  which  they  could  use  for  distribution 
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in  fluid  form.1  It  was  planned  that  this  new  pooling  corporation 
should  replace  entirely  the  New  England  Milk  Producers'  Asso- 
ciation. The  new  venture  was  to  depend  wholly  upon  milk  pro- 
ducers for  its  financing.  The  tentative  plan  was  to  divide  the 
stock  holdings  among  farmers  according  to  the  quantity  of  milk 
that  each  produced,  but  to  adhere  to  the  "one-man  one-vote" 
principle  that  had  proved  successful  in  other  cooperative  asso- 
ciations. The  intention  was  for  the  new  association  to  buy,  if 
necessary,  but  preferably  to  lease  manufacturing  plants  from  the 
distributors.  The  new  association,  it  was  planned,  also  should 
take  over  and  pay  for  all  receiving  stations,  later  selling  or  rent- 
ing those  that  were  found  unnecessary. 

The  promoters  of  this  pooling  plan  believed  that  large  savings 
would  come  from  this  organization's  ability  to  store  butter, 
cheese,  and  other  products  manufactured  from  surplus  milk,  thus 
reaping  the  benefit  from  a  rise  in  the  market.  Some  members 
thought  that  eventually  enough  saving  might  be  realized  on  the 
surplus  milk  to  make  it  possible  to  offer  the  distributors  a  lower 
price,  which  they  might  be  expected  to  pass  on  to  consumers. 
Producers  argued  that  under  the  existing  plan  the  distributors 
had  no  incentive  to  push  aggressively  the  sale  of  manufactured 
milk  products,  since  they  derived  no  profit. 

It  was  pointed  out  that  the  recent  Capper-Volstead  Act  in 
effect  permitted  farmers'  organizations  to  proceed  without  fear 
of  government  action  under  the  Sherman  Act,  and  that  conse- 
quently such  organizations  were  free  to  exercise  control  which 
the  distributors  could  not  exercise  without  rendering  them- 
selves liable  to  prosecution  for  conspiracy  in  restraint  of  trade. 

Several  producers  also  asserted  that  eventually  there  would 
come  another  large  saving  to  the  public.  They  believed  that  with 
all  New  England  milk  pooled  into  one  general  source  of  supply 
there  would  be  a  strong  tendency  for  distributors  to  pool  their 
delivery,2  so  that  one  dealer  would  make  all  the  deliveries  in  a 

1  This  plan  was  similar  to  that  put  into  effect  by  the  Dairymen's  League  Coop- 
erative Association,  Inc.,  with  headquarters  at  Utica,  New  York,  which  in  Feb- 
ruary, 1922,  had  a  membership  of  64,500  farmers.  Early  in  that  year  about  50% 
of  the  milk  controlled  by  the  league  was  being  sold  as  fluid.  In  its  own  plants  the 
league  manufactured  the  milk  that  could  not  be  sold  as  fluid,  and  to  the  manu- 
factured products  the  league's  own  trade-mark  was  applied.  In  1925  the  league 
discontinued  the  greater  part  of  its  manufacturing  activities. 

2  See  Retail  Milk  Trade,  page  6. 
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section  instead  of  each  dealer  delivering  to  a  few  customers  on 
each  street  and  in  each  apartment  house.  The  saving  to  dealers 
by  the  concentration  of  delivery  service  then  would  result  in  a 
further  reduction  in  retail  prices. 

Several  distributors,  on  the  other  hand,  were  not  pleased  at 
the  prospect  of  having  all  New  England  milk  pooled  by  the 
association.  They  asserted  that  it  was  necessary  for  them  to 
maintain  their  freedom  of  bargaining  with  individual  producers 
in  order  that  they  might  secure  special  grades  of  milk  to  meet 
the  requirements  of  the  special  classes  of  trade  to  which  they 
catered. 

The  proposed  pooling  corporation  was  not  formed,  and  the 
New  England  Milk  Producers'  Association  continued  to  function 
as  a  price  bargaining,  rather  than  as  a  marketing,  organization. 
The  two-price  system,  with  certain  modifications,  was  retained. 
The  price  system  in  effect  in  1925  was  described  as  follows  in  the 
Department  of  Agriculture's  report  entitled,  The  New  England 
Dairy  Market: 

The  present  New  England  Milk  Producers'  Association  price  system 
for  the  Boston  market  includes  one  price  for  fluid  milk  sold  as  such  and 
another  price  for  all  other  milk  which  is  known  as  surplus  milk.  These 
prices  are  supposed  to  apply  to  all  milk  of  the  association  sold  in  greater 
Boston.  They  do  not,  as  a  rule,  apply  to  the  milk  of  N.  E.  M.  P.  A. 
members  sold  through  the  Vermont  cooperatives,  and  to  many  of  the 
smaller  proprietary  concerns.  The  prices  obtained  by  these  members 
are  approximately  the  same  as  the  N.  E.  M.  P.  A.  price  but  are  not  ar- 
ranged by  the  association  and  frequently  they  are  not  computed  on  the 
same  basis.  The  N.  E.  M.  P.  A.  prices  apply  to  milk  bought  in  the 
country  by  the  large  Boston  dealers  and  shipped  through  their  own 
country  stations  or  otherwise  collected  direct  from  the  farmers.  In  fact, 
these  prices  apply  to  the  milk  of  all  who  ship  by  these  channels  whether 
or  not  they  are  association  members.  N.  E.  M.  P.  A.  prices  for  the 
smaller  cities  apply  to  farmers  in  these  markets  in  a  similar  manner. 

Fluid  milk  price.  The  fluid  milk  price  is  settled  by  a  monthly  con- 
ference between  the  price  committee  of  the  association  and  the  repre- 
sentatives of  the  leading  Boston  dealers.  Sometimes  the  price  is  estab- 
lished for  several  months  in  advance.  Sometimes  the  price  is  set  and 
later  changed,  for  the  association  had  laid  down  the  principle,  since 
1922,  that  it  cannot  charge  the  dealers  a  higher  price  than  what  other 
milk  is  sold  for  at  wholesale  for  the  Boston  market  and,  consequently, 
at  times  it  had  revised  announced  prices  before  they  are  actually  paid. 

The  association's  sales  committee  either  decides  or  accepts  what  price 
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hall  be  paid  for  the  fluid  milk  purchased  by  the  large  dealers — and  this 
1  three-quarters  of  Boston's  supply.  This  price  applies  to  all  milk 
stated  by  either  dealer,  under  oath  to  the  milk  administrator  to  be  sold 
as  iluid  milk,  plus  a  2%  additional  amount  of  milk  to  cover  a  necessary 
operating  margin  and  wastage.  The  price  is  f.o.b.  Boston  railway  ter- 
minals. ...  It  is  subject  to  the  following  adjustments  (January, 
1924): 

1.  Freight  cost  based  upon  less-than-carload  rates  for  each  zone  is 
deducted,  the  dealers  gaining  the  advantage  of  carload  rates  on 
about  one-half  of  their  milk. 

2.  An  arbitrary  charge  of  one-half  cent  a  quart  is  deducted  in  all 

cases  as  a  "station  charge"  whether  or  not  the  milk  goes  through 
a  milk  station.  .  .  . 

3.  An  adjustment  is  made  for  the  use  of  cans — 

a)  In  all  cases  where  the  dealer  supplies  the  cans  for  complete 
shipment  from  farm  to  city  a  deduction  of  3.75  cents  a  hun- 
dredweight is  made. 

b)  When  the  farmer  supplies  the  cans  from  his  farm  to  the  ship- 
ping station  he  is  allowed  0.75  cents  a  hundredweight  off  this 
deduction.  ... 

4.  An  adjustment  is  made  for  any  variation  from  3.7%  in  the  fat 
content  in  the  milk.  This  adjustment  is  now  made  on  the  average 
of  the  "creamery  extra"  butter  quotation  of  the  Boston  Chamber 
of  Commerce  for  the  month  in  question. 

Surplus  milk  price.  All  milk  purchased  by  milk  dealers  and  not  sold 
by  them  as  "fluid  milk"  is  known  as  "manufactured"  milk  or  "surplus" 
milk.  This  milk  is  sold  at  a  different  price  from  that  of  fluid  milk. 
The  surplus  milk  price  is  now  based  upon  a  definite  formula. 

The  formula  for  the  surplus  milk  price  calls  for  the  payment  of  the 
average  weekly  "creamery  extra"  Chamber  of  Commerce  butter  quota- 
tion for  the  month  for  the  butter  fat  plus  a  "churn  gain"  of  id2/z %, 
less  5  cents  a  pound  for  manufacturing  costs,  plus  3^  cents  a  pound 
premium,  plus  15  cents  a  hundredweight  for  the  skim  milk  portion  of 
the  surplus  milk.  (This  formula  is  changed  from  time  to  time.  The 
above  was  in  force  in  January,  1924.) 

The  administration  of  this  surplus  plan  and  its  application  to  the 
actual  prices  of  each  Boston  dealer  is  under  the  supervision  of  an  un- 
official milk  administrator.  The  surplus  system  is  now  somewhat  sim- 
pler than  in  the  days  of  the  Milk  Commission.  .  .  .  The  dealers  still 
keep  their  books  in  such  shape  as  to  show  how  much  milk  actually  goes 
into  fluid  sales.  A  report  is  made  under  oath  to  the  administrator  who 
employs  an  accountant  to  check  the  accuracy  of  the  returns.  The  ad- 
ministrator also  determines  the  surplus  price  on  the  accepted  formula. 
After  estimating  the  surplus  price  and  the  proportion  of  surplus  in  the 
milk  purchased  by  each  dealer,  he  calculates  the  composite  price  for 
each  dealer  for  each  zone.     These  prices  are  then  issued  in  circular 
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form.    The  expenses  of  the  administrator  are  borne  by  the  dealers  and 
the  milk  producers. 

The  result  is  a  different  set  of  prices  for  each  dealer  even  in  the  same 
zones.  These  differences  depend  upon  the  proportion  of  fluid  and  sur- 
plus milk  in  each  dealer's  operations.  Practically  all  of  the  patrons  of 
each  dealer  are  all  pooled  together  in  the  burden  of  bearing  the  disad- 
vantage of  surplus  no  matter  whether  they  sell  an  even  production  of 
milk  throughout  the  year  or  produce  unevenly. 

Cream  plan.  The  foregoing  price  system  is  supplemented  by  what  is 
known  as  the  "cream  plan,"  which  sets  aside  certain  sections  less  acces- 
sible to  the  market  as  "cream  territory."  From  this  territory  fluid  milk 
shipments  are  not  accepted  unless  at  times  when  the  milk  supply  is 
short.  Under  ordinary  conditions  farmers  in  such  territory  sell  the 
cream  only  and  keep  the  skim  milk  on  the  farms. 

The  price  received  by  cream  patrons  is  computed  in  accordance  with 
a  formula  which  includes  certain  adjustments.  In  effect  the  result  is 
completely  to  pool  the  cream  patrons'  price  with  the  prices  received  by 
the  fluid  milk  patrons  of  the  same  companies,  with  the  three  following 
provisions :  All  cream  patrons  are  paid  as  though  they  were  in  the  tenth 
railway  zone  from  Boston,  the  amount  of  their  milk  is  estimated  from 
the  cream  sold  on  the  assumption  that  it  was  all  3.7%  test.  In  calcu- 
lating the  price  to  the  cream  patrons  an  arbitrary  value  placed  on  the 
skim  retained  at  home  is  subtracted  from  the  final  sum. 


3.  Radio  Instrument  Company 
price  POLICY1 

The  Radio  Instrument  Company  was  organized  in  1025  to 
manufacture  and  market  a  recently  patented  device,  known  as 
a  "weightmeter."  The  weightmeter  was  an  electrical  instrument 
so  designed  as  to  indicate  the  variations  in  weight  or  moisture 
content  of  moving  sheets  of  materials  during  the  process  of  manu- 
facture. Some  materials  that  could  be  so  measured  were  sheet 
rubber,  tire  fabric  coated  with  rubber,  shoe  lining,  paper,  cellu- 
loid, roofing,  and  sheet  metals.  Weighing  of  sheet  material  in 
the  process  of  manufacture  ordinarily  was  done  by  mechanical 
methods,  but  such  mechanical  measurements  frequently  were 
crude  and  inexact. 

As  research  and  experimentation  with  the  weightmeter  pro- 
gressed, it  became  evident  that  the  device  could  effect  a  consider- 
able saving  in  manufacture  and  could  help  in  standardizing  the 

1  See  also  Carton  Machinery  Company,  page  251. 
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quality  of  products  in  the  rubber,  paper,  textile,  and  other  in- 
dustries. The  value  of  the  weightmeter  to  users  would  vary 
widely  according  to  use.  This  fact  complicated  the  company's 
problem  of  pricing  and  marketing  its  product. 

In  its  operation,  the  weightmeter  depended  upon  the  working 
principles  of  a  radio  receiving  set.  The  inventor  had  noted  when 
operating  a  radio  set  that  a  sheet  of  paper  or  other  material 
placed  between  the  condenser  plates  caused  a  change  in  the 
tuning  of  the  set,  and  furthermore,  that  the  variation  in  the  tuning 
increased  as  the  quantity  of  the  material  inserted  was  increased. 
Realizing  that  this  phenomenon  might  be  utilized  in  industry  as 
a  means  of  checking  weights  of  materials,  he  developed  a  machine 
whereby  a  sheet  of  moving  material  whose  weight  was  to  be 
checked  could  be  passed  between  the  condenser  plates  of  a  radio 
hook-up.  The  machine  did  not  record  the  weight  of  the  material 
in  pounds  or  other  units  as  it  passed  between  the  plates  of  the 
condenser  but  showed  variations  from  a  standard  for  which  the 
machine  was  set  at  the  time.  In  other  words,  the  machine  worked 
upon  the  principle  of  matching  standard  samples. 

A  needle,  called  the  indicator,  which  could  move  from  left 
to  right  over  a  calibrated  scale,  was  connected  to  an  electrical 
circuit  containing  the  condenser  plates  between  which  the  moving 
sheet  of  material  passed.  The  indicator  corresponded  to  the  loud 
speaker  in  a  radio  receiving  set.  The  standard  sample  placed 
between  the  condenser  plates  determined  the  natural  radio  fre- 
quency of  the  circuit,  and  thus  its  degree  of  response  to  an 
impressed  radio  frequency.  A  dial  connected  with  a  compensating 
condenser  in  the  same  circuit  could  be  tuned  so  that  the  indicator 
would  point  to  zero  on  the  calibrated  scale.  When  the  indicator 
pointed  to  zero,  the  reading  of  the  dial  furnished  a  permanent 
record  for  the  setting  of  the  machine  to  the  control  point  for 
material  in  process  which  was  to  match  the  sample.  A  variation 
in  weight  of  the  material  passing  between  the  condenser  plates 
thereafter  would  cause  the  indicator  to  vary  to  the  right  or 
left  from  the  zero  mark  on  the  calibrated  scale.  The  amount  of 
variation  as  shown  on  the  scale  would  permit  determination  of 
the  variation  in  weight  from  the  standard  sample. 

To  describe  the  operation  of  the  machine,  its  use  in  a  rubber 
factory  is  given.  The  weightmeter  was  attached  to  a  rubber 
calender  so  that  the  sheet  of  rubber  stock  passing  through  the 
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calender  moved  between  the  condenser  plates  of  the  weightmeter, 
which  was  set  according  to  the  sample  of  material  to  be  matched.1 
The  operator  could  adjust  the  calender  rolls  when  the  indicator 
showed  that  the  weight  of  the  material  was  running  either  above 
or  below  the  standard.  The  indicator  responded  to  very  slight 
variations  in  the  weight  of  the  substances.  For  example,  by  the 
use  of  the  weightmeter,  inner  tube  stock  for  automobile  tires 
could  be  kept  at  less  than  i%  of  variation  from  the  desired 
weight,  and  tire  fabric  could  be  kept  at  about  i%. 

The  device  first  had  been  experimented  with  in  a  paper  mill 
as  a  means  of  checking  the  weight  of  a  moving  sheet  of  paper 
in  the  process  of  manufacture.  By  the  end  of  1926,  it  had  been 
found  that  the  device  could  be  used,  not  only  in  controlling  the 
weight  of  the  paper,  but  also  in  controlling  the  moisture  content 
of  the  paper  as  it  came  from  the  calender.  A  paper  machine, 
therefore,  could  use  two  weightmeters :  one  to  detect  changes  in 
weight,  and  one  to  detect  changes  in  moisture  content.  It  was 
important  that  the  moisture  content  of  paper  be  kept  as  nearly 
constant  as  possible.  This  was  true,  in  the  first  place,  because 
paper  manufacturing  companies  sold  paper  by  weight,  and,  in 
the  second  place,  because  variation  from  the  desired  moisture 
content,  especially  in  newsprint,  caused  difficulty,  waste,  and  an- 
noyance when  the  paper  was  run  through  printing  presses.  News- 
print that  was  too  dry,  for  instance,  had  a  tendency  to  become 
charged  with  static  electricity,  which  prevented  smooth  running 
through  printing  presses.  A  paper  mill  which  could  furnish  news- 
print with  a  standard  moisture  content  had  a  valuable  selling 
point.  The  existing  methods  of  controlling  moisture  content  of 
paper  were  crude  and  subject  to  error.  The  weightmeter,  however, 
indicated  slight  variations  in  the  moisture  content.  An  operator, 
by  changing  the  steam  in  the  drying  rolls  in  accordance  with  the 
readings  of  the  weightmeter,  could  hold  the  moisture  content  of 
the  paper  to  a  desired  standard. 

As  the  experimentation  progressed,  it  became  clear  that  even- 
tually there  would  be  developed  automatic  control  devices  to  be 

1 A  typical  rubber  calender  consisted  of  a  large  frame  which  supported  three 
hollow,  steam-heated  rollers  placed  in  a  vertical  plane  one  above  the  other.  Between 
the  rollers  a  strip  of  fabric  was  run  and  into  this  fabric,  as  it  passed  between  the 
rollers,  rubber  compound  was  pressed.  The  rollers  could  be  adjusted  so  as  to 
increase  or  decrease  the  distance  between  them,  and  this  distance  determined  the 
thickness  of  the  finished  product. 
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used  in  connection  with  the  weightmeter  to  control  the  weight  and 
quality  of  goods  in  process.  When  the  weightmeter  was  used  with 
only  an  indicator,  it  was  necessary  for  an  operator  to  watch  the 
indicator  for  variations  in  weight  of  material  in  process  and 
then  to  adjust  the  processing  machines  to  correct  the  errors.  It 
was  anticipated  that  attachments  would  be  perfected  by  which 
the  proper  adjustments  could  be  made  automatically,  without  the 
assistance  of  operators.  Considerable  work  already  had  been 
carried  on  in  the  development  of  an  automatic  control  attachment 
for  calenders  used  in  rubber  manufacture;  moreover,  automatic 
devices  had  been  developed  and  tested  at  an  affiliated  mill  for 
use  on  paper  machines  to  control  the  weight  of  paper  run.  It  was 
expected  that  an  automatic  control  attachment  for  the  steam 
drying  apparatus  on  a  paper  machine  also  would  be  developed. 
By  the  end  of  1926,  the  company  had  developed  a  recorder  which, 
when  attached  to  the  weightmeter,  plotted  a  graph  of  the  varia- 
tions in  weight  of  material. 

The  Radio  Instrument  Company  planned  to  choose  a  repre- 
sentative firm  in  each  of  eight  industries  in  which  the  weightmeter 
might  be  used  to  cooperate  in  experimenting  with  the  instrument 
under  actual  operating  conditions.  Thereby  the  company  hoped 
to  determine  the  savings  which  the  instruments  would  effect  in  the 
manufacture  of  different  products  in  each  industry.  By  the  be- 
ginning of  1927,  such  experiments  had  been  conducted  in  the 
plants  of  a  rubber  and  a  paper  company. 

The  research  engineers  of  the  Radio  Instrument  Company 
stated  that  the  probable  savings  from  use  of  the  weightmeters 
were  both  tangible  and  intangible.  The  savings  which  could  be 
measured  partially  by  experiments  and  on  the  basis  of  cost 
accounting  records  were,  first,  those  that  would  result  from  re- 
duction in  amount  of  raw  material  used,  since  with  accurate 
measuring  overweight  of  articles  would  be  eliminated,  and,  sec- 
ond, those  that  would  result  from  increased  production  per  ma- 
chine-hour and  per  man-hour.  Intangible  savings  would  result 
from  increased  customer  confidence  and  good-will  and  from  ex- 
pected changes  in  process  which  would  allow  reductions  in  the 
number  of  operatives. 

Through  the  cooperation  of  the  rubber  company,  the  Radio 
Instrument  Company  experimented  with  its  machine  in  the  vari- 
ous processes  of  manufacturing  rubber  tires  and  other  rubber 
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products,  such  as  boots  and  shoes.  As  a  result  of  this  experimen- 
tation the  research  engineers  of  the  Radio  Instrument  Company 
estimated  that  the  use  of  the  weightmeter  in  tire  manufacture 
would  result  in  savings  varying  from  $100,000  a  year  for  an 
unusually  large  calender  to  $10,000  a  year  for  each  of  certain 
small  calenders  often  used  in  rubber  factories.  On  a  relatively 
few  calenders  in  rubber  factories  the  engineers  estimated  that  a 
saving  of  $30,000  a  year  per  calender  might  be  brought  about. 
The  use  of  the  weightmeter  on  machines  for  manufacturing  rub- 
ber products  other  than  tires  brought  savings  which  were  sub- 
stantial, according  to  the  Radio  Instrument  Company's  research 
men,  though  not  often  so  large  as  those  for  tire  fabrication.  The 
research  engineers  reported  that  the  rubber  company  which  was 
cooperating  in  the  experiments  probably  could  make  effective  use 
of  20  weightmeters.  The  engineers  estimated  further  that  if  the 
10  largest  rubber  manufacturers  in  the  United  States  made  full 
use  of  the  weightmeter  in  their  factories,  1,000  weightmeters 
would  be  required.  According  to  the  engineers,  savings  amounting 
to  millions  of  dollars  would  result  from  such  use  of  the  ma- 
chines. 

The  manufacture  of  inner  tubes  for  automobile  tires  afforded 
an  example  of  the  savings  expected  to  result  from  the  use  of  the 
weightmeter.  Inner  tubes  were  sold  to  dealers  as  being  of  cer- 
tain weights,  but  actually  the  tubes  ordinarily  varied  above  or 
below  those  weights.  A  tire  manufacturer  had  to  keep  the  varia- 
tions below  the  standard  weights  within  certain  limits  in  order  to 
satisfy  distributors  and  consumers.  It  was  generally  conceded 
by  manufacturers  of  inner  tubes  that,  inasmuch  as  there  had  been 
no  effective  means  of  measuring  variations  during  the  manufac- 
turing process,  there  had  been  a  tendency  to  make  the  tubes  over- 
weight in  order  to  avoid  any  possibility  of  their  being  below  the 
allowable  minimum  of  variation  from  standard.  If  the  weight- 
meter were  used,  however,  variations  in  weight  could  be  kept 
within  very  narrow  limits.  Thus,  the  manufacturers  could  save 
in  raw  material. 

In  cooperation  with  the  affiliated  paper  company  the  Radio 
Instrument  Company  had  experimented  for  nearly  a  year  with 
the  weightmeter  and  had  succeeded  in  developing  a  device  for 
automatically  controlling  weight  of  paper  in  process  on  a  sulphite 
bond  and  sulphite  "linen"  paper  making  machine.  The  estimated 
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saving  through  control  of  the  weight  of  paper  was  less  than  the 
saving  from  control  of  weight  in  the  rubber  industry,  both  be- 
cause the  raw  materials  entering  into  paper  were  less  valuable 
than  rubber  and  because  the  manual  control  already  developed  in 
paper  manufacture  was  better  than  that  in  rubber  manufacture. 
The  Radio  Instrument  Company's  engineers  estimated  that  the 
saving  from  the  use  on  a  sulphite  bond  and  linen  paper  machine 
of  the  weightmeter,  in  connection  with  the  automatic  devices, 
would  be  about  $5,000  a  year.  The  paper  mill  superintendent, 
however,  maintained  that  perhaps  the  same  results  in  the  control 
of  the  weight  of  paper  could  be  obtained  by  employing  an  opera- 
tive whose  sole  duty  was  to  control  the  weight  of  the  paper  as  it 
was  run  through  the  machine.  Such  an  operative,  he  stated,  would 
be  paid  not  more  than  $1,500  a  year.  The  engineers  of  the  Radio 
Instrument  Company,  however,  who  were  well  versed  in  the 
problems  of  paper  manufacture,  asserted  that  the  precise  control 
of  weight  that  they  had  demonstrated  could  not  be  attained  except 
through  the  use  of  a  precision  instrument  such  as  the  weight- 
meter,  and  pointed  out  the  fact  that  although  such  control  had 
long  been  desired,  it  had  never  been  achieved  theretofore. 

In  the  paper  industry,  the  savings  for  each  machine  from 
control  of  the  weight  of  the  paper  would  vary  substantially  with 
the  quality  and  the  quantity  of  the  paper  passing  through  the 
machine.  The  engineers  of  the  Radio  Instrument  Company,  how- 
ever, roughly  estimated  that  the  average  savings  would  be  ap- 
proximately $5,000  a  year  for  each  machine  equipped  with  a 
weightmeter  and  with  automatic  controls  attached  thereto. 

Control  of  moisture  content  was  as  important  in  the  paper  in- 
dustry as  control  of  weight.  One  large  manufacturer  of  newsprint 
had  experimented  unsuccessfully  for  several  years  trying  to  de- 
velop an  hygrometer  which  could  be  used  to  control  the  moisture 
content  of  paper.  Engineers  and  executives  of  this  company 
estimated  that  ability  to  hold  the  moisture  content  constant  would 
be  worth  $100,000  a  year  for  each  large  modern  newsprint  ma- 
chine of  the  company.  One  manufacturer  of  newsprint  had  six 
newsprint  machines;  most  other  paper  companies  had  a  smaller 
number.  Newsprint  machines  were  of  enormous  capacity.  Sav- 
ings to  be  realized  through  control  of  moisture  content  for  other 
types  of  paper  were  not  so  large  reckoned  by  machines.   Never 


654  PROBLEMS  IN  MARKETING 

theless,  the  average  potential  saving  for  each  such  machine  was 
estimated  to  amount  to  thousands  of  dollars  a  year. 

The  Radio  Instrument  Company  recognized  that  the  estimates 
of  its  research  engineers  might  be  subject  to  skepticism  and  disa- 
greement on  the  part  of  the  engineers  and  executives  of  the  manu- 
facturing companies  which  were  potential  users  of  its  machine. 

The  Radio  Instrument  Company  was  a  subsidiary  of  a  paper 
manufacturing  company.  The  executives  of  the  subsidiary  com- 
pany had  had  no  experience  in  the  manufacture  and  marketing  of 
precision  instruments,  and  the  company  did  not  have  factory 
facilities  for  the  manufacture  of  such  instruments.  The  first  in- 
struments with  which  the  company  experimented  under  operating 
conditions  were  assembled  for  the  company  by  a  manufacturer 
of  electrical  apparatus.  Certain  of  the  castings  were  made  accord- 
ing to  drawings  and  specifications  provided  by  the  Radio  Instru- 
ment Company,  but  the  rest  of  the  device  consisted  mostly  of 
standard  radio  and  electrical  parts.  Officials  of  the  Radio  Instru- 
ment Company  estimated  that  the  instruments  could  be  manu- 
factured by  the  present  maker  on  order  in  lots  of  ioo  or  more 
at  a  price  of  from  $600  to  $700  apiece,  billed  to  the  Radio  Instru- 
ment Company.  While  some  savings  in  manufacturing  costs 
might  be  expected  from  increasing  the  volume  of  output  of  the 
machines,  such  savings  would  not  be  large.  Moreover,  the  maxi- 
mum number  of  machines  which  might  be  sold  would  be  relatively 
small,  so  that  saving  by  quantity  production  was  not  a  considera- 
tion in  the  manufacture  and  marketing  of  the  device. 

The  basic  principles  of  the  invention  were  fully  covered  by 
patents  not  yet  litigated,  but  apparently  remarkably  strong,  and 
the  company  employed  an  able  patent  attorney  and  an  engineer 
who  was  an  expert  in  patent  procedure  to  keep  the  new  develop- 
ments covered  by  patent  applications. 

The  company's  instrument  had  no  direct  competition.  Other 
mechanical  weighing  devices  had  been  on  the  market  for  several 
years  available  for  similar  service  in  particularly  suitable  fields, 
but  they  were  said  to  be  complicated  and  delicate,  lacking  in 
precision  even  when  new,  and  likely  to  go  out  of  adjustment. 
These  competing  machines  were  sold  outright  for  $1,500  each, 
but  only  a  few  had  been  sold  and  some  of  these  stood  idle. 

Executives  of  the  Radio  Instrument  Company  at  first  had 
planned  to  sell  the  weightmeters  outright  to  users.  They  had  dis- 
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carded  this  plan,  however,  their  reasons  being  that  the  number 
of  the  instruments  needed  in  industry  was  limited;  that  new  and 
important  applications  of  the  device  constantly  were  appearing; 
that  a  price  commensurate  with  the  value  of  the  instrument  to 
an  industrial  firm  might  be  so  high  that  the  firm  would  not  pur- 
chase; and  that  the  instrument  did  not  have  the  same  value  to 
different  industries  nor  for  different  products  in  the  same  industry. 

The  executives  also  had  contemplated  leasing  the  instrument 
at  a  fixed  rental.  They  had  rejected  this  plan,  however,  because  if 
a  uniform  rental  per  machine  were  to  be  asked  that  rental  would 
have  to  be  based  on  the  instrument's  value  to  manufacturers  find- 
ing it  least  useful  rather  than  on  its  value  to  those  firms  where 
it  effected  the  largest  savings. 

It  also  had  been  suggested  that  the  company  should  sell  the 
machines  on  a  royalty  basis  with  a  uniform  initial  charge  suffi- 
cient to  cover  the  cost  of  manufacturing  and  installing  the  instru- 
ments and  a  royalty  charge  for  each  unit  of  product  manufactured, 
the  royalty  charge  to  vary  for  different  products  in  accordance 
with  the  value  of  the  machine  in  their  manufacture.  In  talking 
with  officials  of  rubber  companies,  however,  executives  of  the 
Radio  Instrument  Company  learned  that  some,  at  least,  of  the 
rubber  companies  would  object  strongly  to  a  royalty  basis  be- 
cause they  did  not  wish  to  release  production  figures.  Manufac- 
turing processes  differed  between  companies,  furthermore,  so 
that  it  was  difficult  to  apply  a  uniform  royalty  to  similar  products 
of  different  companies. 

The  Radio  Instrument  Company  also  had  considered  placing 
the  instruments  with  companies  at  a  uniform  initial  charge  plus 
an  annual  charge  equal  to  one-tenth  the  savings  resulting  from 
the  use  of  the  machines.  The  company,  however,  had  encountered 
difficult  cost  accounting  problems  in  an  experimental  attempt 
which  it  had  made  to  determine  definitely  the  savings  resulting 
from  the  use  of  the  instruments  in  the  plant  of  the  cooperating 
rubber  company.  It  also  would  be  difficult  to  arrive  at  agree- 
ments with  users  as  to  the  savings  effected.  Processes  in  manu- 
facturing constantly  were  changing,  and  the  use  of  the  instru- 
ment might  cause  further  cost-reducing  changes,  the  savings  from 
which  could  not  be  attributed  entirely  to  the  weightmeter. 

The  president  of  one  rubber  manufacturing  company  whom  the 
executives  of  the  Radio  Instrument  Company  approached  was 
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of  the  opinion  that  the  Radio  Instrument  Company  should  not 
base  the  price  of  its  machine  upon  probable  savings  to  users.  This 
executive  held  that  the  weightmeter  was  merely  a  precision  in- 
strument to  indicate  variation  from  standard  and  that  any  saving 
that  was  effected  would  depend  upon  the  use  made  of  the  informa- 
tion supplied  by  the  weightmeter  in  controlling  operating  proc- 
esses. He  stated  that  if  the  Radio  Instrument  Company  developed 
automatic  devices  which  of  themselves  would  control  manufac- 
turing processes,  then  the  company  could  expect  to  share  in  the 
saving  effected. 

In  January,  1927,  it  appeared  advisable  to  executives  of  the 
Radio  Instrument  Company  to  get  into  operation  as  many  as 
possible  of  the  machines  with  merely  the  indicator  instrument 
and  without  the  recording  graph  or  automatic  control  devices. 
The  executives  were  confident  that  a  company  had  only  to  use  the 
indicating  machine  to  realize  its  value.  They  proposed  to  make 
an  installation  charge  large  enough  to  cover  the  costs  of  manu- 
facture and  installation  and  in  addition  to  charge  a  fixed  annual 
rental.  The  fixed  annual  rental  probably  would  not  be  the  same 
for  different  industries,  but  would  vary  roughly  in  accordance 
with  the  value  of  the  weightmeter  in  the  industries.  Whether 
there  should  be  variation  in  the  rental  charge  between  installa- 
tions in  the  same  industry  was  undecided.  It  was  proposed  to  put 
into  the  contract  with  lessees  a  provision  that  no  recording  devices 
or  automatic  controls  were  to  be  used  in  connection  with  the 
weightmeter  except  with  the  cooperation  and  express  approval 
of  the  Radio  Instrument  Company.  The  company  expected  to 
make  additional  charges  for  the  use  of  recording  and  control  de- 
vices in  connection  with  the  precision  instrument.  Such  charges, 
it  was  anticipated,  would  be  varied  in  accordance  with  the  value 
of  the  devices  to  users,  so  that  the  Radio  Instrument  Company 
would  benefit  in  proportion  to  the  economies  effected.  The  in- 
ventor of  the  instrument  already  had  worked  out  an  auto- 
matically controllable  rubber  calender  feed,  and  one  had  been 
built,  but  not  yet  tried  out,  as  of  January  1,  1927. 

The  company  planned  to  have  an  adequate  repair  service 
department  and  to  provide  expert  repair  service  to  users  at  cost. 

What  policy  should  the  Radio  Instrument  Company  have 
adopted  in  pricing  its  devices? 
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4.  Genessee  Company 
diamond  prices 

Net  sales  of  the  Genessee  Company  declined  from  $761,496 
in  1920  to  $486,660  in  192 1.  This  firm  was  known  principally  as 
a  wholesale  diamond  house,  but  it  also  sold  Hamilton,  Howard, 
Illinois,  Elgin,  and  Waltham  watches  and  carried  on  a  general 
wholesale  business  in  gold  and  gold-filled  cases,  gold  and  plated 
jewelry,  chains,  and  rings.  The  company's  annual  inventories 
and  its  monthly  purchases  and  sales  in  1920  and  192 1  were  as 
shown  in  Exhibit  1,  on  pages  658  and  659. 

In  replying  to  a  letter  from  a  customer  in  February,  1922, 
regarding  the  general  trend  of  diamond  prices  from  191 6  through 
192 1,  the  president  of  the  Genessee  Company  wrote  as  follows: 

Gentlemen: 

Responding  to  yours  of  the  24th,  you  have  asked  us  a  question  which 
would  be  worth  a  good  deal  of  money  to  us  if  we  could  answer  it  down 
to  date.  From  January,  191 6,  to  the  peak  of  war  prices  there  was  an 
advance  of  roughly  150%  in  price.  Since  the  peak,  diamonds  have 
been  worth  what  they  will  bring.  We  have  had  quotations  on  poorer 
grades  of  stones  weighing  y2  carat  and  under  amounting  to  between 
40%  and  50%  of  the  cost  of  the  same  merchandise  in  February,  1920. 
A  quotation  this  morning  on  54 -carat  sizes  in  top  grades  is  $210  a  carat 
as  against  a  cost  to  us  in  October,  1919,  of  $265.  This  may  or  may  not 
be  indicative  of  the  general  price  level,  as  tomorrow  some  one  may  come 
in  who  needs  ready  cash  and  duplicate  the  lot  at  $170  a  carat. 

The  general  tendency  is  for  a  stiffening  in  prices,  however,  as  irregu- 
lar supplies  of  merchandise  are  becoming  exhausted.  Eventually  the 
price  to  us  will  return  to  a  base  set  by  the  Syndicate  at  London.  We 
are  assured  that,  with  the  exception  of  3/5-carat,  and  under,  the  next 
lot  marketed  by  it  will  be  at  the  price  of  the  last  lot  delivered.  Its 
vaults  have  been  closed  for  upwards  of  two  years. 

A  prevalent  view  of  the  diamond  market  was  expressed  in  the 
following  editorial  which  was  published  in  the  Jewelers1  Circular, 
March  29,  1922. 

Financial  writers  and  other  authorities  outside  the  industry  who  have 
been  analyzing  the  conditions  of  the  diamond  trade  for  the  past  year 
or  more  have  been  surprised  at  the  strength  of  the  market  in  face  of  so 
many  adverse  conditions,  economic  and  political.  To  those  not  familiar 
with  the  full  situation,  it  has  seemed  most  remarkable  that  the  diamond 
business  of  the  world  did  not  fall  to  pieces  in  view  of  the  general  condi- 
tions. In  other  lines  of  industry  the  factors  which  determined  the  price 
of  commodities  have  tended  to  produce  a  decline  in  value  and  with  the 
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readjustment  of  their  markets  put  them  on  a  new  basis  far  below  the 
levels  existing  during  the  war  or  directly  thereafter.  With  diamonds  no 
such  conditions  have  existed. 

That  diamonds  (generally  considered  one  of  the  greatest  luxuries) 
should  not  have  become  a  drug  on  the  market  in  view  of  the  straitened 
conditions  of  most  countries  of  the  world,  was  something  that  the  super- 
ficial investigator  could  not  understand,  particularly  as  in  addition  to 
the  general  world  economic  conditions,  large  amounts  of  merchandise 
were  thrown  on  the  market  by  the  Russian  Government  as  well  as  by 
firms  in  other  countries  which  were  forced  to  realize  on  their  assets 
under  pressure  of  their  creditors.  But  strange  as  it  may  seem  to  the 
outsider,  the  diamond  trade  has  weathered  the  crisis  to  an  extent  that 
no  other  industry  has  been  able  to  do  and  instead  of  growing  weaker, 
the  position  of  the  diamond  market  is  now  growing  stronger  every  day. 

Those  who  have  truly  investigated  the  situation  learned  there  was  a 
big  factor  in  the  diamond  situation  that  did  not  exist  in  other  indus- 
tries; namely,  the  conservative  and  intelligent  control  of  the  raw  ma- 
terial at  its  source,  the  production  of  the  bulk  of  the  larger  stones  being 
controlled  by  the  DeBeers  interests,  and  the  marketing  of  the  rough  of 
the  world  almost  generally  controlled  by  the  Diamond  Syndicate  of 
London,  which  made  no  attempt  to  force  diamonds  upon  the  cutter 
either  by  price  concessions  or  otherwise. 

When  the  crisis  came  and  had  to  be  weathered,  the  drop  in  demand 
by  the  buying  public  of  the  world  was  compensated  for  by  a  drop  in 
supply — practically  by  the  cessation  of  the  supply  of  raw  material,  a 
condition  that  existed  in  no  other  industry.  This  has  given  an  oppor- 
tunity to  have  the  cut  goods  on  the  world's  market  gradually  absorbed 
by  the  moderate  yet  steady  demand  that  exists  even  in  the  poorest  of 
times.  As  this  stock  has  been  gradually  taken  up  by  the  public,  the 
market  for  diamonds  continues  to  grow  stronger  because  there  is  no 
weakening  at  the  source  of  supply. 

True,  the  prices  in  some  cases  have  been  affected  by  those  of  "dis- 
tressed" goods  thrown  on  the  market  as  a  result  of  a  few  failures,  this 
being  apparent  more  particularly  in  the  small  stones  which  also  were 
affected  by  inferior  rough  from  the  Congo  not  under  the  Syndicate's 
control.  But  this  situation  was  met  by  a  readjustment  of  the  prices  of 
small  rough  by  the  Syndicate  which  has  helped  to  set  a  real  market 
price  for  Melee  throughout  the  world.  As  a  general  proposition,  how- 
ever, it  may  be  stated  that  the  consumption  of  diamonds  is  gradually 
eating  up  the  stocks  on  hand  and  the  new  goods  that  are  coming  and 
will  come  in  the  market  are  being  sold  at  prices  that  are  determined  by 
the  cost  of  rough  from  the  Syndicate  plus  the  cost  of  labor;  and  the 
Syndicate  (with  the  exception  of  the  rough  for  very  small  stones)  has 
continued  to  follow  its  established  policy  of  maintaining  prices. 

Therefore,  we  see  in  the  diamond  trade  a  stability  of  value  that  exists 
in  few  if  any  other  industries,  most  of  which  have  had  to  readjust  their 
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prices  as  a  result  of  the  lower  cost  of  the  new  raw  material.  Instead 
of  looking  forward  to  a  gradual  decrease  to  pre-war  levels  in  the  price  of 
his  merchandise,  the  seller  of  diamonds  almost  alone  can  look  forward 
to  a  strengthening  of  his  market  as  the  days  go  on  and  at  least  a  main- 
tenance of  present  prices,  if  not  an  increase  of  the  same  in  the  near 
future. 

Owing  to  the  great  value  of  his  diamond  lines,  the  jeweler  in  some 
cases  found  this  stock  a  handicap  and  a  hard  load  to  carry  when  the 
public  ceased  purchasing;  but  he  should  be  thankful  that  in  this  he  was 
not  in  the  position  of  merchants  in  other  lines  whose  stock  on  hand  often 
suffered  a  tremendous,  if  not  a  total,  loss.  But  the  jeweler  who  is  in  a 
financial  position  to  carry  his  stock  of  diamonds  need  take  no  such  loss, 
as  with  the  increasing  demand  which  is  now  developing  he  can  eventu- 
ally liquidate  it  not  only  without  loss  but  at  a  profit. 

Should  the  Genessee  Company  have  endeavored  to  reduce  its 
diamond  inventory  by  quoting  lower  prices,  or  was  it  justified 
in  holding  its  stock  on  the  assumption  that  diamond  values  would 
be  substantially  unaffected  by  changes  in  the  general  price  level? 


5.  Appalachian  Coal  Mining  Company 
selling  terms 

Although  the  executives  of  the  Appalachian  Coal  Mining  Com- 
pany often  had  contemplated  entering  the  export  business,  they 
had  not  reached  the  point  in  January,  1922,  of  planning  an 
export  organization.  During  the  war  the  company  had  sold  coal 
to  brokers  for  export,  but  the  methods  used  in  selling  this  coal 
were  practically  the  same  as  those  used  in  its  domestic  business, 
so  that  it  obtained  no  experience  in  real  export  transactions  and 
arrived  no  more  nearly  at  a  decision  on  the  question  of  entering 
the  export  business. 

The  company's  attention  was  again  drawn  to  the  possibility 
of  exporting  by  an  article1  which  began  as  follows: 

Since  the  settlement  of  the  miners'  strike  in  Great  Britain,  and  espe- 
cially during  the  past  two  months,  there  has  been  a  rapid  recovery  in 
the  British  coal  export  trade,  while  American  exports  of  coal  have 
sharply  declined.  The  opinion  is  expressed  in  some  quarters,  and  is 
given  wide  publicity  by  certain  publications,  that  the  United  States  will 

1  The  British  Coal  Situation,  as  of  January,  1Q22,  prepared  by  F.  R.  Wadleigh, 
Chief  of  the  Coal  Section,  Fuel  Division,  Bureau  of  Foreign  and  Domestic  Com- 
merce, U.  S.  Department  of  Commerce. 
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be  unable  successfully  to  compete  in  the  international  coal  trade,  which, 
in  pre-war  days,  was  dominated  by  the  British.  The  contention  is  here 
advanced,  however,  that  British  monopoly  of  this  trade  is  by  no  means 
assured,  and  that,  with  proper  organization  and  energy,  American  ex- 
porters can  make  the  situation  highly  interesting  for  their  competitors. 

British  victories  have  been  very  dearly  won.  In  order  to  make  a 
spectacular  recovery  and  drive  other  interests  from  the  field,  the  British 
are  selling  coal  much  below  its  cost  of  production.  Practically  every 
ton  of  British  coal  now  sold  abroad  reduces  the  capital  or  the  surplus 
funds  of  British  mine  owners. 

There  is  abundant  American  coal  available  of  a  quality  highly  praised 
by  foreign  consumers,  and  American  mining  costs  per  ton  are  much 
lower  than  the  British.  The  chief  factor  in  favor  of  our  competitors  is 
the  cost  of  transportation.  American  shipping  rates  are  often  higher 
than  those  of  competitors,  because  of  the  difficulty  of  obtaining  return 
cargoes  from  South  America  and  Europe,  whereas  vessels  can  take  coal 
from  British  ports  at  very  low  rates  and  recoup  their  losses  by  means 
of  profits  on  return  cargoes.  It  is  also  well  known  that,  under  present 
laws,  the  costs  of  operating  American  vessels  are  higher  than  those  of 
ships  under  foreign  registry.  It  remains  for  proper  organization  and 
cooperation  to  put  our  transportation  costs  on  a  basis  competitive  with 
those  of  the  British. 

In  his  article  Mr.  Wadleigh  presented  the  table  on  the  opposite 
page  showing  the  c.i.f.  prices  of  British  and  American  coal  in 
typical  competitive  markets  on  January  i,  1922.  The  quotations 
of  British  coal  were  converted  into  dollars  at  the  rate  of  $4.21  to 
the  pound.  The  names  of  cities  given  in  parentheses  after  each 
kind  of  coal  were  the  ports  from  which  the  coal  was  shipped. 

Following  this  table,  Mr.  Wadleigh  said: 

From  these  figures,  it  is  clear  that  American  coal  exporters  have  a 
fighting  chance  with  their  competitors.  One  difficulty  to  be  met  is  the 
heavy  railway  charge  from  the  mines  to  the  seaboard.  The  position  of 
American  exports  will  be  strengthened  by  the  fact  that  the  British  can- 
not continue  to  sell  at  present  prices. 

One  of  the  members  of  the  board  of  directors  of  the  Appala- 
chian Coal  Mining  Company  was  opposed  to  any  investigation  of 
the  methods  of  carrying  on  foreign  trade  in  coal  and  to  any  con- 
sideration by  the  company  of  engaging  in  the  export  trade.  He 
declared  that  the  other  members  of  the  board  were  being  in- 
fluenced by  their  old  desire  to  get  into  the  export  trade  more 
than  by  real  facts.  The  American  coal  man,  he  said,  always  had 
tended  to  overestimate  the  value  of  volume  and  almost  always 
had  a  production  capacity  in  his  mines  far  in  excess  of  his  selling 
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British  Coal 

Welsh  Admiralty,  large  (Car- 
diff)   

Welsh  Admiralty,  lA  large, 
Ismail  (Cardiff) 

Best  Monmouthshire,  large 
(Newport  and  Cardiff)    . 

Best  Durham  Gas  (Tyne) .  .  . 
American  Coal 

Pool  No.  1  (Hampton  Roads) 
Westmoreland,  Pa.  Gas  Coal 

(Baltimore) 

Best    Kanawha    Gas     Coal 

(Hampton  Roads) 


Cuba 


$6.25 

7  03 
6.15 


River 
Plate 

Rio  de 

Janeiro 

West 

Coast 

South 

America 

$8 .  46 

$8.56 

6.56 

6.66 

7-73 

7.83 

7  73 

7-83 

8-35 

8-35 

S8.75 

9  13 

9- 13 

9-53 

8.25 

8.25 

8.65 

West 
Coast 
Italy 


58. 10 
6.30 
7-37 
7-37 
8-75 
9-53 
8.65 


capacity.  Thus  he  always  had  been  looking  for  places  where  he 
could  dispose  of  more  coal,  hoping  to  smooth  his  production  curve 
and  reduce  his  production  cost  per  ton.  The  director  stated, 
furthermore,  that  numerous  coal  men  of  his  acquaintance  had 
gone  into  the  export  business  hoping  to  find  there  an  additional 
market.  These  men,  however,  never  had  been  able  to  make  the 
export  business  pay  a  profit;  neither  had  they  found  in  it  the 
remedy  for  production  fluctuations  which  they  had  hoped.  He 
said  that  when  coal  demand  was  brisk  in  the  United  States,  it 
was  brisk  elsewhere,  and  that  when  it  was  dull  in  the  United 
States,  it  was  dull  elsewhere.  Hence,  by  going  into  the  export 
business,  the  mines  were  able  to  raise  their  production  curves 
but  not  to  smooth  them.  Again,  the  fact  that  they  did  not  know 
how  to  handle  export  business  and  that  American  banks  were 
not  familiar  with  financing  coal  exports,  added  to  the  higher 
transportation  costs  from  American  ports,  made  it  impossible  for 
these  firms  to  show  a  profit  on  their  export  transactions.  These 
views  were  not  shared  unanimously  by  other  members  of  the 
company's  board  of  directors. 

At  that  time  the  big  London  coal  contractors  or  brokers  dom- 
inated the  British  coal  export  trade  and  indeed  the  coal  trade  of 
the  entire  world.  There  were  approximately  12  outstanding  firms 
of  this  type  in  London.  They  were  referred  to  as  contractors  or 
brokers,  but  strictly  speaking  they  were  merchants;  as  a  rule, 
they  bought  coal  outright  on  contract  from  the  mining  companies 
and  resold  either  for  bunkers  or  cargo  exports;   each  contract 
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usually  was  for  a  period  of  three  months  to  one  year  in  dura- 
tion. These  coal  merchants  usually  had  larger  volumes  of  sales 
and  greater  financial  resources  than  the  individual  mine  owners; 
the  merchants  frequently  owned  shares  in  mines  from  which  they 
bought  coal.  These  merchants  maintained  depots  in  various  coal- 
importing  ports  of  the  world.  In  ports  where  they  did  not  own 
depots,  they  had  connections  with  firms  which  acted  as  agents  for 
the  London  firms  in  filling  bunker  contracts  and  in  delivering 
cargo  coal  to  importers.  Oftentimes  part  of  the  capital  stock  of 
the  agent  firms  was  held  by  the  merchant  in  London.  Several  of 
the  large  British  coal  merchants  had  invested  as  high  as  £15,- 
000,000  in  plants  in  various  ports.1 

In  addition  to  their  financial  interests  in  foreign  coal-handling 
firms,  the  London  merchants  had  invested  in  steamship  com- 
panies, taking  shares  in  individual  ships  or  in  companies  operat- 
ing fleets  of  ships,  and  usually  making  it  a  condition  of  the  pur- 
chase of  that  stock  that  they  should  supply  bunker  coal  for  the 
ship  or  for  the  fleet.  The  extent  to  which  British  coal  merchants 
had  practiced  this  sort  of  investment  was  indicated  by  the  fact 
that  one  coal  company  at  one  time  had  from  one  to  ten  shares  in 
each  of  300  ships.  That  method  of  securing  a  market  for  bunker 
coal  had  been  especially  prevalent  early  in  the  development  of 
the  large  London  companies. 

An  American  export  broker  maintained  an  entirely  different 
organization.  In  the  first  place,  he  was  strictly  a  broker.  He  did 
not,  as  a  rule,  buy  coal  outright;  rather,  he  acted  as  a  sales  agent 
for  the  producing  company,  receiving  from  that  company  a  com- 
mission on  all  coal  sold.  The  American  broker  generally  had  a 
small  business  and  had  no  great  stake  in  the  trade.  He  was  in- 
terested primarily  in  securing  large  commissions. 

* 

A  London  merchant  sold  bunker  coal  from  his  own  plants  in 
English  ports  to  ships  with  which  he  had  bunkering  contracts. 
He  also  shipped  bunker  coal  to  his  branches  or  depots  in  other 
ports,  there  to  be  furnished  to  ships  with  whose  owners  he  had 
bunkering  contracts,  and  to  ships  making  transient  purchases  of 
coal. 

The  London  merchant  usually  had  connections  in  the  various 

1  An  American  coal  company  which  owned  all  the  coal-handling  equipment  in 
the  port  of  Havana,  Cuba,  was  stated  to  have  invested  therein  approximately 
$2,000,000. 
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foreign  ports  with  firms  that  were  coal  dealers.  In  bunkering  ships 
under  contracts  made  between  the  shipowners  and  the  merchant 
in  London,  the  foreign  firms  acted  as  the  agents  of  the  London 
company.  They  received  the  contract  price  for  coal  and  aimed 
to  have  that  price  yield  them  a  profit.  The  London  merchant 
received  a  commission  for  having  sold  the  coal  to  his  clients.  In 
addition  to  business  secured  for  them  by  the  London  merchant, 
the  foreign  firms  sold  to  transients  on  their  own  account,  and 
frequently  they  made  contracts  with  shipowners  to  supply  ships 
with  coal  either  in  the  ports  where  the  companies  had  their  own 
depots  or  in  ports  throughout  the  world.  In  making  this  second 
type  of  contract  a  foreign  firm  utilized  its  connection  with  the 
merchant  in  London,  setting  its  price  and  making  its  conditions 
from  contract  blanks  and  information  furnished  to  it  by  the 
London  merchant.  By  means  of  these  arrangements  a  compre- 
hensive, world-wide  bunkering  service  was  provided  for  shipping 
companies. 

The  type  of  contract  between  coal  merchants  supplying  bunker 
coal  in  the  various  ports  and  shipowners  was  indicated  by  the 
following  agreement  used  for  such  transactions  by  one  of  the 
American  bunkering  companies. 

Memorandum  of  Agreement 

Between    

hereinafter  called  the  Buyers  and Coal  Company  of 

hereinafter  called  the  Suppliers. 

The Coal  Company  agrees  to  supply  the  coal  at  the  under- 
mentioned ports  for  customary  replenishment  of  normal  bunkers  of  the 
steamers  of  which  the  Buyers  are  the  Registered  Owners  or  Managing 
Owners,  except  when  otherwise  bound  by  charter,  at  the  ports  and 
prices  mentioned,  and  the  Buyers  agree  to  take  coals  exclusively  from 
the  Suppliers,  or  their  Agents,  at  such  ports,  description  at  Suppliers' 
or  Agents'  option. 

Steamers  to  lie  at  customary  anchorages,  provide  a  free  side  and  give 
free  use  of  winches,  tackle  and  winchmen,  and  to  load  in  the  customary 
turn  and  manner  in  accordance  with  the  practice  of  each  respective  port, 
subject  to  weather  conditions.  Coaling  to  be  done  during  customary 
working  hours.  Extra  expenses,  if  any,  incurred  for  Sundays,  Holidays, 
night  work  and/or  coaling  in  quarantine  shall  be  for  steamer's  account. 

Prices  to  be  as  stated  herein,  and  based  on  existing  railroad  freight. 
Buyers  to  have  the  benefit  of  decline  and  to  pay  any  increase  in  rail 
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rate.  Should  general  current  price  on  date  of  supply  for  bunkers  of 
the  description  of  coal  herein  contracted  for  be  lower,  Buyers  to  have 
benefit  of  the  reduction  in  respect  of  coal  taken  at  that  date. 


PORT 
Norfolk,  Va.  (Lambert's 
Point)  Docking,  undocking 
and  lines  will  be  paid  by 
the  Suppliers  if  the  quantity 
of  Bunker  Coal  taken  ex- 
ceeds 200  tons.  If  less  than 
that  tonnage  is  taken,  the 
steamer  must  pay  all 
charges. 


"Virginia"  Coal  or 
at  Suppliers'  op- 
tion 

"Pocahontas" 
Coal. 


PRICE 
$3.10  per  ton  of  2,240  lbs.  de- 
livered at  chutes.  A  dump- 
ing and  trimming  charge  of 
10  cents  per  ton  for  ordi- 
nary steamers  will  be  made 
upon  total  quantity  taken. 


Wilmington 

On  quantities  under  80  tons 
an  extra  charge  will  be 
made  for  towage  and  light- 
erage. 


Charleston 


"Virginia"  Coal  or 
at  Suppliers'  op- 
tion 

"New  River" 
Coal 

"Pocahontas" 
Coal. 


$5.05     per 
trimmed. 


ton      2,240     lbs. 


"Virginia"  Coal. 


$3.10  per  ton  of  2,240  lbs. 
f.o.b.  Southern  Railway 
Terminal,  10  cents  trim- 
ming. Quantities  under  150 
tons  can  be  supplied  from 
lighters  at  the  price  of  $4.30 
trimmed,  but  steamers  to 
pay  extra  lighterage  in- 
curred if  quantity  under  80 
tons. 


Savannah 
Trimmed  under  coal  chute 
alongside  Suppliers'  wharf  if 
available  and  practicable. 
On  quantities  under  80  tons 
an  extra  charge  will  be 
made  for  towage  and  light- 
erage. Ex-lighters  in 
stream,  35  cents  per  ton 
extra.  Quantities  lightered 
under  50  tons,  25  cents  per 
ton  extra.  Sunday  and 
night  work,  25  cents  per 
ton  additional. 


"Virginia"  Coal  or 
at  Suppliers'  op- 
tion 

"New  River" 
Coal 

"Pocahontas" 
Coal. 


$3.65  per 
trimmed. 

$4.40  per 
trimmed. 


ton     2,240     lbs. 
ton     2,240     lbs. 


Galveston 
On  quantities  under  80  tons 
an  extra  charge  will  be 
made  for  towage  and  light- 
erage. Trimmed  aboard 
steamers  in  dock  Galveston, 
Texas  City,  Port  Bolivar, 
ex-lighters  or  off  wharf,  as 
Suppliers  elect. 


"Virginia"    Coal    or  $6.50     per     ton     2,000     lbs. 

at  Suppliers'  op-  trimmed, 

tion  $6.75     per     ton     2,000     lbs. 

"New  River"  trimmed. 

Coal  $6.25     per     ton     2,000     lbs. 

"George's  trimmed. 

Creek"  Coal  $6.00     per     ton     2,000     lbs. 

"Cahaba  Ala-  trimmed, 
bama"  Coal 
"Arkansas"  Coal. 
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Payment  to  be  made  in  cash,  or,  at  Suppliers'  option,  by  honor  of 
captain's  draft  on  Owners  at  30  days'  sight,  payable  in  New  York  or 
London  exchange  without  right  of  setoff  or  counter  claim.  New  York 
exchange  accepted  at  par;  London  exchange  to  be  drawn  at  current  30 
days'  rate  of  exchange  at  time  of  loading,  and  in  the  event  of  failure  of 
honor  of  any  draft  under  this  or  any  contract  or  contracts  for  coal 
and/or  necessaries,  this  and  any  similar  contracts  in  force  with  the  Sup- 
pliers or  their  Agents  shall  be  subject  to  cancelation  without  notice. 

The  Suppliers,  or  their  Agents,  shall  not  be  under  obligation  to  deliver 
coal  during  the  continuance  of  the  effects  of  strikes,  whether  anticipated 
or  subsequent,  or  lock-outs  of  workmen  or  stevedores,  or  stoppage  or 
obstruction  of  mines,  rivers,  docks,  or  railways,  or  boatmen,  or  interrup- 
tion or  shortage  of  railroad  cars,  labor  or  coal  barges,  whether  general 
or  partial,  or  accidents,  or  any  causes  whatsoever  beyond  their  control 
whereby  the  working  of  their  business  is  affected,  nor  are  the  Suppliers, 
or  their  Agents,  to  be  held  responsible  for  any  detention  resulting  there- 
from. In  the  event  of  war  between  the  United  States  and  any  foreign 
power  or  powers,  or  hostilities  in  any  way  affecting  this  agreement  the 
same  to  be  canceled  or  at  Suppliers'  option  to  be  subject  to  modification 
as  may  be  mutually  agreed. 

The  wording  of  the  contracts  and  the  general  provisions  of  the 
agreement  were  approximately  uniform  the  world  over.  The  only 
difference  between  contracts  used  for  a  few  ports  in  all  of  which 
the  supplying  company  had  its  own  depots  and  those  that  in- 
volved a  larger  number  of  ports  in  which  agents'  facilities  had  to 
be  used  was  that  in  the  latter  case  the  list  of  ports  was  longer  and 
that  under  each  port  there  was  given  in  addition  to  the  con- 
ditions of  supply,  the  kind  of  coal  supplied,  the  charges,  and  the 
name  of  the  agent  or  agents  who  would  furnish  the  coal. 

The  terms  stated  in  the  contracts  just  described  were  the  pre- 
vailing terms.  The  masters  of  ships  whose  credit  standing  was  not 
known  usually  were  required  to  pay  cash  when  purchasing  coal 
in  foreign  ports.  Others  were  permitted  to  sign  bills  of  exchange 
drawn  on  the  shipowners  and  for  amounts  sufficient  to  cover  all 
expenses  incurred  in  coaling  the  ships.  These  expenses  included 
the  price  of  the  coal,  trimming,  pilotage,  and  other  expenses  such 
as  those  for  water,  ship  chandler,  machinists,  port  wardens,  ca- 
bles, postage,  boat  hire,  tug  boats,  custom-house  fees,  cash  ad- 
vances to  the  captain,  and  other  charges  incurred  by  the  coaling 
firm  for  the  account  of  the  ships.  In  coaling  a  ship  in  the  United 
States  it  was  customary  for  the  supplier  to  make  out  his  invoice 
from  the  receipt  signed  by  the  chief  engineer  of  the  vessel,  stating 
the  number  of  gross  tons  of  bunker  coal  received  on  board. 
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Contracts  customarily  were  so  drawn  as  to  expire  with  the 
calendar  year.  Shipping  companies,  therefore,  usually  contracted 
in  December  of  each  year  for  their  bunker  coal  for  the  ensuing 
year.  In  general,  when  the  market  was  declining  or  was  expected 
to  decline,  buyers  did  not  enter  into  contracts  with  suppliers,  or, 
if  they  did  make  contracts,  they  stipulated  that  the  contracts 
include  what  was  termed  a  "fall  clause."  The  American  contract 
quoted  above  included  such  a  clause  in  the  statement:  "Should 
general  current  price  on  date  of  supply  for  bunkers  of  the  descrip- 
tion of  coal  herein  contracted  for  be  lower,  buyers  to  have  benefit 
of  the  reduction  in  respect  of  coal  taken  at  that  date."  If  the 
market  was  advancing  or  was  expected  to  advance,  buyers  were 
readier  to  make  contracts,  but  even  then  they  were  disposed  to 
protect  themselves  by  retention  of  the  "fall  clause." 

The  contract  thus  merely  insured  the  seller  of  a  market  for 
his  coal,  provided  a  means  for  determining  to  whom  commissions 
were  due,  and  assured  the  ship  operators  that  they  could  get 
coal  in  every  port.  The  coal  merchant  assented  to  the  fall  clause, 
because  even  if  he  did  not  include  it,  he  nevertheless  was  forced 
to  meet  the  prices  of  the  other  companies  supplying  bunker  coal 
at  the  ports.  If  he  were  to  attempt  to  hold  buyers  strictly  to  the 
price  named  in  the  contract  on  a  falling  market,  those  buyers 
would  be  reasonably  certain  to  avoid  making  future  agreements 
with  him. 

The  commissions  paid  to  foreign  agents  by  the  London  mer- 
chants varied  from  6d.  to  is.  a  ton.  In  ports  like  Hampton  Roads 
where  large  quantities  of  coal  were  sold,  the  commission  tended 
to  be  low — say  10  cents  a  ton.  On  the  other  hand,  at  Bermuda 
and  similar  ports,  where  ships  ordinarily  took  on  only  small 
quantities — perhaps  50  or  100  tons — in  order  to  get  to  a  port 
like  Hampton  Roads  where  they  could  purchase  coal  at  lower 
prices,  the  commission  was  higher,  around  is.  a  ton. 

In  addition  to  their  bunker  coal  sales,  the  London  coal  mer- 
chants handled  a  substantial  volume  of  cargo  exports — that  is, 
exports  of  coal  in  shipload  lots  to  importers  in  foreign  ports. 
These  importers  were  railroads,  public  utility  companies,  large 
industrial  firms,  and  also  coal  wholesalers  who  bought  in  large 
quantities  and  sold  in  less-than-cargo  lots  to  small  industrial 
users  and  to  retailers  for  resale  to  household  consumers.  In 
several  importing  countries  there  were  also  import  brokers  who 
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bought  and  resold  coal  without  maintaining  coal-handling  or 
coal-storing  plants. 

American  exporters  usually  quoted  prices  either  c.i.f.  or  f.o.b. 
When  the  price  was  quoted  c.i.f.  importing  port,  the  seller  agreed 
to  deliver  the  coal  at  the  specified  port,  cost,  insurance,  and 
freight  paid.  The  c.i.f.  price  was  the  price  to  the  importer  on 
the  dock  in  the  tidewater  port  of  the  country  of  destination.  The 
other  method  of  quoting  was  f.o.b.  the  American  tidewater  port. 
That  quotation  was  not  strictly  free  on  board  because  the  ship, 
and  therefore  the  importer,  usually  was  required  to  pay  the  cost 
of  loading  the  coal  into  the  ship  and  of  trimming  it  on  board. 
The  f.o.b.  price  was  the  price  delivered  into  the  bins  of  the  coal 
pier.  Practically  99%  of  the  coal  exported  was  sold  under  one  or 
the  other  of  these  terms. 

Exporters  from  Great  Britain  also  sold  f.o.b.  the  port  of  load- 
ing, or  c.i.f.  the  port  of  destination.  The  c.i.f.  quotations  of  the 
British  sellers,  however,  frequently  were  such  that  the  buyer  paid 
for  unloading  at  the  port  of  destination.  Before  the  war  the 
German  coal  exporters  commonly  sold  on  c.i.f.  terms  and  offered 
severe  competition  to  the  British  firms  in  the  importing  countries 
where  German  coal  was  available.  The  British  merchants,  selling 
f.o.b.  generally,  made  terms  as  follows: 

Welsh  ports    30  days  net. 

Scotch  ports    id.  per  ton  for  payment  in  7  days,  30  days  net. 
Tyne  ports      1%  cash  with  order,  net  14  days  from  date  of  shipment, 
or  net  second  Friday  after  shipment. 

The  c.i.f.  terms  from  all  British  ports,  which  were  quoted  oc- 
casionally, were  30  days  from  date  of  shipment,  10  days  from 
date  of  delivery,  3  months'  acceptance,  3  months'  open  account, 
or  cash  against  documents,  according  to  the  special  circum- 
stances. The  big  collieries  had  salesmen  at  the  ports  of  export  to 
sell  to  ships  and  to  foreign  customers.  The  smaller  collieries 
commonly  sold  through  the  big  merchants,  who  became  the  risk 
takers,  assuming  all  the  risks  of  selling  and  transportation. 

When  this  problem  came  before  the  Appalachian  Coal  Mining 
Company,  it  appeared  that  there  was  little  likelihood  that  Ameri- 
can exporters  could  expect  to  obtain  business  in  normal  times 
anywhere  in  Europe  except  in  the  Mediterranean.  In  the  Baltic 
and  Atlantic  ports  of  Europe  the  British  mines  had  the  advan- 
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tage  of  a  short  water  haul  and  lower  rates  from  their  mines  to 
tidewater.  The  fact  that  the  American  coal  at  the  mine  was 
cheaper  than  British  coal  at  the  mine  could  not  offset  those  ad- 
vantages in  transportation.  Furthermore,  in  dealing  with  Baltic 
and  North  Sea  ports  especially,  the  English  firms  could  sell  their 
coal  more  cheaply  because  they  almost  always  could  secure  return 
cargoes.  Ships  carrying  coal  from  England  returned  with  pit 
props,  iron  ore,  or  other  cargoes.  American  vessels,  on  the  other 
hand,  taking  coal  to  Baltic  ports  could  not  secure  cargoes  regu- 
larly for  America.  At  best  they  could  take  pit  props  and  iron 
ore  to  England,  but  they  often  were  forced  to  make  the  return 
trip  across  the  Atlantic  in  ballast.  In  going  to  Italy  American 
ships  were  not  at  so  great  a  disadvantage.  The  small  Channel 
and  North  Sea  steamers  were  not  adapted  to  traffic  between  Great 
Britain  and  Italy;  deep-sea  vessels  had  to  be  used.  The  trip  from 
the  British  Isles  to  Mediterranean  ports  was  so  short  that  it  did 
not  permit  the  most  efficient  use  of  that  type  of  vessel.  In  addi- 
tion, England  did  not  import  enough  goods  from  Italy  and  the 
near-by  ports  to  provide  ample  return  cargoes.  On  the  other 
hand,  in  spite  of  the  longer  ocean  haul,  the  American  shipper  was 
not  at  so  great  a  disadvantage,  because  the  United  States  im- 
ported fruit,  cork  wood,  and  other  commodities  from  Mediter- 
ranean ports,  and  thus  coal  normally  did  not  have  to  carry  as 
large  a  portion  of  the  cost  of  the  round  trip  as  was  borne  by 
British  coal.  During  the  few  years  prior  to  1922,  however,  when 
American  exports  to  Italy  were  large,  ships  frequently  had  re- 
turned in  ballast.  In  January,  1922,  the  British  firms  seemed  to 
be  getting  the  upper  hand  in  the  Italian  market,  because  they 
were  selling  at  lower  prices. 

The  importance  of  securing  return  cargoes  was  further  shown 
by  the  trade  between  England,  the  United  States,  and  South 
America.  The  main  commodities  imported  into  England  and  the 
United  States  from  the  east  coast  of  South  America  were  grain, 
hides,  wool,  coffee,  and  rubber.  American  coal  exporters  in 
shipping  coal  to  South  America  found  difficulty  in  obtaining  low 
freight  rates  because  of  the  fact  that  the  commodities  brought 
back  to  America,  although  worth  much  more  than  the  coal,  were 
not  bulky  and  hence  required  less  shipping  space.  England,  on 
the  other  hand,  imported  grain  in  large  quantities,  and  this  pro- 
vided ample  return  cargoes  for  ships  sent  out  to  South  America 
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with  coal.  The  value  of  the  grain  was  enough  higher  than  that 
of  coal  to  permit  it  to  bear  the  major  portion  of  the  cost  of  the 
round  trip.  It  was  possible,  therefore,  to  quote  a  relatively  low 
rate  on  coal.  American  exporters  sometimes  sent  ships  with  coal 
to  South  America,  loaded  those  ships  with  grain  for  England, 
and  then  brought  the  ships  across  from  England  to  the  United 
States  in  ballast.  Even  this  arrangement,  however,  placed  the 
American  exporter  at  a  disadvantage  with  respect  to  the  British 
exporter.  In  some  periods  of  the  year,  when  coffee  shipments  to 
the  United  States  were  unusually  large,  the  American  exporter 
had  slight  advantage.  Because  of  that  fact  British  firms  fre- 
quently provided,  in  their  South  American  contracts,  for  delivery 
of  American  or  Welsh  coal  at  the  seller's  option.  With  such  a 
provision  the  British  firm  was  able  to  ship  American  coal  at  times 
when  the  demand  for  tonnage  to  carry  coffee  to  the  United  States 
was  high.  Coffee  at  such  times  paid  a  rate  sufficiently  high  to 
yield  an  adequate  return  on  the  round  trip.  Thus  not  only  could 
the  coal  be  carried  at  a  low  rate,  but  the  freight  secured  on  the 
coal  was  looked  upon  as  clear  profit. 

The  advantages  of  the  British  coal  exporters  in  shipping, 
coupled  with  financial  interest  in  foreign  coaling  stations,  and 
long  experience  in  international  dealings,  more  than  offset  the 
disadvantages  arising  from  the  high  cost  of  production  in  British 
mines.  It  was  estimated  that  because  of  inferior  natural  condi- 
tions and  perhaps  a  smaller  use  of  machinery,  it  cost  the  English 
producers  50%  more  to  deliver  coal  at  the  mouth  of  the  mine 
than  it  cost  American  producers.  American  mines  paid  higher 
wages  than  were  paid  in  English  mines,  but  the  former  produced 
a  much  greater  annual  tonnage  per  man. 

The  Appalachian  Coal  Mining  Company  owned  and  operated 
coal  mines.  It  controlled  a  subsidiary,  the  Appalachian  Coal 
Company,  which  sold  the  product  of  the  Appalachian  Coal  Min- 
ing Company  for  the  domestic  trade,  to  bunkering  firms,  and  to 
export  brokers.  The  subsidiary  never  had  sold,  however,  for 
producers  other  than  the  parent  company.  As  selling  agent  for 
the  Appalachian  Coal  Mining  Company,  the  Appalachian  Coal 
Company  received  a  percentage  of  the  net  mine  price  per  ton 
on  all  coal  sold.  This  percentage  was  fixed  anew  each  year. 
Rates  had  varied  from  4%  to  8%.  The  same  commission  was 
paid  for  sales  of  export  coal  as  for  domestic  sales.    Wherever 
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bunker  coal  was  sold,  however,  the  selling  company  was  allowed 
its  own  commission  and  also  the  amount  of  commission  paid  to 
the  agent  or  broker  who  secured  the  bunker  order.  The  coal 
mining  company  had  followed  this  policy,  because  bunker  coal 
usually  yielded  a  good  profit.  The  bunkering  company  had  to 
carry  stocks  sufficient  to  provide  all  the  coal  needed,  and  it  had 
to  take  the  risk  of  losses  from  demurrage  or  the  failure  of  ships 
to  take  as  much  coal  as  had  been  anticipated.  Because  of  these 
extra  services  the  company  provided  for  an  extra  profit.  The 
sales  subsidiaries  of  several  other  coal  mining  companies  had 
operated  on  a  flat  commission  of  5  or  10  cents  a  ton.  The  Appa- 
lachian companies,  however,  believed  that  such  a  method  of  pay- 
ing commissions  did  not  give  proper  incentive.  Consequently  they 
preferred  the  percentage  commission. 

American  coal  companies,  which  had  gone  into  the  export  busi- 
ness, usually  had  placed  export  sales  in  the  hands  of  corporations 
separate  from  both  the  producing  and  the  domestic  selling  organ- 
izations. This  separation  had  been  made  because  export  dealings 
carried  with  them  risks  and  speculations  greater  than  those  in- 
volved in  domestic  selling  or  in  the  producing  business.  If  all 
three  businesses  were  to  be  operated  by  one  corporate  organiza- 
tion, the  credit  and  financial  standing  of  the  parent  company  per- 
chance might  be  impaired  by  the  transactions  of  the  export  divi- 
sion. Furthermore,  according  to  one  exporter,  a  company  never 
knew  when  a  customer  in  a  foreign  country  was  going  to  bring 
suit  against  the  exporting  corporation.  It  was  not  advisable,  he 
believed,  to  make  it  possible  for  foreign  plaintiffs  to  bring  suit 
against  the  producing  and  domestic  selling  organizations,  or  in 
other  words  against  the  entire  assets  of  the  enterprise.  Rather 
he  preferred  to  let  foreign  companies  sue  only  the  export  branch. 
If  the  Appalachian  Coal  Mining  Company  had  decided  to  enter 
actively  into  the  export,  cargo,  and  bunker  business,  should  the 
company  have  sold  f.o.b.  or  c.i.f.? 


6.  Packers  Export  Corporation 

selling  terms 

The  Packers  Export  Corporation,  with  its  main  offices,  ship- 
ping plant,  and  warehouse  on  New  York  Harbor,  had  the  exclu- 
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sive  export  selling  rights  for  several  small  independent  packing 
companies.  Its  sales  to  Europe  moved  through  two  departments, 
the  fresh  meat  department  and  the  cured  meat  department.  The 
sales  of  pork  products  and  pickled  beef  by  the  cured  meat  depart- 
ment in  Europe  in  192 1  amounted  to  slightly  less  than  $5,000,000, 
and  the  sales  were  almost  $1,000,000  in  the  West  Indies  and 
South  America.  The  sales  to  Europe  in  192 1  were  practically  the 
same  as  they  had  been  in  the  two  or  three  years  just  preceding 
the  war.  Of  the  European  total,  England  took  65%,  Germany 
15%,  Belgium  5%,  Holland  5%,  and  France,  Italy,  and  Scan- 
dinavia, 10%.  The  takings  of  the  individual  countries  tended 
to  vary  from  year  to  year.  The  commodities  sold  in  Europe  in- 
cluded lard,  ham,  bacon,  greases,  oleo  oil,  pickled  pork,  and 
pickled  beef.  The  lard  was  packed  in  tierces  of  350  pounds,  in 
half -barrels  of  100  pounds  for  the  Continent  and  112  pounds  for 
England,  in  boxes  of  56  pounds  containing  two  blocks  of  about 
28  pounds  each,  and  in  smaller  tubs  and  buckets;  hams  and 
bellies  were  packed  in  boxes  of  600  pounds;  fat  backs  and  short 
clears  were  put  up  in  boxes  of  approximately  500  pounds;  pickled 
pork  and  pickled  beef  were  put  up  in  barrels  of  200  pounds  and 
half-barrels  of  100  pounds. 

The  company's  sales  to  Europe  were  consummated  through 
agents,  one  in  each  of  the  seven  countries.  These  agents  re- 
ceived a  commission  of  1%  on  their  sales,  plus  the  costs  of 
handling  the  goods.  In  exceptional  cases  arrangements  were  made 
with  individual  agents  for  handling  the  goods  at  a  flat  rate  per  ton 
regardless  of  the  selling  prices.  All  agents  were  forbidden  to  buy 
goods  outright,  and  whenever  they  carried  stocks,  those  stocks 
were  for  the  account  of  the  Packers  Export  Corporation.  Agents 
sold  to  wholesalers  who  resold  to  retailers,  and  to  wholesale  pur- 
chasers such  as  chain-store  companies  and  large  institutions.  They 
also  sold  small  quantities  through  brokers.  Contacts  with  the 
wholesalers  and  other  purchasers  were  maintained  by  regular 
travelers  employed  by  the  agents,  or  by  brokers  or  subagents 
working  on  commission  and  having  offices  usually  in  other  cities. 
In  addition  to  the  products  of  the  Packers  Export  Corporation, 
the  national  agents  and  subagents  frequently  carried  other  non- 
competing  lines. 

Sales  to  agents  were  made  by  quoting  on  their  inquiries,  by 
making  offers  to  them,  and  by  consignment.    Quotations  were 
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usually  f.a.s.1  New  York,  but  the  company  booked  freight  and 
insurance  whenever  it  was  so  requested  and  billed  the  agent  for 
that  service.  No  goods  were  sold  on  open  acount,  and  the  usual 
terms  were  documents  against  cash  or  against  approved  banker's 
60  to  90  days'  acceptance,  New  York.  To  the  better-known  agents 
sales  were  made  on  30  days'  sight  draft,  documents  attached. 

In  the  summer  of  1920  one  of  the  junior  executives  of  the 
Packers  Export  Corporation  suggested  that  the  company  aban- 
don its  policy  of  quoting  prices  in  Europe  in  the  currency  of  the 
buyer's  country,  except  in  the  case  of  England,  and  make  all 
quotations  in  dollars  or  in  pounds.  He  suggested  further  that 
means  should  be  sought  to  reduce  the  number  of  quotations  in 
pounds  sterling,  and  to  give  impetus  to  the  movement  for  quoting 
all  prices  in  dollars.  Quoting  in  dollars  would  be  a  great  conven- 
ience to  the  Packers  Export  Corporation,  he  said,  but  it  also  would 
be  a  distinct  advantage  to  both  parties  to  a  transaction,  because 
it  would  eliminate  a  source  of  considerable  risk  and  loss.  He 
explained  that  the  American  seller  quoting  a  price  in  foreign 
currency  by  cable  sent  out  his  message  on,  say,  Monday  after- 
noon, basing  his  price  on  the  rate  of  exchange  then  prevailing.2 
That  message  reached  the  European  buyer  at  about  the  time  he 
opened  his  office  on  Tuesday  morning.  The  latter  based  the  ac- 
ceptance or  rejection  on  the  rate  of  exchange  prevailing  at  the 
time  he  received  the  message.  If  he  cabled  an  acceptance  to  the 
American  seller,  his  message  ordinarily  did  not  reach  America 

1  "Free-along-side." 

2  The  general  trend  of  prices  and  exchange  rates  in  France  in  a  period  subse- 
quent to  the  date  when  this'  particular  problem  arose  is  indicated  by  the  following 
excerpt  taken  from  a  letter  of  the  Harvard  Economic  Service  on  British  and  French 
Economic  Conditions  (December  5,  1925): 

Since  the  spring  of  1922,  inflation  of  the  currency,  advance  of  the  exchanges 
in  terms  of  francs,  and  increase  in  the  prices  of  all  classes  of  commodities  have 
been  pronounced.  But,  as  is  usual  in  a  country  where  inflation  is  under  way, 
the  prices  of  goods  produced  and  used  at  home  have  advanced  in  much  less 
degree  than  those  exported,  and  both  of  these  classes  of  goods  have  advanced 
less  than  goods  imported.  According  to  the  price  indexes  for  France  compiled 
by  the  Federal  Reserve  Board,  the  price  movements  of  the  three  classes  of 
goods,  between  April,  1922,  and  September,  1925,  were  as  follows: 

Domestic  goods  in  France  advanced  53%. 

Export  goods  in  France  advanced  88%. 

Imported  goods  in  France  advanced  107%. 

.  .  .  .  During  the  same  interval  as  that  for  which  changes  in  commodity 
prices  are  shown  above  (April,  1922,  to  September,  1925),  the  average  monthly 
exchange  rate,  francs  per  dollar,  advanced  97%;  and  from  April,  1922,  to 
October,  1925,  108%. 
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until  Tuesday  afternoon.  Tuesday  afternoon,  therefore,  was  the 
earliest  time  at  which  the  American  seller  could  sell  exchange  to 
cover  the  transaction.  In  times  of  rapidly  fluctuating  exchange 
there  was  almost  certain  to  be  a  movement  one  way  or  the  other 
between  Monday  afternoon  and  Tuesday  afternoon,  and  the 
seller,  when  he  made  the  quotation,  had  to  allow  for  any  de- 
preciation which  he  thought  likely  to  occur.  He  therefore  gen- 
erally quoted  a  price  somewhat  higher  than  he  was  willing  to 
accept.  The  plan  suggested,  it  was  said,  would  obviate  the  ne- 
cessity of  quoting  a  price  somewhat  higher  than  that  at  which 
a  sale  could  be  made  profitably,  and  it  also  would  obviate  all  risks 
in  the  transaction  arising  out  of  fluctuation  in  exchange.  If  the 
American  seller  cabled  his  quotation  in  dollars,  the  foreign  buyer 
upon  receiving  the  cable  Tuesday  morning  could  look  at  the 
exchange  quotation,  translate  the  price  into  his  own  currency,  and 
decide  whether  or  not  to  accept  the  offer.  As  soon  as  he  had 
decided  to  accept  it,  he  could  buy  his  exchange,  thus  knowing 
definitely  what  the  goods  would  cost  him  and  protecting  himself 
against  any  fluctuation. 

In  advocating  his  scheme  before  the  sales  manager,  the  execu- 
tive who  presented  it  stated  that  no  one  so  far  had  advanced 
any  argument  in  opposition  other  than  that  the  idea  was  con- 
trary to  the  accepted  trade  custom.  He  said  that  he  did  not 
think  that  argument  to  be  weighty  enough  to  offset  the  advantages 
which  he  had  described.  Futher,  he  said,  the  objection  was  weak- 
ened by  the  fact  that  Europeans  during  the  war  had  acquired  the 
habit,  to  some  extent,  of  buying  in  dollars  through  the  various 
commissioners  and  buying  offices  which  they  had  established  in 
New  York. 

7.  Baker  Machine  Shop 
setting  price  on  new  product 

In  192 1,  James  Baker,  proprietor  of  the  Baker  Machine  Shop, 
invented  a  spare-tire  carrier  intended  to  enable  the  carrying  of 
two  spare  tires  on  any  automobile  equipped  with  only  a  single 
spare-tire  carrier.  At  that  time  there  appeared  to  be  a  substan- 
tial market  for  extra  spare-tire  carriers. 

The  Baker  Machine  Shop,  which  was  located  in  the  second 
story  of  an  old  garage,  did  a  general  machine-shop  business.   A 
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rental  of  $50  per  month  was  paid  for  the  space  occupied,  and 
two  machinists  were  given  full-time  employment.  The  proprietor 
was  a  practical  machinist,  but  he  did  not  know  how  to  figure  his 
costs,  or  how  to  price  his  tire  carrier.  His  only  guides  were  what 
he  knew  about  the  cost  of  his  material  and  labor,  what  other 
tire  carriers  were  sold  for,  and  the  fact  that  some  manufacturers 
added  100%  of  direct  manufacturing  cost  to  cover  general  ad- 
ministrative and  selling  expenses  and  to  yield  a  net  profit.  He 
planned  to  follow  the  example  of  these  other  manufacturers  by 
placing  a  100%  mark-up  on  his  direct  costs. 

The  Baker  spare-tire  carrier  consisted  of  two  iron  castings 
each  of  which  was  shaped  like  a  parallel  pair  of  tall  W's  with 
the  mid-point  connected.  From  the  mid-point  connection  of  one 
casting  a  steel  rod,  threaded  on  each  end,  was  run  to  the  mid-point 
connection  of  the  other.  Where  the  rod  entered  the  casting,  it 
was  threaded  on  one  end  with  a  right-hand  thread  and  on  the 
other  end  with  a  left-hand  thread.  A  small  arm  was  attached  to 
the  rod  for  turning  it  in  order  either  to  spread  the  castings  away 
from  each  other  or  to  pull  them  together. 

The  spare-tire  carrier  was  assembled  with  one  casting  in  the 
position  of  an  inverted  W  and  the  other  right  side  up.  When 
placed  on  the  automobile,  one-half  of  each  casting  fitted  the 
inside  of  the  rim  of  the  first  spare  tire  already  on  the  machine; 
the  other  fitted  the  rim  of  the  second  spare  tire.  Both  the  at- 
taching and  the  securing  of  the  second  spare  tire  were  accom- 
plished by  turning  the  small  arm  on  the  rod  in  the  proper 
direction  to  spread  the  castings  apart  and  to  make  them  hold  the 
rims  firmly.  If  desired,  a  padlock  could  be  put  on  the  small  arm 
to  hold  the  tension  and  prevent  theft  of  the  tire. 

Mr.  Baker  figured  the  cost  of  production  as  follows: 

2  castings  at  60c $1.20 

1  casting  wrench 10 

Drill  and  tap  ^2-inch  holes 10 

Broad  wrench 04 

Rod  complete 35 

Painting 05 

Carton   •     -oo 

$1.90 

The  castings,  rod,  and  wrench  were  made  for  Mr.  Baker  out- 
side the  shop  and  came  to  him  unpainted.   The  final  assembling 
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of  a  Baker  carrier  was  a  simple  operation  and  could  be  performed 
in  about  two  minutes.  A  patent  was  applied  for,  and  a  special 
report  showed  that  there  was  no  similar  product  on  the  market. 
The  inscription  "patent  pending"  appeared  on  each  casting. 

The  advantage  of  this  attachment  was  a  saving  of  the  time 
necessary  to  take  off  or  put  on  the  carrier  an  extra  spare  tire. 
No  extra  wrenches  or  straps  were  necessary,  and  no  metal  could 
chafe  against  the  rubber  on  the  tire.  Mr.  Baker  had  a  small 
folder  prepared  with  reproductions  of  photographs  taken  of  the 
tire  carrier  in  actual  use.  He  sent  a  copy  of  this  folder  to  a 
selected  list  of  100  automobile  owners  whose  machines  had  only 
single  spare-tire  carriers,  together  with  a  letter  and  a  return 
post  card  for  use  by  a  recipient  who  was  interested.  No  replies 
to  these  circular  letters  were  received. 

The  discount  demanded  by  automobile  accessory  wholesalers 
was  equivalent  to  25%  of  their  selling  price,  and  the  retailers 
asked  for  a  gross  margin  of  30%  of  their  selling  price.  All  the 
dealers  who  were  approached  recognized  the  merits  of  the  device 
but  were  unwilling  to  stock  it  and  push  the  sale  unless  Mr.  Baker 
would  help  them  with  aggressive  advertising.  In  their  judgment, 
the  small  amount  of  advertising  done  by  Mr.  Baker  in  one  motor 
trade  paper  was  not  sufficient.  The  common  practice  of  the  local 
dealers  was  to  telephone  or  send  a  messenger  to  the  Baker  Ma- 
chine Shop  for  a  carrier  whenever  a  customer  asked  for  that 
kind  of  a  device. 

Other  extra  spare-tire  carriers  on  the  market  were  being  sold 
at  prices  ranging  from  $2.50  to  $12.  These,  however,  were  stated 
to  be  inferior  to  the  Baker  spare-tire  carrier  in  that  they  required 
more  time  for  attaching  the  tire,  necessitated  extra  wrenches  and 
extra  leather  straps,  and  often  caused  chafing  of  the  tires. 

What  retail  list  price  should  Mr.  Baker  have  set  for  his  spare- 
tire  carrier? 

8.  White  Star  Cereal  Company 

setting  price  on  new  product 

The  White  Star  Cereal  Company  placed  White  Star  Rice 
Flakes,  a  new  prepared  breakfast*  food,  on  the  market  in  the 
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spring  of  1922.  It  was  estimated  that  if  20,000,000  packages 
could  be  sold  yearly,  a  small  profit  could  be  made  on  an  8-ounce 
package  sold  to  retail  at  10  cents.  An  8-ounce  package  of  rice 
flakes  was  the  same  size  as  an  8-ounce  package  of  wheat  flakes, 
and  slightly  smaller  than  an  8-ounce  package  of  corn  flakes. 

In  191 2  the  White  Star  Cereal  Company  had  attempted  to 
place  popped  wheat  on  the  market  at  8  cents  a  package.  An 
intensive  sampling  and  advertising  campaign  was  conducted,  and 
missionary  salesmen  solicited  orders  from  retailers.  The  total 
sales  for  the  spring  and  summer  were  50%  less  than  the  esti- 
mated sales.  In  1913,  with  apparently  little  change  in  business 
conditions,  the  White  Star  Cereal  Company  made  plans  for  plac- 
ing popped  rice  on  the  market,  a  prepared  breakfast  food  similar 
to  popped  wheat.  Small  sample  packages  of  both  these  products 
were  distributed  at  the  same  time,  and  the  retail  price  of  the 
full-sized  packages  of  both  products  was  set  at  12  cents  each. 
The  sales  of  both  products  exceeded  the  estimated  sales  of  the 
year.  With  the  memory  of  this  experience  still  fresh,  the  company 
hesitated  to  set  a  price  of  10  cents  on  rice  flakes,  even  though  it 
believed  a  satisfactory  profit  could  be  made  after  recognition  of 
the  product  had  been  established. 

The  following  table  gives  the  weight  of  packages,  the  usual 
retail  price  per  package,  and  the  sales  for  four  and  one-half 
years  for  all  the  breakfast  foods  manufactured  by  the  White  Star 
Cereal  Company. 


Product 

Weight 

of 
Package 

Usual 
Retail 
Price 

Sales 

(In  million  packages) 

191S          iqiq           1920          1921        1922* 

White  Star  Farina 

12  oz. 

12  oz. 

8oz. 

4  oz. 
8oz. 

5  oz. 
8oz. 

18  cents 
17  cents 
8  cents 
14  cents 
12  cents 
17  cents 

8.6 

8-3 

Si- 6 

6S- 3 

37-7 

03 

42.0 

8.2 

9  0 

5-4 

White  Star  Rolled  Oats 

White  Star  Corn  Flakes 

White  Star  Popped  Wheat. . . 
White  Star  Wheat  Flakes. . . . 

White  Star  Popped  Rice 

White  Star  Rice  Flakes 

43 
60 

40 

42 

3 
4 
3 

6 

52 

56 
34 
18 
38 

I 
7 
2 
4 
9 

54 
53 
31 
22 

37 

7 
9 
0 

7 

5 

37-0 
24.0 
18.4 
143 
26. 1 

•1922,  six  months  only. 

A  123/2%  trade  discount  from  the  retail  list  price  was  granted 
to  wholesalers  and  three  chain-store  companies,  in  addition  to  the 
20%  discount  allowed  to  retailers. 

The  advertising  agency  which  conducted  the  advertising  of  the 
White  Star  Cereal  Company  in  1922  tested  the  demand  for  rice 
flakes  by  serving  small  portions  of  the  five  prepared  breakfast 
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foods  of  the  company  to  50  persons  employed  by  the  advertising 
agency.    The  order  of  preference  was  tabulated  as  follows: 

Product 12345 

White  Star  Corn  Flakes 16  9  6  8  n 

White  Star  Popped  Wheat 1 1  9  n  10  9 

White  Star  Wheat  Flakes 6  10  9  T4  11 

White  Star  Popped  Rice 9  1 2  13  7  9 

White  Star  Rice  Flakes 8  10  1  r  11  10 

The  results  of  the  test  were  accepted  by  the  company  as  con- 
firming its  opinion  that  there  was  a  potential  demand  for  the 
new  product.  An  appropriation  of  $200,000  was  made  for  sam- 
pling and  advertising.  It  was  estimated  that  this  amount  would 
cover  the  cost  of  5,000,000  samples,  the  expense  of  distributing 
them,  and  the  cost  of  window  displays  and  newspaper  advertis- 
ing during  the  initial  campaign. 

What  retail  list  price  should  the  White  Star  Cereal  Company 
have  set  for  its  rice  flakes? 


9.  Crowley  Company 
setting  price  on  new  product 

The  Crowley  Company,  of  Elizabeth,  New  Jersey,  manufac- 
tured asphalt  roll  roofing,  shingles,  felt,  coating,  water-proof 
paper,  cement,  plastic,  and  paint.  In  May,  1924,  after  extensive 
experiments,  the  company  began  to  produce  in  quantity  a  new 
type  of  colored  asphalt  shingles.  The  president  directed  the  sales 
manager  to  set  a  selling  price  on  the  new  product;  the  company 
did  not  attempt  to  stipulate  resale  prices. 

The  company,  which  was  one  of  the  leaders  in  the  industry, 
maintained  factories  at  Elizabeth,  and  at  St.  Louis,  Missouri. 
Branch  sales  offices  were  located  at  New  York,  Chicago,  and  St. 
Louis.  Since  the  company's  products  were  cheap  in  comparison 
with  their  bulk,  freight  charges  were  an  important  factor  in  the 
determination  of  total  costs  to  purchasers,  and  the  company  was 
unable  to  sell  its  products  west  of  the  Rocky  Mountains.  It 
sold  throughout  the  remainder  of  the  United  States,  however, 
to  wholesalers  of  building  materials,  hardware  wholesalers,  large 
retailers,  and  large  industrial  companies.    The  company  main- 
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tained  a  staff  of  43  salesmen,  who  called  on  all  its  customers  and 
also  on  contractors  and  architects. 

The  company's  terms  were  2%  10  days,  net  30  days.  On  12 
of  its  products  the  company  allowed  an  8%  discount  to  whole- 
salers and  on  2  other  products  it  allowed  a  discount  of  6%.  These 
same  discounts  also  were  offered  to  all  other  customers  who  pur- 
chased at  least  20  carloads  from  the  company  during  a  year.  The 
discounts  were  based  on  carload  prices;  prices  on  less-than-car- 
load  lots  were  from  4%  to  12%  higher  than  the  carload  prices. 

The  company  made  plain,  uncolored  asphalt  shingles  which 
were  similar  in  many  respects  to  the  colored  shingles.  Both 
products  were  made  on  the  same  machines,  but  the  manufac- 
ture of  the  colored  shingles  required  several  additional  attach- 
ments. The  coloring  was  somewhat  more  costly  than  the  coating 
of  the  plain  shingles.  During  the  first  part  of  1924,  the  average 
factory  cost  of  the  plain  shingles  was  about  $3.50  a  square.  A 
square  comprised  108  square  feet.  The  list  price  of  the  plain 
shingles  to  purchasers  of  carload  lots  was  $5.05  a  square,  and 
to  purchasers  of  less-than-carload  lots,  $5.61  a  square.  A  dis- 
count of  6%  from  the  carload  price  was  allowed  to  wholesalers 
and  to  20  large  retailers.  The  company's  average  gross  margin 
on  this  line,  in  the  same  period,  was  approximately  32%  of  net 
sales.  The  average  total  selling  cost,  including  sales  commissions 
and  administrative  and  general  office  overhead,  was  20%  of  net 
sales.  The  average  net  profit  on  the  line,  therefore,  approximated 
12%.  The  percentage  of  selling  expense  was  about  the  same  for 
all  products  of  the  company.  The  company's  average  net  profit 
for  the  business  as  a  whole  ranged  from  8%  to  10%  of  sales. 
The  company  estimated  that  after  several  months  the  factory 
cost  of  the  colored  shingles  would  be  $3.80  a  square.  The  cost 
was  expected  to  be  somewhat  higher  temporarily,  while  the 
workmen  were  not  familiar  with  the  process  for  making  the  new 
product. 

Several  competitors  of  the  Crowley  Company  also  manufac- 
tured colored  shingles.  The  competitive  shingles  when  placed 
upon  roofs  gave  the  appearance  of  blotches  rather  than  of  a  uni- 
form color,  while  the  coloring  of  the  shingles  of  the  Crowley 
Company  was  so  blended  as  to  produce  a  monotone  effect.  The 
sales  prices  of  the  colored  shingles  of  competitors  varied  from 
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50  cents  to  $1  a  square  above  the  wholesale  prices  of  the  com- 
pany's uncolored,  asphalt  shingles. 

If  the  company  set  the  prices  for  the  colored  shingles  in  line 
with  the  highest  price  which  was  received  by  competitors  for  a 
similar  product,  the  gross  margin  on  the  line  would  be  37%,  and 
the  average  net  profit  of  the  company  would  be  earned  imme- 
diately. Since  it  was  not  possible  to  estimate  accurately  the 
demand  for  the  colored  shingles,  stocks  might  be  built  up  which 
could  not  be  sold  except  at  a  loss;  it  was  the  custom  of  the  com- 
pany to  manufacture  for  stock  and  not  upon  special  orders.  The 
quality  of  the  colored  shingles  was  to  be  differentiated  sharply 
from  that  of  the  uncolored  shingles.  A  higher  price  would  em- 
phasize the  higher  quality. 

On  the  other  hand,  if  the  company  decided  to  charge  prices 
in  line  with  the  highest  prices  charged  for  similar  products  by 
competitors,  it  might  have  difficulty  in  meeting  competition 
except  in  the  territories  near  its  factories,  where  the  freight 
differential  would  give  it  an  advantage.  High  selling  prices,  the 
sales  manager  believed,  would  tend  to  cause  a  continuation  of 
the  high  costs  incident  to  a  new  process.  If  the  sales  manager 
could  show  to  the  production  department  that  the  net  profit  on 
a  line  was  lower  than  the  average  for  the  company,  he  had  a 
good  basis  for  demanding  a  reduction  in  costs.  With  the  prices 
$1  above  the  selling  prices  of  the  uncolored  shingles,  the  net 
profit  would  be  above  the  average  for  the  whole  factory.  In 
the  opinion  of  the  sales  manager,  these  prices  for  the  colored 
shingles  would  restrict  sales  of  that  item,  regardless  of  prices 
of  competitors.  He  believed  that  the  average  builder  would  buy 
the  company's  ordinary  asphalt  shingles  rather  than  pay  the 
price  differential  which  would  exist  between  these  shingles  and 
the  colored  shingles  if  the  company  asked  the  highest  price 
asked  by  competitors  for  similar  products. 

The  sales  manager  estimated  that  wholesale  prices  of  about 
$5.25  a  square  for  carload  lots  and  of  about  $5.78  a  square  for 
less-than-carload  lots  would  give  a  net  profit  on  the  line  approxi- 
mately equal  to  the  company's  average  net  profit  of  from  8% 
to  10%.  At  those  prices,  it  seemed  probable  that  the  company's 
sales  of  uncolored  shingles  would  be  reduced,  because  the  differ- 
ence in  the  prices  of  the  two  types  of  shingles  would  be  less  than 
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the  difference  in  their  factory  costs.  Since  the  net  profit  on  the 
uncolored  shingles  was  12%,  this  would  result  in  a  loss  of  profit 
to  the  company. 

If  the  prices  were  set  so  as  to  yield  ultimately  a  gross  margin 
of  32%,  the  same  as  the  gross  margin  on  the  uncolored  shingles, 
the  sales  prices  would  be  in  line  with  the  lowest  prices  charged 
by  competitors;  that  is,  $5.55  a  square  in  carload  lots,  and  $6.10 
in  less-than-carload  lots.  The  cost  differential  between  uncolored 
and  colored  shingles  would  be  maintained  in  the  prices  of  the 
two  types.  The  sales  manager  did  not  believe  that  with  this 
differential  there  would  be  any  substitution  of  uncolored  shingles 
for  colored  shingles  by  those  who  desired  the  latter.  The  ad- 
vantage which  the  company  would  gain  over  the  competitors 
who  charged  higher  prices  would  assist  it  to  build  up  a  demand 
for  the  product. 

The  sales  manager  decided  to  price  the  colored  shingles  at 
$5.55  a  square  in  carload  lots,  and  at  $6.10  a  square  in  less-than- 
carload  lots.  He  concluded  that  a  much  larger  quantity  would 
be  sold  at  those  prices  than  at  the  higher  prices,  and  that  the 
sales  of  the  uncolored  shingles  would  not  be  decreased  materially. 
Even  if  buyers  substituted  the  colored  for  the  uncolored  shingles, 
the  profits  of  the  company  would  not  be  reduced. 


10.  Juniper  Knitting  Mills 

adjustment  of  manufacturer's  prices  to  correspond 
to  customary  retail  prices 

Although  price  changes  on  its  line  of  women's  high-grade  knit 
underwear  previously  had  been  based  primarily  on  its  costs,  in 
October,  1922,  the  Juniper  Knitting  Mills  proposed  henceforth 
to  adjust  its  prices  to  correspond  to  the  customary  scale  of  retail 
prices.1  Juniper  underwear  was  nationally  advertised  and  sold 
to  retailers  throughout  the  United  States  by  the  company's  sales- 
men. Exclusive  agencies  were  not  granted  except  in  towns  with 
less  than  15,000  population. 

According  to  the  new  plan,  a  list  was  made  up  of  the  retail 
selling  prices  commonly  used;  from  this  list  the  prices  that  re- 

1See  also  Van  Roon  Mills,  page  461. 
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tailers  should  be  charged  to  yield  them  the  common  rates  of 
mark-up  were  figured.  Since  the  more  expensive  grades  of 
underwear  were  presumed  to  have  a  slower  rate  of  stock-turn, 
higher  rates  of  mark-up  were  used  for  those  products.  The  fol- 
lowing table  was  prepared  for  the  use  of  retailers,  as  well  as  for 
the  guidance  of  the  mill  in  quoting  its  prices: 


Customary 

Retail  Prices 

per  Pair 

$0.50.... 

•59..  • 

.65.... 

.69.... 

.75.... 

.70-... 

.80.... 

.95-... 

.98.... 
1 .00 ... . 
x.15.... 

1. 19 

1.25.... 

1.35... 

1.39 

1.50.... 

I.59-... 

1.69. . . . 

I-75---- 

1.89 

1.98 

2.00. . . . 

2.25 

2.50 

2.75.... 

3.00 

3-So.... 

3-75  •••• 
4.00. . . . 

4-50-... 
4.75. ... 
5.00 

5-75  ■••• 
6.00. . . . 

6.75  •••• 
7.50.... 
8.50.... 

9-75- ■•• 
10.00.  . . . 


Wholesale  Prices  per  Dozen  at  Specified 
Rates  of  Mark-Up 


33^% 
$4.00 
4.72 
5.20 
5-52 
6.00 
6.32 
7.12 
7.60 
7.84 


35% 


37lA%         40% 


42^% 


7.80 

8.97 
9.28 

9-75 
10.53 
10.84 
11.70 
12.40 
13-18 
1305 
14.74 

1544 


$i5-oo 
16.88 

18.75 
20.63 
22.50 
26.25 
28.12 
30.00 
33-75 
35-63 


$36.00 
41.40 
43.20 
48.60 
54  -oo 


$58.65 
67.28 
69.00 


For  a  style  of  underwear  on  which  the  costs  of  manufacture 
and  sale  and  manufacturer's  normal  net  profit  amounted  to 
$11.10  per  dozen,  for  example,  the  wholesale  price  was  placed 
either  at  $10.84  or  at  $11.70  per  dozen.  When  the  costs  of  a 
particular  style  changed,  wholesale  prices  were  to  be  changed 
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only  if  it  was  necessary  to  effect  a  change  in  the  retail  price  of 
that  style.  No  intermediate  wholesale  prices  between  those 
stated  in  this  list  were  to  be  quoted  by  the  manufacturer. 

This  method  apparently  would  result  in  greater  profits  to  the 
Juniper  Knitting  Mills  while  limiting  those  of  retailers.  Since, 
however,  the  usual  methods  pursued  by  retailers  in  marking  un- 
derwear to  sell  at  customary  prices  were  held  by  the  manufac- 
turer to  be  unscientific,  the  new  method  was  expected  to  react 
to  the  retailers'  benefit  by  providing  them  with  reasonable  and 
profitable  selling  prices. 


n,  Tasker  Brill  Company 

SIMPLIFICATION 

The  executives  of  the  Tasker  Brill  Company  in  1922  concluded 
that  too  many  selling  prices  were  used  in  most  of  the  departments 
of  the  store  which  the  company  operated.  In  the  bathing  suit 
department,  for  example,  more  than  60  prices  were  used.  Ladies' 
coats  were  sold  at  more  than  35  prices. 

It  was  suggested  that  a  limited  number  of  standard  prices 
should  be  established  for  each  department.  One  of  the  most 
important  advantages  of  price  standardization,  according  to  the 
merchandise  manager,  was  the  elimination  of  price  competition 
within  departments.  A  customer  willing  to  pay  approximately 
$50  for  a  coat,  for  example,  would  be  less  confused  if  shown  coats 
in  a  variety  of  styles,  fabrics,  and  colors  at  $50  than  if  she  were 
shown  fewer  coats  at  each  of  a  number  of  prices  ranging  from  $45 
to  $55.  If  customers'  selections  were  facilitated  by  the  elimina- 
tion of  such  price  competition,  the  salespeople  would  be  able  to 
make  sales  more  readily.  Fewer  prices  also  would  make  it  easier 
for  the  salespeople  to  familiarize  themselves  with  the  stock.  Buy- 
ers, moreover,  would  go  into  the  market  seeking  merchandise  at 
definite  prices,  and  might  obtain  concessions  from  manufacturers 
by  explaining  the  necessity  of  securing  merchandise  which  could 
be  sold  at  the  fixed  prices. 

On  the  other  hand,  standardized  prices  might  be  too  inflexible. 
Competitors  would  be  likely  to  sell  at  prices  slightly  lower  than 
those  adopted  by  the  company.  It  seemed  probable,  however, 
that  exceptions  to  the  standard-price  policy  could  be  made  so  that 
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competitors'  prices  could  be  met.  Another  objection  raised  was 
that  buyers  might  be  unable  to  purchase  special  offerings  of  mer- 
chandise at  lower  prices  because  there  would  be  no  standard 
prices  at  which  it  could  be  sold  and  allow  a  reasonable  margin. 
The  amounts  of  mark-downs,  moreover,  would  tend  to  be  greater 
with  standard  prices,  since  in  each  instance  the  price  would  be 
reduced  to  the  next  lower  standard  price  rather  than  to  an  inter- 
mediate price.  In  one  way  this  feature  would  be  an  advantage, 
because  there  would  be  no  question  about  the  price  to  which 
merchandise  should  be  marked  down. 

In  May,  1922,  the  company  decided  to  standardize  prices  in 
its  ready-to-wear  departments  and  to  extend  the  standard-price 
policy  to  other  departments  as  speedily  as  practicable.  In  sev- 
eral departments,  figures  showing  the  number  of  garments  sold 
at  each  price  during  the  preceding  three  months  were  used  as 
the  basis  for  determining  which  prices  should  be  made  standard. 
In  other  departments,  standard  prices  were  selected  on  the  basis 
of  the  experience  of  the  buyers.  In  most  cases  the  particular 
prices  selected  were  thought  to  be  unimportant,  so  long  as  the 
number  was  reduced. 

For  the  ladies'  coat  department  the  following  schedule  of  prices 
was  adopted:  $22.50;  $25.00;  $29.75;  $33.00;  $38.00;  $45.00; 
$55.00;  $65.00;  $75.00;  $85.00;  $98.00;  $115.00;  $135-00; 
$150.00;  $165.00;  $175.00;  $185.00;  $198.00;  $225.00.  The 
prices  $33.00,  $38.00,  and  $45.00  were  established  to  undersell 
coats  marked  by  competitors  at  $35.00,  $39.50,  and  $49.50,  re- 
spectively. The  manager  of  the  department  wished  to  establish 
a  volume  of  sales  at  the  $33.00,  $38.00,  and  $45.00  prices  and 
was  convinced  that  the  reductions  below  competitive  popular 
prices  would  accomplish  this  end.  The  merchandise  manager 
also  attempted  to  make  the  intervals  between  prices  proportional; 
for  example,  the  difference  between  $22.50  and  $25.00,  the  next 
higher  price,  was  approximately  the  same  percentage  of  that  price 
as  was  the  difference  between  $75  and  $85  as  a  percentage  of  the 
latter  price.  Within  a  short  time,  four  additional  prices,  $49.50, 
$59-50,  $69.50,  and  $79.50,  were  added  to  enable  the  company 
to  meet  the  competition  of  other  stores  which  were  selling  coats  at 
those  prices. 

In  other  ready-to-wear  departments  standard  prices  also  had 
been  determined  upon  according  to  the  judgment  of  the  buyers 
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and  merchandise  managers,  and  later  altered,  if  necessary,  to  meet 
competition.  Custom  frequently  entered  into  the  decisions  as  to 
prices  to  select.  Standard  prices  differed  for  the  various  depart- 
ments. In  the  blouse  department,  for  example,  the  price  $24.75 
was  used  instead  of  $25.00,  one  of  the  standard  prices  for  coats; 
this  was  done  because  the  executives  believed  that  a  25-cent  dif- 
ferential on  an  expensive  blouse  seemed  greater  than  the  same 
differential  on  a  low-priced  coat. 

After  standard  prices  had  been  in  effect  for  a  year,  the  mer- 
chandise manager  was  entirely  satisfied  with  their  use.  For  the 
ready-to-wear  departments  as  a  whole  the  value  of  the  stock  on 
hand  had  decreased  20%,  sales  had  increased  5.1%,  and  the  rate 
of  stock-turn  had  increased  from  3  times  to  4.4  times  for  the 
period.  The  coat  department  showed  a  30%  reduction  of  stock, 
an  increase  of  0.4%  in  sales,  an  increase  in  the  rate  of  stock-turn 
from  4.4  times  to  7.3  times,  and  a  50%  increase  in  percentage 
of  profit.  These  figures  were  attributed  largely  to  the  standard- 
ization of  prices,  although  the  influence  of  other  factors  was 
recognized. 


12.  Crocker  &  Lang  Veneer  Company 
joint  COST1 

The  Crocker  &  Lang  Veneer  Company  in  1922  wished  to  in- 
crease its  sales  of  veneer.  Since  only  about  30%  of  the  material 
in  the  logs  purchased  was  satisfactory  for  veneer,2  the  remainder 
was  made  into  lumber.  Up  to  that  time,  three-fourths  of  the 
cost  of  the  logs  had  been  charged  to  veneer  and  one-fourth  to  the 
lumber  by-product.  Under  this  method  of  allocating  cost  a 
good  profit  was  made  on  the  manufacture  of  veneer  and  a  small 
profit  on  the  manufacture  of  lumber.  It  was  proposed,  how- 
ever, that  the  firm  should  change  its  method  of  charging  raw 

1  For  a  discussion  of  some  aspects  of  the  theory  of  joint  cost,  see  F.  W.  Taussig, 
Principles  of  Economics,  Vol.  I,  chap.  xvi.  See  also  James  Mercer,  page  25;  Vadner 
Department  Store,  page  29;  Cleland  Company,  page  152;  Massasoit  Leather  Com- 
pany, page  287;  Intervale  Supply  Company,  page  275;  Hide  Trade,  page  353;  Ames 
Electric  Company,  page  430;  Kittet  Company,  page  443;  New  England  Milk  Pro- 
ducers' Association,  page  637;  Appalachian  Coal  Mining  Company,  page  661. 

2  Veneer  is  a  term  applied  to  thin  leaves  or  layers  of  wood.  Generally  veneer 
is  made  of  valuable  wood  and  is  laid  over  a  core  of  inferior  wood.  Ply  wood  also 
is  made  of  layers  of  veneer  in  which  the  grains  run  in  different  directions  so  that 
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material  to  its  products  in  order  that  the  cost  of  the  manufac- 
tured veneer  could  be  reduced  and  a  consequent  cut  in  price 
made.  No  definite  figures  were  available  to  show  the  probable 
effects  of  such  a  procedure  on  gross  sales  and  net  profit. 

About  50%  of  the  material  used  by  the  veneer  plant  was  yellow 
birch  and  hard  maple  logs  from  Vermont.  Although  logs  suitable 
for  lumber  could  be  obtained  by  sawmills  for  $15  to  $20  per 
thousand  feet,  the  cost  of  logs  suitable  for  veneer  was  about  $50 
per  thousand  feet,  at  the  prices  current  in  October,  1922.  Men 
were  sent  out  from  the  Crocker  &  Lang  Veneer  Company's  fac- 
tory in  Boston  to  travel  through  the  high-grade  maple  and  birch 
sections  of  western  Vermont  in  order  to  pick  out,  either  in  the 
woods  or  at  the  mills,  logs  which  were  judged  to  be  suitable  for 
veneer.  Similar  methods  were  employed  in  selecting  walnut  and 
yellow  poplar  logs.  The  cost  of  mahogany  and  foreign  woods, 
obtained  through  brokers  in  London  who  were  acquainted  with 
the  needs  of  veneer  plants,  occasionally  exceeded  $200  per 
thousand  feet. 

One  method  of  cost  distribution  which  had  been  considered  was 
to  charge  two-thirds  of  the  raw  material  price  to  the  veneer  and 
one-third  to  the  lumber.  It  had  been  estimated  that  thereby  a 
slight  loss  would  be  taken  on  the  lumber,  but  that  it  then  would 
be  possible  to  reduce  the  price  on  veneer  low  enough  to  undersell 
competitors  and  increase  sales  substantially. 

It  also  had  been  suggested  that  the  raw  material  be  charged 
to  both  the  veneer  and  the  lumber  at  its  actual  cost.  In  that  case 
lumber  would  bear  70%  of  the  raw  material  cost  and  veneer  the 
remaining  30%.  This  method  would  have  resulted  in  a  large  in- 
crease in  the  profit  on  veneer  and  a  heavy  loss  on  lumber. 

Another  plan  which  was  discussed  was  to  allocate  the  cost  of 
the  raw  material  to  the  product  according  to  the  amount  for 

it  is  impossible  to  split  it;  in  this  way  strong,  light  pieces  are  built  up.  Veneer  is 
cut,  either  with  thin  saws  or  with  knives,  from  logs  which  have  been  steamed  for 
several  hours  in  order  to  soften  them. 

The  company  saws  each  log  into  as  large  a  quantity  of  veneer  as  possible. 
The  veneer  from  each  log  is  kept  together  throughout  the  process  of  drying, 
flattening,  and  shipping.  The  salesmen  go  out  with  samples  from  each  log  which 
are  selected  so  as  to  give  the  best  idea  of  the  color  and  figure.  As  all  veneer  from 
one  log  will  react  similarly  to  the  same  kind  of  varnish  and  polishing  and  will 
have  the  same  figure,  the  users  of  high-grade  veneers  always  desire  to  obtain  the 
product  from  one  log  for  use  in  one  room  or  in  one  piece  of  furniture.  It  is  sold 
by  surface  area;  the  prices  are  set  according  to  the  species  and  quality  of  log 
from  which  the  veneer  is  obtained  and  according  to  the  beauty  of  the  figure. 
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which  the  product  was  sold;  thus,  if  logs  costing  $60  were  manu- 
factured into  veneer  that  sold  for  $150  and  lumber  that  sold  for 
$30,  the  raw  material  cost  of  the  veneer  would  have  been  figured 
at  $50  and  of  the  lumber  at  $10. 


13.  Tescott  Hosiery  Manufacturing  Company 

pricing 

On  October  15,  19 19,  the  Tescott  Hosiery  Manufacturing 
Company  was  making  up  its  price  list  for  January,  February, 
and  March  deliveries.  It  had  raw  materials  in  yarns  and  dyes  on 
hand  for  about  30%  of  its  estimated  production  for  the  spring 
season.  Because  of  the  conditions  in  the  raw  material  market 
which  were  causing  prices  to  advance  rapidly  the  company  had 
concluded  not  to  sell  more  than  30%  of  its  spring  output  at  the 
new  prices  that  it  was  about  to  quote.  One  of  the  questions  to 
be  decided  was  whether  the  quotations  should  be  based  on  the 
actual  cost  of  labor  and  materials  or  on  the  replacement  cost, 
which  was  somewhat  higher.  Prices  and  wages  had  been  rising 
rapidly;  labor  was  scarce;  car  shortages  were  causing  delays  in 
transportation;  and  manufacturers  and  merchants  were  more 
concerned  about  securing  prompt  deliveries  than  about  the  prices 
that  they  paid.  Public  criticism  of  "profiteering"  was  nearly 
universal  and  bitter.  The  question  also  arose  whether  to  price 
the  different  styles  on  a  flat  percentage  of  gross  margin  or  on  a 
varying  percentage,  higher  for  the  more  expensive  grades  and 
lower  for  the  cheaper.  To  cover  selling  expenses,  interest,  taxes, 
dividends,  and  to  provide  a  reserve  for  a  period  of  depression,  an 
average  gross  margin  of  23.7%  of  sales  was  aimed  at. 

Production  figures,  price-lists  for  past  years,  cost  figures,  and 
the  quantities  to  be  offered  of  each  of  the  12  styles  manufac- 
tured by  the  company  at  the  beginning  of  the  spring  season  were 
as  shown  in  Exhibit  1 . 

The  production  figures,  prices,  and  costs  were  in  dozens  of  pairs. 
The  estimated  cost  was  based  on  the  cost  of  materials  on  hand 
which  had  been  purchased  in  advance.  The  replacement  cost 
figures  were  based  on  the  existing  market  prices  of  the  raw  mate- 
rials.   The  quantities  to  be  offered  were  the  quantities  of  each 
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style  which  the  mill  hoped  to  sell  at  the  beginning  of  the  season 
and  for  which  it  had  materials  on  hand. 

Styles  A  and  B  were  staple  cotton  half-hose.  Style  C  was 
mercerized  half-hose,  a  staple  number.  The  remainder  of  the 
styles,  except  L,  which  was  a  child's  number,  were  women's 
hosiery.  D,  E,  F,  G,  and  H  were  all  staple  numbers  of  cotton 
hosiery.  Style  I  was  staple  silk  hosiery,  J  fancy  mercerized,  and 
K  fancy  pure  silk. 

The  prices  at  which  the  various  styles  were  offered  and  the 
quantities  for  which  orders  were  received  on  this  offering  were  as 
follows : 


Style 

Price 

Orders 
Received 

Style 

Price 

Orders 
Received 

A 

$2.25 

49,000 

G 

$  6.00 

23,000 

B 

2-45 

36,000 

H 

6.50 

24,000 

C 

4-75 

16,000 

I 

7.00 

11,000 

D 

3.00 

31,000 

J 

10.00 

38,000 

E 

5So 

31,000 

K 

11.25 

31,000 

F 

6.25 

42,000 

L 

3-5o 

83,000 

14.  Fox  Mills 
pricing 

In  1922  it  was  proposed  that  the  Fox  Mills,  which  manufac- 
tured underwear,  should  discontinue  using  an  average  figure  in 
pricing  various  sizes  and  finishes  of  each  style  of  underwear  and 
adopt  a  method  whereby  each  size  and  finish  of  a  particular 
style  would  bear  a  price  proportional  to  its  cost.  The  company's 
products  were  classified  into  men's,  women's,  boys',  misses',  and 
children's  garments;  these  classes  were  subdivided  into  union 
suits,  shirts,  and  drawers;  and  a  further  subdivision  was  made 
into  3  heights  of  neck,  4  lengths  of  sleeves,  and  3  lengths  of  legs. 
These  types  of  garments  were  offered  for  sale  in  55  fabrics,  com- 
posed of  combed  or  carded  yarns,  cotton,  wool,  silk,  and  mix- 
tures, and  knitted  in  several  ways.  Each  style  was  manufactured 
in  an  assortment  of  sizes.  Children's  sizes  were  1,  2,  3,  4,  5,  and 
6;  the  prices  for  children's  garments  varied  between  sizes.  Boys' 
and  misses'  sizes  were  2,  4,  6,  8,  10,  12,  14,  and  16;  for  these 


PRICE  POLICIES 


691 


garments  no  price  variations  were  made  on  a  basis  of  size.  Men's 
sizes  ran  on  the  even  numbers  from  34  to  50  and  were  divided 
into  regulars  and  stouts,  which  were  sold  at  the  same  prices. 
Women's  sizes  were  divided  into  regulars  and  extras.  The  regu- 
lar sizes,  4,  5,  and  6,  were  sold  at  one  price,  and  the  extra  sizes, 
7,  8,  and  9,  were  sold  at  a  slightly  higher  price. 

The  selling  prices  varied  between  fabrics  and  between  the 
major  classes  of  products,  but  with  the  exceptions  just  stated,  no 
differentiations  in  price  were  made  between  sizes  of  the  same 
style  or  for  different  heights  of  neck  or  lengths  of  sleeves  and 
legs.  When  the  price  for  a  style  was  to  be  determined,  the  sales 
of  that  style  in  dozens  were  estimated  and  the  total  manufactur- 
ing cost  for  that  quantity  was  figured.  The  average  gross  margin 
necessary  for  meeting  general  management  expense,  selling  ex- 
pense, and  net  profit  was  2  7  %  of  net  sales.  That  was  equivalent 
to  37%  of  cost.  The  addition  of  37%  to  the  estimated  cost, 
therefore,  gave  the  figure  for  the  estimated  sales  of  that  style  in 
dollars.  Total  sales  in  dollars  were  divided  by  the  total  number 
of  dozens  of  estimated  sales  to  determine  the  average  selling 
price  per  dozen  in  that  group.  An  example  of  this  method  of 
figuring  prices  follows: 

Style  Number  673  (Ladies') 


Neck 

Cost 
per  Dozen 

Estimated  Sales 
in  Dozens 

Total  Mill 
Cost 

1 

Selling  Price 
to  Retailers 
per  Dozen 

High 
Dutch 
Band  Top 

$6.82 
5.83 

3-04 

1,000 
8,200 

800 

$  6,820 

47,806 

2,432 

$57,058 

$7.80 
7.80 
7.80 

10,000 

The  mark-up  of  37%  on  the  total  mill  cost  amounted  to 
$21,111.  The  addition  of  that  amount  to  the  total  mill  cost  gave 
a  figure  for  estimated  sales  of  $78,169.  The  estimated  sales  in 
dozens  being  10,000,  the  selling  price  was  placed  at  $7.80  a  dozen. 

The  cost  per  dozen  included  labor,  material,  and  factory  over- 
head expense.  Costs  were  built  up  on  a  pound  basis.  Most  of 
the  operations  were  paid  for  on  a  piece  rate  system;  thus  the 
direct  labor  cost  could  be  reduced  to  a  definite  amount  per  pound. 
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To  this  direct  labor  cost,  indirect  labor  costs  were  added  at  a 
standard  rate,  and  to  the  entire  labor  cost  the  overhead  was 
added,  also  at  a  standard  rate  per  pound.  The  costs  attributed 
to  the  different  sizes  and  finishes  of  a  particular  style  varied, 
consequently,  because  of  differences  in  the  quantities  of  material 
required.  To  determine  costs  for  a  particular  style  and  finish, 
the  usual  ratio  of  the  sales  of  each  size  to  the  total  sales  of  the 
group  was  determined  from  previous  sales  records.  For  example, 
sales  of  sizes  of  one  style  of  garment  usually  were  as  follows: 

Size  of  garment  456789 
Sales  in  dozens  135444 

By  use  of  these  ratios,  the  average  weight  per  dozen  garments  sold 
of  that  style  was  determined,  and  the  costs,  which  were  built  up 
on  a  basis  of  the  weight  of  the  fabric,  were  computed. 

The  treasurer  of  the  Fox  Mills  believed  that  it  was  inadvisable 
for  the  company  to  sell  any  of  its  products  at  a  loss  and,  further- 
more, that  it  was  only  fair  that  customers  should  pay  in  propor- 
tion to  the  cost.  Hence,  he  proposed  to  base  the  price  of  each 
size  and  type  of  garment  on  its  actual  cost.  The  company  had 
taken  a  step  in  this  direction  a  few  years  previously  when  it  had 
changed  its  method  of  pricing  children's  underwear.  Consumers 
had  expressed  the  opinion  that  garments  for  a  four-year-old  child, 
for  instance,  should  not  bear  the  same  prices  as  those  for  a  ten- 
year-old  child.  The  averaging  method,  therefore,  by  which  all 
sizes  of  children's  underwear  of  a  particular  style  had  been  sold  at 
the  same  price,  had  been  changed  to  one  by  which  sizes  bore 
different  prices  based  on  cost.  The  variations  in  cost  between  the 
sizes  in  boys',  misses',  men's,  and  women's  garments  were  by  no 
means  negligible,  although  they  generally  were  less  than  the  vari- 
ations in  the  costs  of  children's  garments. 

So  far  as  was  known,  no  competitor  had  made  the  change  in 
price  policy  proposed  by  the  treasurer  of  the  Fox  Mills.  There 
was  the  possibility,  consequently,  that  the  innovation  would  not 
be  received  favorably  by  the  company's  customers  and  that  sales 
would  be  affected  adversely.  Cataloging  and  pricing  would  be 
complicated,  so  that  price  changes  would  entail  more  clerical 
work  than  was  necessary  under  the  method  in  use. 

On  the  other  hand,  the  company  was  working  toward  stand- 
ardization;  it  recently  had  discontinued  manufacturing  several 
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slow-selling  styles.  It  was  suggested  that  perhaps  the  proposed 
price  policy  would  aid  in  standardization  by  encouraging  the 
purchase  of  the  cheaper  types  of  garments.  For  example,  the 
company  made  a  light-weight  summer  garment  with  a  high  neck 
because  of  the  demand  of  a  few  customers,  and  it  was  expected 
that  a  price  differential  in  most  cases  would  cause  those  custom- 
ers to  change  to  the  more  popular  low-neck  style.  Eventually 
such  a  price  policy,  it  was  stated,  should  shift  sales  to  the  styles 
which  could  be  manufactured  most  economically  and,  consequent- 
ly, the  Fox  Mills  would  have  a  price  advantage  unless  competitors 
made  similar  changes  in  their  policies. 


15.  Dexter  Machinery  Company 
relation  of  overhead  expense  to  prices 

The  Dexter  Machinery  Company  distributed  its  departmental 
overhead  expense  to  its  products  on  a  productive  hour  basis  and 
charged  off  the  under-  or  overabsorbed  balance  of  overhead  ex- 
pense directly  to  profit  and  loss  at  the  end  of  each  fiscal  year. 

The  overhead  expense  in  Department  B,  for  example,  amounted 

t0  $9)733-83  in  August,  1922,  and  the  labor  hours  of  the  direct 

workmen  totaled  5,867.    The  productive  hour  rate  for  overhead 

in  this  department  for  the  month,  therefore,  was  $1.66.     From 

January,  192 1,  to  August,  1922,  the  monthly  rate  had  been  as 

follows: 

1921  1922 

January    $1.24  $1.88 

February    1.37  1.83 

March 1.45  1.78 

April   1.56  1.85 

May    1.67  1.88 

June    2.03  2. co 

July 2.23  1.83 

August    2.17  1.66 

September     2.10  .... 

October 2.08  .... 

November     1.98  .... 

December  1 .94 

The  rate  in  January,  1921,  ($1.24)  was  approximately  the 
average  rate  which  previously  had  been  incurred  by  the  com- 
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pany  in  normal  months.  The  average  rate  was  used  in  charging 
overhead  to  jobs,  so  that  the  product  could  be  priced  low  enough 
to  meet  competition;  unabsorbed  overhead  was  charged  off  di- 
rectly to  profit  and  loss. 

Was  this  a  sound  plan  for  determining  prices? 


1 6.    COFFEYVILLE  TEXTILE  MACHINERY  COMPANY 
DERIVED  DEMAND 

Although  costs  had  not  been  reduced  appreciably,  it  was  pro- 
posed in  January,  1922,  that  the  Coffey ville  Textile  Machinery 
Company  should  reduce  its  prices  in  order  to  stimulate  sales. 

When  the  depression  began  in  the  summer  of  1920,  the  com- 
pany had  orders  on  hand  for  more  than  two  years'  production, 
but  cancelations  reduced  the  orders  by  about  one-half.  Mill 
companies  which  had  buildings  partially  or  wholly  completed 
proceeded  with  the  installation  of  machinery  in  order  to  mini- 
mize the  loss  on  their  investment.  When  these  orders  were  com- 
pleted and  installed,  the  Coffeyville  Textile  Machinery  Company 
found  that  because  of  the  general  depression  in  the  textile  indus- 
try practically  no  demand  existed  for  machinery,  except  for  re- 
pair jobs  and  occasional  small  lots.  The  high  cost  of  building 
and  equipping  new  mills  prevented  expansion  of  the  industry. 
Mills  previously  constructed  had  been  written  down  in  some  in- 
stances to  $10  per  spindle,  whereas  a  mill  constructed  at  current 
prices  would  have  cost  $50  to  $70  per  spindle. 

The  estimated  cost  per  spindle  of  a  four-story  spinning  mill 
and  a  one-story  weave  shed  with  basement  and  saw-tooth  roof 
for  producing  print  cloths  was  as  follows: 


1910 

$28.28 

1916 

$30.27 

1911 

27.67 

1917 

37-63 

1912 

27.75 

1918 

45-29 

1913 

27-53 

1919 

55-48 

1914 

26.23 

1920 

73-05 

1915 

27.28 

1921 

69.36 

.  1922 

53-82 

The  estimated  cost,  as  of  January  1,  191 1,  and  January  1,  1922, 
of  erecting  and  equipping  complete  a  spinning  mill  of  50,000 
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spindles  making  No.  16  carded  yarns  for  hosiery  trade,  finished 
on  cones  and  skeins  was  as  follows: 

Spinning  Mill  191 1  1922 

Mill  buildings  (including  warehouse)  .$  252,800  $    498,000 

Fire  protection 15,400  30,700 

Lighting    8,400  15,800 

Heating  and  humidifying 17,600  29,000 

Shafting    7, 100  9,000 

Motors  and  power  wiring 56,000  88,800 

Belting    8,800  15,000 

Supplies  and  miscellaneous  equipment .  40,100  80,000 

Power  plant  complete 198,300  315,000 

Textile  machinery  and  erection 496,400  1,069,200 

Freights 15,800  19,400 

Engineering  and  contingencies 111,800  217,000 

Total $1,228,500     $2,386,900 

Above  buildings  of  slow  burning  construction,  three  stories  for  spinning,  one 
story  for  picking,  and  four  stories  for  storehouse  for  a  six  months'  supply. 

Sprinkler  and  hydrants  for  fire  protection,  electric  lights,  steam  coils  for  heating, 
individual  heads  for  humidifiers. 

Power  houses  with  steam  turbines. 

Drives  were  individual  motors  on  pickers,  two  and  four  frame  for  roving  and 
spinning,  and  group  drive  for  balance  of  machinery. 

The  estimated  cost  as  of  January  1,  191 1,  and  January  1, 
1922,  of  erecting  and  equipping  a  weaving  shed  containing  1,280 
automatic  looms  to  weave  print  cloths  1^/2  inches  wide,  5.35 
yard,  64  x  60  threads  per  inch  and  of  carded  No.  28.5  warp  and 
No.  39  filling  was  as  follows: 

Weave  Shed  191 1  1922 
Manufacturing   buildings,   including 

plumbing   $180,500     $    360,900 

Fire  protection,  including  tank,  hose 

houses,  hydrants  and  sprinklers.  . .  10,400  19,300 
Lighting,  including  transformers  and 

wiring     4,100  7,800 

Heating  and  humidifying 18,500  30,700 

Shafting 11,400  14,500 

Motors  and  power  wiring 16,700  25,400 

Belting 5,600  9,900 

Supplies  5,000  10,000 

Power  plant  complete 110,000  168,700 

Textile  machinery 243,700  416,900 

Freight    5,000  9,700 

Engineering,   contingencies 61,100  116,000 

Total $672,000    $1,189,800 
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Buildings  of  slow  burning  construction.  Shed  one  story  with  basement  and 
saw-tooth  roof.  Sprinkler  and  hydrants  for  fire  protection,  electric  lights,  steam 
coils  for  heating,  individual  heads  for  humidity.  Power  house  with  steam  turbine. 
Group  drive  with  shafting  in  basement. 

Figured  that  yarns  would  be  received  on  beams  and  cones  or  tubes. 

Goods  woven  on  automatic  looms. 

Same  equipment  figured  for  both  1911  and  1922,  but  with  prices  changed  accord- 
ing to  years.1 

The  prices  of  the  Coffeyville  Textile  Machinery  Company  for 
typical  machines  were  approximately  as  follows: 


Drawing 

Roving 

Spinning 

Date 

Finisher 

Card 

Comber 

Frame  per 

Frame  per 

Frame    per 

Plain 

(January  1) 

Picker 

Delivery 

Delivery 

Spindle 

Loom 

1910 

$    750 

$    600 

$1,250 

$  60 

$  6.50 

$2.60 

$  83.00 

1911 

700 

55o 

1,250 

60 

5.60 

2.50 

83.00 

1912 

75o 

600 

1,250 

55 

5-75 

2.50 

83.00 

1913 

700 

S5o 

1,200 

55 

5-5o 

2.50 

83.00 

1914 

075 

500 

1,150 

55 

5.00 

2.00 

83.00 

1015 

700 

525 

1,300 

60 

5-5o 

2.20 

83.00 

1916 

75o 

650 

1,300 

60 

6-75 

2.65 

85.00 

I9J7 

1,000 

850 

1,400 

75 

8.50 

3-9o 

101.00 

1918 

1,280 

975 

1,800 

90 

10.00 

4-5° 

152.00 

1919 

1,600 

1,200 

2,000 

115 

13.00 

5-So 

164.50 

1920 

1,760 

1,325 

2,400 

125 

14.50 

6.00 

21350 

1921 

1,920 

1,600 

2,500 

160 

18.00 

7.00 

21350 

1922 

1,600 

1,325 

2,250 

125 

14.50 

6.00 

147.00 

Although  the  prices  of  raw  materials  had  fallen  by  January, 
1922,  the  cost  of  manufacturing  textile  machinery  per  unit  had 
shown  little  decline  from  the  peak.  Prices  of  machines  had  been 
reduced  to  a  cost  basis.  Though  an  increase  in  orders  would  per- 
mit wider  distribution  of  overhead,  it  was  doubted  whether  any 
practical  reduction  in  prices  below  cost  would  increase  sales. 

The  company  had  a  large  plant  and  employed  skilled  work- 
men. Its  products  were  manufactured  to  order;  because  of  the 
uncertainty  of  specifications  on  future  orders,  it  was  not  prac- 
tical to  manufacture  large  numbers  of  machines  for  stock. 


17.  Stetson  Light  &  Power  Company 
reflex  demand 

In  order  to  smooth  out  the  peak  of  its  current  load  and  utilize 
its  excess  generating  capacity,  the  Stetson  Light  &  Power  Com- 

1  Year-Book  of  the  National  Association  of  Cotton  Manufacturers  with  Cotton 
Manufacturers'  Manual,  1922,  pp.  195,  196,  198. 
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pany  was  interested  in  1922  in  the  promotion  of  the  use  of  elec- 
trical appliances,  such  as  flatirons,  toasters,  washing  machines, 
and  vacuum  cleaners.  The  company  distributed  electric  current 
over  a  large  metropolitan  area  for  use  both  in  homes  and  in  fac- 
tories. Like  all  large  generating  stations,  it  maintained  enough 
equipment  to  meet  the  maximum  demand.  The  peak  load  was 
especially  high  during  the  winter  months,  because  of  an  over- 
lapping in  the  use  of  power  in  factories  with  the  use  of  light  in 
homes.  The  maximum  excess  generating  capacity  appeared 
about  noontime,  when  the  factories  were  shut  down  for  the  noon 
hour. 

The  company  maintained  a  showroom  in  which  practical  dem- 
onstrations were  carried  on  continuously,  but  it  made  no  sales. 
When  a  customer  who  had  witnessed  a  demonstration  wished  to 
buy  an  electrical  appliance,  he  was  referred  to  the  retailer  near- 
est his  residence.  This  plan  assured  the  cooperation  of  retailers. 
The  expense  of  maintaining  a  full  sales  organization  was  avoided. 
The  retailers  generally  followed  the  standard  retail  prices,  but 
occasionally  they  shaded  prices  on  large  items  by  accepting  in- 
stalment payments  without  carrying  charges  sufficient  to  cover 
the  interest  on  investment  and  extra  billing  costs.  In  order  to 
be  certain  that  each  prospect  became  a  satisfied  customer,  the 
company  attempted  to  follow  up  each  retailer's  stock  and  service 
work,  especially  in  the  case  of  contractor-dealers.  In  the  expe- 
rience of  the  company,  this  type  of  dealer  usually  gave  most  of 
his  time  to  wiring  houses  for  electric  lighting  and  paid  little  atten- 
tion to  promoting  the  sale  of  merchandise.  When  a  customer 
was  forced  to  postpone  actual  buying  for  a  short  time,  as  was 
the  result  of  referring  him  to  a  retailer  for  final  purchase,  he 
often  delayed  his  trip  to  the  retail  store  and  then  lost  interest 
unless  punctually  followed  up. 

A  light  and  power  company  in  another  large  city  maintained 
a  regular  sales  organization  to  specialize  on  appliances  and  op- 
erated several  retail  stores  with  demonstration  rooms.  The  appli- 
ances were  sold  in  these  stores  at  the  full  retail  prices,  to  be 
paid  either  in  a  lump  sum  or  in  instalments  plus  carrying  charges, 
which  were  entered  on  the  monthly  light  bills.  The  carrying 
charge  usually  was  about  6%  of  the  retail  price  for  payments 
over  a  year's  time.  Since  the  balance  due  gradually  was  reduced 
by  instalment  payments,  the  customer  actually  was  charged  6% 
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interest  and  approximately  as  much  again  to  cover  the  extra 
cost  of  billing  and  collection.  The  company  secured  the  reg- 
ular retailer's  margin  on  the  sale  of  appliances,  and  the  sales 
organization  operated  on  this  margin  as  a  budget  limit.  Collec- 
tions were  satisfactory,  for  the  company  could  shut  off  a  cus- 
tomer's current  if  he  did  not  pay  his  bill.  It  was  believed  that 
this  plan  led  to  a  stabilization  of  the  market  for  these  goods. 

Another  plan  to  sell  appliances,  which  had  been  tried  in  the 
Middle  West,  was  for  a  central  power  station  to  sell  at  cost  or 
at  least  below  normal  retail  prices.  In  some  instances  the  com- 
pany secured  the  same  effect  by  selling  appliances  on  the  instal- 
ment plan  without  making  carrying  charges  to  cover  interest  on 
the  investment  and  other  expenses.  This  plan  resulted  in  ill 
will  among  retailers,  and  many  of  them  dropped  electrical  appli- 
ances. The  company  became  practically  the  only  distributor  of 
electrical  appliances  in  its  territory,  and  its  success  depended 
chiefly  upon  price  appeal.  The  company,  for  example,  sold  for 
$3.50  a  flatiron  which  usually  retailed  at  $5,  and  in  the  course 
of  a  year  secured  $3  profit  on  the  amount  of  current  consumed  in 
the  use  of  this  appliance. 

Which  plan  should  the  Stetson  Light  &  Power  Company  have 
used  to  stimulate  the  sale  of  appliances? 


18.  Windermere  Dry  Goods  Company 
varying  prices 

The  Windermere  Dry  Goods  Company,  a  wholesale  firm,  had 
annual  sales  amounting  to  approximately  $1,200,000.  The  sales 
territories  of  the  company  were  divided  into  three  classes:  city, 
suburban,  and  country.  The  city  trade  was  that  within  a  few 
miles  of  the  warehouse;  the  suburban  included  the  territory  out- 
side the  city  district  but  within  25  or  30  miles  of  the  warehouse; 
and  the  country  districts  were  those  that  were  more  remote. 

Each  salesman  in  the  city  districts  had  a  drawing  account  which 
was  credited  with  25%  of  the  gross  margin  on  his  sales.  The 
drawing  account  of  each  salesman  in  the  suburban  districts 
was  credited  with  30%  of  the  gross  margin  on  his  sales.  The 
drawing   account   of   each   salesman    in    the   country    districts 
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was  credited  with  40%  of  the  gross  margin  on  his  sales.  The 
drawing  accounts  of  the  salesmen  covered  both  salaries  and  trav- 
eling expenses. 

The  gross  margin  on  sales  was  based  on  the  cost  of  the  goods 
delivered  at  the  warehouse.  Salesmen  were  not  given  the  benefit 
of  an  increase  in  the  value  of  merchandise  on  hand,  nor  was  the 
gross  margin  on  which  their  commissions  were  based  reduced  by 
a  decline  in  the  market  value  of  goods  on  hand.  The  firm  re- 
tained the  speculative  profits  of  a  rising  market  and  bore  the 
losses  of  a  falling  market.  Allowances  to  customers  and  cash 
discounts  taken  by  customers  were  deducted  from  the  sales  be- 
fore gross  margin  was  determined.  At  the  end  of  each  year  the 
ratio  of  losses  from  bad  debts  to  sales  was  computed,  and  this 
was  deducted  from  the  sales  of  each  salesman  before  the  gross 
margin  on  which  his  commission  was  paid  was  determined. 

The  salesmen  were  given  price  limits  on  each  article,  a  mini- 
mum and  a  maximum  price.1  Within  those  price  limits  a  sales- 
man might  use  his  discretion  in  varying  prices  for  bargaining 
with  customers.  Price  variations  were  made  irrespective  of  the 
quantity  of  merchandise  sold  on  each  order.  Numerous  com- 
petitors, but  not  all  competitors,  followed  the  same  plan  of  using 
price  limits.  Competition  was  keen,  and  many  retail  customers 
preferred  to  bargain  for  price  concessions  in  placing  orders. 

The  question  was  raised  whether  the  Windermere  Dry  Goods 
Company  should  continue  to  permit  its  salesmen  to  vary  prices, 
or  should  adopt  a  one-price  policy. 


19.  Rickel  Shoe  Supplies  Company 
quantity  prices2 

The  Rickel  Shoe  Supplies  Company  manufactured  several  thou- 
sand items,  which  it  classified  in  two  main  groups.    One  group 

1  For  a  statement  regarding  similar  practices  in  the  wholesale  grocery  trade,  see 
Bureau  of  Business  Research,  Harvard  University,  Bulletin  No.  14,  Methods  of 
Paying  Salesmen  and  Operating  Expenses  in  the  Wholesale  Grocery  Business  in 
1918,  pp.  14-15.  See  also  Mersey  Appliance  Company,  page  168;  Drury  Hosiery 
Mills,  page  175;  Merritan  Company,  page  587. 

2  See  also  Harbord-Hutchinson  &  Company,  page  145;  Mersey  Appliance  Com- 
pany, page  168;  Tarpon  Company,  page  365;  Largo  Company,  page  417;  Strength 
Union  Company,  page  279;  Chickamauga  Company,  page  570;  Merritan  Com- 
pany, page  587;  Crowley  Company,  page  679. 
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included  supplies,  and  had  two  subdivisions:  machine  supplies, 
which  comprised  articles  such  as  brushes  used  on  machines  for 
the  manufacture  and  repair  of  shoes;  and  findings  such  as  eyelets, 
nails,  and  wire,  which  became  a  part  of  the  shoes.  The  other 
group  included  tools  such  as  hammers,  dies,  and  cutters.  The 
articles  which  the  company  manufactured  were  standardized;  all 
shoe  factories  and  repairers  purchased  tools  and  other  findings  of 
a  similar  nature.  The  company's  annual  sales  amounted  to  more 
than  $1,000,000.  Eighty  per  cent  of  the  sales  were  of  items  in 
the  supplies  group  and  20%  were  of  tools. 

The  sizes  of  individual  orders  which  the  company  received, 
as  well  as  the  amounts  of  its  annual  sales  to  individual  customers, 
showed  wide  variations.  Prior  to  192 1  the  company  had  quoted 
the  same  prices  to  all  customers  regardless  of  the  quantities  which 
they  purchased.  In  that  year,  in  order  to  meet  competition,  the 
company  had  made  price  concessions  to  various  large  purchasers. 
In  1922  the  company  considered  the  advisability  of  changing  its 
price  policy  to  allow  for  variations  in  prices  on  the  basis  of  quan- 
tities purchased. 

The  company  made  80%  of  its  sales  to  shoe  manufacturers; 
15%  to  findings  wholesalers  for  resale  to  shoe  repairers;  and  5% 
to  producers  of  shoe  manufacturing  or  repairing  machinery. 
Most  of  the  company's  sales  to  manufacturers  of  shoes  and  of 
shoe  machinery  were  made  directly,  but  most  sales  to  the  repair 
trade  were  made  indirectly  through  findings  wholesalers.  Shoe 
manufacturers,  however,  sometimes  purchased  from  wholesalers 
in  order  to  obtain  better  service  than  manufacturers  offered,  and 
the  company  also  sold  certain  items  directly  to  shoe  repairers, 
although  it  encouraged  these  purchasers  to  buy  from  the  findings 
wholesalers.  Approximately  600  shoe  manufacturers  and  450 
findings  wholesalers  had  accounts  with  the  Rickel  Shoe  Supplies 
Company. 

The  sizes  of  orders  received  from  shoe  manufacturers  varied 
greatly,  depending  upon  shoe  styles,  the  season  of  the  year,  and 
prosperity  in  the  shoe  industry.  Many  large  shoe  manufacturers 
purchased  their  supplies  in  accordance  with  a  daily  production 
program.  It  was  the  company's  experience  that  the  average 
annual  purchases  of  a  typical  shoe  manufacturer  were  about  the 
same  as  those  of  a  typical  wholesaler,  but  that  the  largest  annual 
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purchases  made  by  a  shoe  manufacturer  were  more  than  10  times 
the  largest  annual  purchases  made  by  a  wholesaler. 

About  80%  of  the  sales  of  findings  wholesalers  were  of  leather 
heels  and  rubber  heels.  As  far  as  the  company  could  ascertain, 
the  wholesalers  turned  their  stocks  approximately  12  times  per 
year,  and  their  costs  of  doing  business  amounted  to  from  20% 
to  25%  of  their  net  sales.  They  carried  from  one  to  two  months' 
stock  of  the  Rickel  Shoe  Supplies  Company's  products.  The  indi- 
vidual orders  which  the  company  received  from  wholesalers 
ranged  from  $50  to  $100;  total  annual  purchases  ranged  from 
$200  to  $3,000  per  firm,  with  an  average  of  $600. 

The  Rickel  Shoe  Supplies  Company  maintained  sales  branches 
in  10  of  the  leading  shoe  manufacturing  centers  of  the  United 
States.  In  charge  of  each  branch  was  a  manager  who  was  sub- 
ject to  the  control  of  the  sales  manager  at  the  central  office.  A 
stock  of  findings  and  tools  sufficient  for  from  one  to  three  months 
was  warehoused  at  each  branch.  A  perpetual  inventory  of  the 
stock  on  hand  at  each  branch  was  kept.  The  quantities  to  be 
kept  in  stock  at  each  branch  were  determined  by  the  central 
office  on  advice  from  the  branch  manager.  Each  branch  billed 
all  orders  which  it  filled  and  sent  duplicates  of  the  bills  to  the 
central  office,  which  made  practically  all  collections.  Control  over 
extension  of  credit  also  was  centralized,  but  branch  managers 
were  allowed  to  use  their  own  discretion  in  emergencies. 

Twenty-five  branch  salesmen  called  upon  shoe  manufacturers 
in  their  respective  territories.  Another  group  of  six  specialty 
salesmen  from  the  central  office  called  upon  the  large  shoe  manu- 
facturers throughout  the  country  in  order  to  assist  in  building 
up  sales  in  backward  territories  and  to  deal  with  special  sales 
problems.  Five  salesmen  called  upon  findings  wholesalers. 
Those  salesmen  traveled  from  three  of  the  branches  and  had 
wider  territories  than  did  the  salesmen  who  sold  to  shoe  manu- 
facturers. The  company  had  sold  to  findings  wholesalers  only 
since  19 10.  Competition  for  their  business  was  severe,  and  in 
1922  the  company  had  not  yet  obtained  national  distribution 
through  wholesalers.  Sales  to  manufacturers  of  shoe  machinery 
were  made  by  any  of  the  salesmen  who  were  conveniently  located 
and  experienced  in  making  that  type  of  sale.  All  the  salesmen 
received  salaries  without  commissions.    The  company  emphasized 
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service,  and  its  salesmen  were  well  received  by  customers.  The 
company  advertised  in  trade  journals  read  by  shoe  manufacturers 
and  findings  wholesalers.  The  advertisements  featured  the  com- 
pany's name  and  directed  attention  to  groups  of  related  products 
rather  than  to  individual  items. 

The  Rickel  Shoe  Supplies  Company  kept  no  record  of  its  selling 
expenses  by  lines  of  products.  It  doubled  the  manufacturing 
cost  of  an  item  to  arrive  at  the  selling  price,  and  found  that  a  satis- 
factory profit  usually  was  obtained  by  this  method  if  the  manu- 
facturing cost  had  been  properly  controlled.  The  company  es- 
tablished a  unit  price  for  each  product.  The  main  units  used  were, 
single  item,  half  dozen  or  dozen,  gross,  thousand,  and  pound. 
The  unit  selected  was  determined  by  convenience  of  measure, 
buying  habits  of  customers,  and  convenience  in  packaging. 

Until  192 1  the  company  had  sold  its  products  to  all  customers 
at  a  flat  price  per  unit  without  regard  to  the  number  of  units 
purchased.  In  order  to  continue  to  obtain  orders  from  large 
manufacturers,  however,  the  company  had  found  that  concessions 
in  price  were  necessary  and  had  given  lower  prices  to  about  20 
shoe  manufacturers  who  purchased  in  large  quantities.  For 
example,  the  company  sold  a  tool  for  which  the  customary  unit 
price  was  $1  at  a  unit  price  of  95  cents  to  favored  customers 
purchasing  in  lots  of  100  or  more.  The  company  allowed  its  sales- 
men no  discretion  in  altering  prices  to  meet  competition.  Prices 
were  announced  in  circulars  and  catalogs  distributed  to  customers 
and  were  subject  to  change  without  notice;  the  prices  were 
changed  on  an  average  of  once  a  month.  The  terms  of  payment 
were  2%  cash  discount  for  payment  by  the  fifteenth  of  the  month 
following  the  month  of  shipment,  and  net  thereafter.  Sales  were 
made  f.o.b.  mill  or  f.o.b.  branch  warehouse.  As  far  as  possible, 
all  reasonably  large  orders  were  shipped  directly  from  the  factory 
in  order  that  branch  stocks  might  be  kept  at  a  minimum.  In 
order  to  be  able  to  plan  production  accurately,  the  company  en- 
couraged large  purchasers  to  place  their  orders  in  advance.  It 
made  deliveries  on  those  orders  at  fortnightly  intervals,  billing 
the  customers  at  the  prices  in  effect  when  the  shipments  were 
made.  Ninety  days  in  advance  was  the  maximum  period  allowed 
for  future  orders. 

By  1922  the  number  of  favored  customers  for  whom  excep- 
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tions  to  the  flat  price  quotations  were  made  had  increased,  and 
the  sales  manager  concluded  that  the  flat  price  structure  no 
longer  met  the  requirements  of  the  company's  customers.  The 
flat  prices  had  been  established  on  a  basis  of  purchases  of  an 
average  customer  during  periods  of  normal  business.  Conse- 
quently, in  1922,  the  company  experienced  a  disadvantage  in 
competing  for  large  orders,  and  prices  were  too  low  to  allow  the 
company  a  fair  gross  margin  on  the  orders  that  were  smaller  than 
the  average.  The  sales  manager  wanted  a  flexible  yet  simple 
price  plan  which  would  satisfy  the  requirements  of  every  class 
of  customer  and  enable  the  company  to  meet  competition.  He 
believed  it  essential  that  standardized  policies  be  enforced  in 
order  to  minimize  operating  expenses. 

There  was  no  standardized  price  policy  among  the  manufac- 
turers of  shoe  supplies.  Several  competitors  of  the  Rickel  Shoe 
Supplies  Company  did  not  have  a  one-price  policy,  but  bargained 
for  business  and  accepted  whatever  prices  were  necessary  in 
order  to  obtain  orders.  Findings  wholesalers  also  sold  at  varying 
prices ;  for  example,  edgecutters  which  the  company  sold  to  whole- 
salers at  50  cents  each  were  resold  at  prices  as  varied  as  60  and 
75  cents. 

The  Rickel  Shoe  Supplies  Company  had  kept  no  statistics  to 
show  the  relative  frequency  of  orders  of  different  sizes.  Exact 
data  were  not  available  on  the  packing,  billing,  or  bookkeeping 
expenses  for  the  various  sizes  of  orders,  but  the  company  always 
had  considered  estimates  of  such  expenses  in  setting  prices.  If 
prices  were  to  be  graduated  according  to  the  sizes  of  orders,  it 
would  be  necessary  for  the  prices  to  be  fixed  by  executives  who 
were  experienced  in  the  sales  activities  of  the  company  and  who 
knew  the  prices  which  the  company  could  obtain  in  competition 
with  other  manufacturers.  Despite  the  lack  of  exact  figures  on 
the  cost  of  handling  orders  of  various  sizes,  it  was  evident  that 
if  the  company  could  induce  customers  to  place  larger  orders  by 
offering  graduated  prices,  it  could  plan  its  production  schedule 
to  correspond  more  advantageously  to  shipments. 

The  company  considered  two  general  price  plans.  One  of  these 
plans  provided  for  the  establishment  of  list  prices  from  which 
discounts  would  be  granted,  the  size  of  a  discount  granted  a 
customer  depending  upon  the  class  in  which  that  customer  be- 
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longed.  The  other  plan  provided  that  all  customers  should  pay 
the  same  price  for  equivalent  quantities.  The  company  rejected 
the  first  plan  on  the  grounds  that  the  wholesalers  could  not  be 
classified  satisfactorily;  their  heterogeneous  character  and  the 
wide  fluctuations  in  the  sizes  of  their  purchases  would  cause  con- 
tinual shifts  in  standing.  The  executives  believed  that  a  price 
plan  was  needed  which  automatically  allowed  for  changes  in  prices 
in  accordance  with  changes  in  buying  practices  of  customers. 

The  Rickel  Shoe  Supplies  Company  decided  to  base  its  prices 
to  customers  upon  the  sizes  of  their  individual  orders.  To  facili- 
tate computations,  the  price  structure  was  based  upon  multiples 
of  10.  Men  experienced  in  pricing  chose  a  sales  unit  for  each 
product.  Their  choice  was  based  upon  the  common  measure  used 
for  the  product,  the  sizes  of  packages  necessary  to  meet  the 
demands  of  customers,  the  satisfactoriness  with  which  the  unit 
could  be  placed  upon  the  multiple  of  10  basis,  and  competitive 
conditions.  After  the  unit  for  a  product  was  chosen,  the  cost  of 
manufacturing  that  unit  was  doubled  to  give  the  unit  selling  price. 
The  unit  selling  price  then  was  multiplied  by  10  to  give  the  price 
per  dozen  units.  The  price  for  a  gross  of  units  was  10  times  that 
for  a  dozen  units,  and  for  a  great  gross  of  units  10  times  the  price 
of  a  gross.  For  example,  the  half-pound  was  chosen  as  the  sales 
unit  for  nails.  Nails  of  a  size  which  cost  10  cents  per  half-pound 
to  manufacture  were  sold  for  20  cents  per  half-pound,  $2  for  6 
pounds,  $20  for  72  pounds,  and  $200  for  864  pounds.  Whether 
the  measure  were  number,  gallons,  or  pounds,  the  prices  for  the 
various  quantities  always  were  set  on  a  basis  of  1,  12,  or  144 
units.  In  order  to  give  more  flexibility  to  the  price  structure, 
the  price  per  unit,  per  dozen,  and  per  gross,  called  the  direct 
shipment  prices,  were  the  only  prices  published.  When  the  plan 
was  decided  upon,  it  was  recognized  that  during  the  period  when 
the  plan  was  being  introduced  it  might  be  necessary  to  depart 
from  the  prices  per  great  gross.  Exceptions  to  the  general  policy, 
however,  were  expected  to  be  only  temporary.  The  salesmen  and 
branch  managers  were  not  to  be  allowed  discretion  in  varying 
prices  on  large  orders.  The  new  price  plan  was  intended  to  enable 
the  company  to  quote  prices  on  which  it  could  compete  for  orders 
from  all  classes  of  customers. 

During  its  experience  with  the  new  price  structure  from  1922 
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to  1924  the  company  encountered  some  difficulties,  but  was  satis- 
fied with  the  results  which  it  attributed  to  the  new  policy.  In  a 
few  instances  the  company's  prices  had  been  out  of  line  with 
the  customary  trade  prices.  In  such  cases  the  company  arbitrarily 
had  modified  its  prices  to  bring  them  in  line  with  the  customary 
prices.  The  smaller  shoe  manufacturers  had  not  objected  to  pay- 
ing higher  prices  than  were  paid  by  the  larger  purchasers.  Nu- 
merous instances  like  the  following  had  occurred.  Edgecutters, 
which  prior  to  the  change  in  price  policy  had  been  sold  to  the 
wholesalers  for  50  cents  each  and  resold  by  them  for  from  60 
to  75  cents,  were  placed  upon  the  $5  per  dozen  or  $50  per  gross 
basis,  with  the  result  that  wholesalers  obtained  their  normal 
margin  of  profit.  Prior  to  adopting  the  new  plan,  the  company 
had  had  severe  competition  on  one  of  its  tools,  which  had  sold 
at  $35  per  hundred,  and  its  sales  of  that  article  had  decreased. 
On  the  new  basis  the  company  sold  tools  of  that  type  for  50  cents 
each,  $5  per  dozen,  or  $50  per  gross.  Within  90  days  after  the 
change  the  sales  of  that  item  had  increased  to  the  former  volume. 

The  new  price  plan  assisted  in  the  standardization  of  pack- 
ages. For  instance,  one  item  previously  had  been  packed  by 
the  dozen  and  had  been  sold  in  various  odd  quantities  up  to  two 
dozens.  The  sales  unit  chosen  under  the  new  plan  was  the  half 
dozen,  and  that  unit  was  made  the  standard  package  at  an  addi- 
tional cost  of  2  cents  per  dozen.  After  the  change  most  customers 
purchased  the  item  in  standard  packages.  The  savings  in  han- 
dling costs  resulting  from  reduction  in  sales  of  broken  packages 
more  than  offset  the  extra  packing  costs.  The  new  plan  allowed 
the  company  to  stabilize  prices;  the  number  of  monthly  price 
changes  was  reduced  one-half. 

The  company  had  difficulty,  however,  in  deciding  upon  satis- 
factory units  in  all  instances,  mainly  because  of  the  impossibility 
of  ascertaining  the  quantities  which  customers  would  be  most 
likely  to  order.  On  some  items  the  prices  set  were  not  low 
enough  to  allow  the  company  to  obtain  orders.  When  such  an 
item  came  to  the  attention  of  the  sales  manager,  he  figured  the 
manufacturing  cost  per  gross  of  the  item.  To  this  he  added 
about  15%,  which  approximated  selling  costs,  and  then  set  the 
selling  price  per  gross  at  a  point  where  competition  could  be  met 
if  costs  permitted.    The  prices  per  dozen  and  per  unit  then  were 
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corrected  accordingly.  It  was  the  company's  experience  that 
most  of  the  difficulties  were  developmental  and  eventually  dis- 
appeared. 

20.  Federal  Trade  Commission  v.  Mennen  Company1 

In  Federal  Trade  Commission  v.  The  Mennen  Company 
(Docket  No.  606),  decided  March  3,  1922,  the  commission  sum- 
marized its  findings  as  follows:2 

At  all  times  since  January  1,  1920,  said  respondent  has  given  its  cus- 
tomers classified  and  designated  by  it  as  "jobbers"  or  "wholesalers/' 
when  selling  in  quantities  of  10  gross  or  more,  a  trade  discount  of  10% 
and  5%  from  its  list  prices,  and  a  cash  discount  of  3%,  while  to  its  cus- 
tomers classified  and  designated  by  it  as  "retailers,"  when  selling  to 
them  in  quantities  of  10  gross  or  more,  it  has  given  a  trade  discount  of 
10%  from  its  list  prices,  and  a  cash  discount  of  5%,  list  prices  being 
identical  in  both  instances,  thus  discriminating  in  price  between  its  cus- 
tomers buying  like  quantities  of  the  same  commodities.  That  previous 
to  January  1,  1920,  and  subsequent  to  January  1,  191 7,  similar  price 
discriminations  were  made  by  respondent  between  said  classes  of  cus- 
tomers in  the  sale  of  like  quantities  of  the  same  commodities,  such  dis- 
crimination having  varied  in  amounts  at  various  times  between  said 
last  two  dates  mentioned. 

Respondent  has  placed  in  the  class  designated  by  it  as  "retailers," 
cooperative  and  mutual  corporations  organized  as  corporate  entities, 
buying  from  the  manufacturers  or  importers  in  wholesale  quantities, 
maintaining  stocks  of  products  of  manufacturers  and  distributing  said 
products  in  wholesale  quantities  to  retail  dealers  in  such  products,  and 
selling  none  of  such  products  at  retail  or  to  ultimate  consumers. 

That  the  distributors  of  respondent's  products  classified  or  designated 
by  it  as  "jobbers"  or  "wholesalers"  have  no  activity  in  common  relevant 

1  On  cooperative  buying  associations,  see  Clermont  Company,  page  127;  Harbord- 
Hutchinson  &  Company,  page  145;  Crescent  Grocery  Company,  page  157;  Century 
Hardware  Company,  page  159. 

On  trade  discounts,  see  Truro  &  Company,  page  39;  Fenton  Laboratories,  Inc., 
page  589;  Devon  Phonograph  Company,  page  165;  Mersey  Appliance  Company, 
page  168;  Kishequa  Plow  Company,  page  181;  Strength  Union  Company,  page 
279;  Tarpon  Company,  page  365;  Stratford  Clock  Company,  page  576;  Homer 
Food  Company,  page  580;  Merritan  Company,  page  587;  Baker  Machine  Shop, 
page  675;  Juniper  Knitting  Mills,  page  682. 

2  In  March,  1923,  the  Circuit  Court  of  Appeals  of  the  New  York  District 
reversed  the  order  of  the  Federal  Trade  Commission  in  this  case,  on  the  ground 
that  the  practice  of  the  Mennen  Company  was  not  unfair  competition  because 
it  did  not  injure  any  competitor  of  the  Mennen  Company.  The  Federal  Trade 
Commission  petitioned  the  Supreme  Court  of  the  United  States  to  review  the  case. 
The  request  was  not  granted.    See  Harvard  Business  Reports,  Vol.  1,  p.  288. 
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to  their  classification  as  "jobbers"  or  "wholesalers,"  in  the  ordinary 
acceptation  of  the  terms,  except  in  purchasing  products  in  wholesale 
quantities  from  importers  or  manufacturers  and  distributing  in  whole- 
sale quantities  to  dealers,  and  that  many  cooperative  and  mutual  cor- 
porations classified  and  designated  by  respondent  as  "retailers"  are  also 
engaged  in  purchasing  products  in  wholesale  quantities  from  importers 
and  manufacturers,  and  in  distributing  such  products  in  wholesale  quan- 
tities to  dealers. 

That  respondent  classified  and  designated  as  "retailers,"  and  thus 
cut  off  their  receiving  its  lowest  prices  or  largest  discounts  in  the  pur- 
chase of  its  products  in  wholesale  quantities,  among  others,  the  following 
corporations,  as  a  rule  cooperative  in  form,  and  functioning  as  dis- 
tributors at  wholesale:  Washington  Wholesale  Drug  Exchange,  Wash- 
ington, D.  C,  June  8,  1917;  Philadelphia  Wholesale  Drug  Company, 
Philadelphia,  Pennsylvania,  June  8,  191 7;  Northwestern  Drug  Com- 
pany, Minneapolis,  Minnesota,  June  8,  191 7;  American  Wholesale  Drug 
Company,  Denver,  Colorado;  Mutual  Drug  Company,  Cleveland,  Ohio, 
June  8,  191 7;  Hoosier  Drug  Company,  Indianapolis,  Indiana,  June  8, 
191 7;  Jefferson  Drug  Company,  Beaumont,  Texas,  February  7,  1920; 
Marshall  Drug  Company,  Cleveland,  Ohio,  June  8,  191 7;  Elliott  Drug 
Company,  Buffalo,  New  York,  June  8,  191 7;  St.  Louis  Wholesale  Drug 
Company,  St.  Louis,  Missouri. 

At  least  53  concerns,  many  of  them  corporations  cooperative  or  mu- 
tual in  form  and  functioning  as  distributors  at  wholesale,  were  so 
classified  and  cut  off  by  respondent  from  its  best  prices  and  discounts, 
when  purchasing  the  same  quantities  of  the  same  commodities  as  other 
buyers  to  whom  such  best  prices  and  discounts  were  allowed. 

That  in  each  and  every  case  the  corporation  thus  classified  was  in 
active  competition  in  the  sale  of  respondent's  products  with  concerns 
classified  and  designated  by  respondent  as  "jobbers"  and  "wholesalers," 
which  were  given  lower  prices  and  better  discounts  by  respondent  in  the 
purchase  of  the  same  quantities  of  the  same  commodities. 

That  such  classification  of  its  customers  into  "jobbers,"  "wholesalers" 
and  "retailers,"  so  designated  by  it,  so  far  as  it  relates  to  corporations 
mutual  or  cooperative  in  form  of  organization,  whose  capital  stock  is 
held  by  retailers  in  the  same  line  of  trade,  which  said  corporations  func- 
tion as  wholesale  distributors,  is  used  by  respondent  as  a  basis  for  deny- 
ing to  such  corporations  the  prices  and  terms  in  the  purchase  of  said 
products  of  said  respondent  accorded  to  other  concerns  likewise  func- 
tioning as  wholesale  distributors,  but  classified  and  designated  by 
respondent  as  "jobbers"  or  "wholesalers." 

That  discrimination  in  price  by  respondent  in  the  sale  of  its  said 
products  ....  between  its  customers  classified  and  designated  by  it 
as  "jobbers"  or  "wholesalers"  and  its  customers  classified  and  desig- 
nated by  it  as  "retailers"  so  far  as  it  relates  to  corporations  mutual  or 
cooperative  in  form  of  organization,  functioning  as  distributors  at  whole- 
sale, is  practiced  by  respondent  for  the  purpose  of  placing  such  corpora- 
tions at  a  competitive  disadvantage  as  compared  with  the  respondent 
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and  with  the  other  concerns  classified  and  designated  by  it  as  "jobbers" 
or  "wholesalers,"  and  is  used  and  has  been  used  as  an  instrument  to 
"break  up"  such  corporations,  cooperative  or  mutual  in  form  of  organ- 
ization and  functioning  as  distributors  at  wholesale.  That  such  policy 
was  adopted  after  protests  were  made  individually  and  at  conventions 
of  the  National  Wholesale  Druggists  Association  against  respondent's 
policy  practiced  prior  to  January  i,  191 7;  that  said  policy  was  dis- 
cussed by  respondent  with  said  "wholesalers"  and  approved  by  them 
and  that  said  policy  consisted  essentially  in  discriminating  against  said 
corporations,  cooperative  or  mutual  in  form  of  organization,  and  func- 
tioning as  distributors  at  wholesale  as  compared  with  "jobbers"  or 
"wholesalers"  so  classified  and  designated  by  respondent.  That  said 
policy  of  discrimination  so  practiced  by  respondent  against  said  corpo- 
rations cooperative  in  form  and  functioning  as  wholesalers,  in  favor  of 
"jobbers"  or  "wholesalers"  so  designated  by  respondent,  served  as  a 
basis  for  an  understanding  between  said  latter  class  and  respondent 
herein,  that  said  "jobbers"  and  "wholesalers"  should  push  the  sale  of 
said  respondent's  products  more  vigorously  than  the  sale  of  products 
of  other  manufacturers,  refusing  so  to  discriminate  against  such  cooper- 
ative corporations  and  in  favor  of  said  "jobbers"  or  "wholesalers"  so 
designated  by  respondent. 

That  in  each  section  or  territory  where  respondent,  in  the  sale  of  its 
products,  practiced  or  does  practice  discrimination  in  discounts,  and 
therefore  in  prices  ....  such  discrimination  has  a  dangerous  tendency 
unduly  to  hinder  competition  between  the  wholesale  distributors  of 
respondent's  products  in  interstate  commerce,  and  likewise  retail  dis- 
tributors in  the  same  line  of  commerce. 

That  an  overwhelming  majority  of  manufacturers  marketing  drugs 
and  kindred  products  sell  to  cooperative  or  mutual  corporations  engaged 
in  selling  exclusively  to  the  retail  trade  at  the  same  prices  and  upon  the 
same  terms  as  to  other  concerns  engaged  in  selling  exclusively  to  the 
retail  trade.  In  the  entire  drug  and  sundry  trade  in  the  United  States 
less  than  six  manufacturers  discriminate  in  price,  quantity  and  quality 
being  the  same,  in  favor  of  the  class  of  purchasers  designated  by 
respondent  as  "jobbers,"  as  against  cooperative  or  mutual  corporations 
engaged  in  selling  exclusively  at  wholesale  to  the  retail  trade. 

That  in  the  sale  of  its  said  products  as  wholesaler  direct  to  retailers, 
in  quantities  of  V/2  gross  or  more,  respondent  is  in  direct  competition 
in  interstate  commerce  with  wholesalers  engaged  in  selling  said  products 
to  retailers.  Retailers  who  purchase  respondent's  products  direct  from 
respondent,  in  quantities  of  ij^  gross  or  over,  are  given  the  same  trade 
discounts  and  cash  discounts,  namely,  10%  trade  and  $%  cash,  that  are 
given  to  cooperative  or  mutual  corporations  engaged  in  selling  exclu- 
sively at  wholesale  to  retailers.  Respondent  has  used  the  situation  thus 
created  to  take  away  from  said  cooperative  or  mutual  corporations  their 
retail  customers  for  the  products  of  respondent,  or  lessen  the  volume  of 
such  trade. 


TRICE  POLICIES  709 

That  the  policy  of  respondent  in  discriminating  in  price  between  pur- 
chasers selling  at  wholesale,  as  hereinbefore  set  forth,  now  has,  and  has 
had  the  tendency  to  cause  the  retail  customers  of  such  cooperative  or 
mutual  wholesalers  to  withdraw  their  custom  or  patronage  from  said 
cooperative  or  mutual  wholesalers  and  to  give  their  custom  or  patronage 
to  respondent  directly,  or  to  other  wholesalers,  competitors  of  said  co- 
operative or  mutual  wholesalers  and  who  receive  the  benefit  of  this  dis- 
crimination in  price. 

That  competition  on  the  part  of  corporations  cooperative  or  mutual 
in  form  and  functioning  as  distributors  at  wholesale,  but  classified  and 
designated  by  respondent  as  "retailers,"  with  concerns  classified  and 
designated  by  respondent  as  "jobbers"  or  "wholesalers"  has  arisen 
largely  within  the  15  years  last  past. 

Such  cooperative  corporations  originated  in  an  effort  upon  the  part  of 
small  retailers  to  find  some  means  of  purchasing  products  at  prices 
which  would  enable  them  to  meet  the  competition  of  larger  retail  dealers 
which  were  able  to  purchase  from  manufacturers  and  wholesale  dis- 
tributors in  larger  quantities  and  at  lower  prices  than  said  small  retail 
competitors.  Said  cooperative  corporations  met  the  situation  by  offer- 
ing retail  customers  wholesale  distributing  service  at  cost,  and  also 
offering  to  cut  such  cost  to  a  minimum.    Such  costs  were  reduced: 

1.  By  keeping  in  touch  through  membership  or  a  permanent  sales 
arrangement  with  customers,  and  thus  eliminating  the  necessity  and  ex- 
pense, to  a  large  extent,  of  employing  traveling  salesmen  making  re- 
peated personal  solicitation  for  sale  of  goods ; 

2.  By  substituting  for  personal  solicitation,  solicitation  over  the  tele- 
phone or  by  circular  or  catalog; 

3.  By  securing  quick  turnovers  (from  5  to  20  times  per  year)  and 
thus  avoiding  the  necessity  of  larger  capitalization  or  of  carrying  large 
stocks,  thus  cutting  down  overhead  expenses; 

4.  By  doing  business  upon  a  cash  basis  or  upon  short  credit  terms, 
thus  eliminating  bad  debts  and  reducing  the  expenses  of  financing; 

5.  By  having  few  salaried  officers. 

Such  service  at  cost  was  realized  in  practice  by  such  cooperative  asso- 
ciations, in  some  cases,  by: 

1.  Giving  customers  cost  prices,  thus  passing  on  to  them,  immedi- 
ately, all  lower  prices  or  better  discounts  secured  from  producers,  im- 
porters, or  manufacturers;  or, 

2.  Giving  customers  some  species  of  dividend  or  profit  of  participa- 
tion at  the  end  of  fixed  periods. 

Such  corporations,  cooperative  in  form  of  organization  and  function- 
ing as  distributors  at  wholesale  but  classified  and  designated  by  respond- 
ent herein  as  "retailers,"  in  several  instances,  in  addition  to  sales 
methods  outlined  above  in  this  paragraph,  have  employed  a  limited 
number  of  traveling  salesmen  who  personally  solicit  customers  in  the 
sale  of  goods  distributed  by  such  corporations. 
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"Jobbers"  or  "wholesalers"  so  classified  and  designated  by  respondent 
herein,  generally  demand  of  retailers  and  manufacturers  a  profit  for 
wholesale  distribution  service  in  addition  to  the  actual  cost  of  such 
service.  For  a  large  group  of  such  "jobbers"  or  "wholesalers"  reporting 
to  the  National  Wholesale  Druggists  Association  in  191 9,  the  cost  of 
their  said  distributing  service  was  announced  through  said  association  as 
12.75%,  reckoned  in  percentages  on  sales  prices,  and  the  cost  of  such 
service  for  a  representative  of  said  group  in  1920  was  12.71%,  reckoned 
in  percentages  upon  sales  prices,  8%  of  which  was  administrative  and 
general,  which  includes  everything  not  specifically  named;  3.7%  of 
sales,  salesmen  and  delivery  expenses;  .55%  bad  debts,  and  other  small 
items. 

"Jobbers,"  so  classified  and  designated  by  respondent  herein,  as  a  rule 
carry  larger  stocks  in  proportion  to  their  annual  sales,  employ  a  greater 
number  of  traveling  salesmen,  and  extend  credit  for  longer  terms  than 
corporations  cooperative  and  mutual  in  form  and  functioning  as  dis- 
tributors at  wholesale,  but  classified  and  designated  by  respondent  as 
"retailers."  Some  "jobbers"  or  "wholesalers,"  however,  so  classified 
and  designated  by  respondent,  and  receiving  its  lowest  prices  and 
highest  discounts  in  the  sale  of  its  said  goods,  do  not  employ  traveling 
salesmen,  nor  issue  catalog,  nor  perform  many  other  services  rendered 
to  purchasers  by  many  cooperative  or  mutual  corporations  engaged  in 
selling  at  wholesale. 

Growth  of  such  cooperative  corporations  has  been  very  rapid,  both 
in  number  and  in  volume  of  business,  so  that  at  the  present  time  they 
distribute  at  wholesale  a  substantial  percentage  of  all  the  products 
manufactured  in  the  United  States  in  the  drug  and  kindred  lines,  have 
millions  of  aggregate  capital,  and  carry  stocks  of  goods  worth  millions 
in  the  aggregate.  The  aggregate  gross  sales  for  the  year  1920,  for  12 
cooperative  or  mutual  corporations  engaged  in  selling  exclusively  at 
wholesale  to  the  retail  trade,  totaled  $22,890,282.31. 

The  great  bulk  of  such  distributing  trade,  however,  is  still  in  the 
hands  of  "jobbers"  or  "wholesalers"  so  classified  and  designated  herein, 
such  customers  of  respondent  having  numbered  about  275,  as  compared 
with  about  50  or  less  of  the  cooperative  corporations.  In  one  locality, 
at  least,  such  a  cooperative  corporation  is  a  dominant  factor  in  the 
wholesale  distributing  trade  in  the  field  of  drugs  and  kindred  products. 

That  the  policy  of  respondent  herein,  of  discriminating  against  cor- 
porations cooperative  in  form  and  functioning  as  distributors  at  whole- 
sale, but  classified  by  it  as  "retailers,"  has  tended  to  and  now  tends  to 
hinder  and  lessen  competition  between  such  distributors,  and  to  drive 
from  the  field  of  distribution  at  wholesale,  such  corporations,  coopera- 
tive or  mutual  in  form,  and  thus  to  close  one  channel  of  distribution  at 
wholesale  for  such  products,  which  channel  of  distribution  is  entitled  to 
an  unhindered  opportunity  to  demonstrate  its  economic  efficiency  on 
equal  terms  with  the  previously  existing  methods  or  agencies  of  dis- 
tribution. 
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That  respondent  herein  advertises  its  products  nationally  and  exten- 
sively, and  such  products  are  in  active  demand  by  retailers  who  dis- 
tribute that  class  of  goods,  so  that  it  is  practically  necessary  for  all  dis- 
tributors at  wholesale  to  handle  such  products  in  order  to  supply  the 
wants  of  their  customers,  even  though  such  products  may  be  distributed 
at  no  profit,  or  at  a  loss,  and  for  that  reason  the  policy  of  respondent 
in  discriminating  in  discounts,  and  therefore  in  prices,  in  favor  of  con- 
cerns classified  and  designated  by  it  as  "jobbers"  or  "wholesalers,"  and 
against  corporations  cooperative  or  mutual  in  form  and  functioning  as 
distributors  at  wholesale  and  classified  by  respondent  as  "retailers," 
causes  losses  to  the  latter  class  and  hinders  its  competitive  effort  to 
maintain  itself  on  a  basis  of  economic  efficiency. 

That  respondent  herein  does  a  business  in  the  manufacture  and  sale 
of  its  said  products  of  about  $1,500,000  a  year,  and  is  in  competition 
with  many  other  manufacturers  who  make  and  sell  similar  products 
or  products  used  for  similar  purposes.  But  one  of  the  products  of 
respondent,  namely,  Mennen  Tar  Shampooing  Cream,  is  unique.  That 
the  products  of  respondent  are  of  a  uniform  grade  and  quality,  but  one 
grade  or  quality  of  each  item  being  sold  or  distributed. 

That  respondent  herein  is  not  confined,  in  the  distribution  of  its 
products  at  wholesale  or  at  retail,  to  drug  dealers  or  drug  stores,  but 
distributes  its  products  through  general  stores,  department  stores,  gro- 
cery stores,  hardware  stores,  and  so  forth. 

That  the  varying  discount  rates  given  by  respondent  herein  in  the 
sale  of  its  said  products  to  its  customers  classified  and  designated  by  it 
as  "retailers,"  as  compared  with  the  class  of  its  customers  classified  and 
designated  by  it  as  "jobbers"  or  "wholesalers".  .  .  .  are  discriminations 
in  price  between  purchasers  of  respondent's  commodities,  for  their  use, 
consumption  and  resale  within  the  United  States  and  in  the  District  of 
Columbia,  the  effect  of  which  may  be  to  lessen  substantially  competition 
in  the  sale  and  distribution  of  respondent's  products,  or  between  dis- 
tributors thereof. 

That  said  discrimination  in  price  by  respondent  in  the  sale  of  its 
products  between  classes  of  its  customers  ....  is  not  on  account  of 
differences  in  grade,  quality,  or  quantity  of  the  commodity  sold;  nor 
such  as  only  to  make  due  allowance  for  difference  in  cost  of  selling  or 
transportation;  nor  is  it  made  in  good  faith  to  meet  competition;  nor 
is  it  a  selection  of  customers  in  bona  fide  transactions  not  in  restraint 
of  trade. 

All  products  sold  by  respondent  are  of  the  same  grade  or  quality,  and 
respondent  pays  transportation  on  all  products  sold  to  all  customers, 
and  does  not  vary  its  prices  with  localities.  There  is  no  evidence  in 
this  proceeding  that  it  has  cost  respondent  more  to  sell  the  class  of  pur- 
chasers from  which  it  has  exacted  higher  prices  than  it  cost  to  sell  to 
the  class  which  it  has  given  greater  discounts  and  hence,  lower  prices; 
no  competition  has  been  shown  or  indicated  compelling  or  tending  to 
compel  respondent  to  make  such  discrimination,  since  the  great  mass  of 
its  competitors  do  not  so  discriminate;  nor  has  respondent  selected  its 
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customers,  or  refused  to  sell,  but  has  made  sales  of  its  products  at  vary- 
ing, discriminating  prices  and  discounts. 

Order  to  Cease  and  Desist 

//  Is  Now  Ordered,  that  the  respondent,  the  Mennen  Company,  its 
officers  and  agents  and  employees,  do  Cease  and  Desist  from  discrimi- 
nating in  net  selling  prices,  by  any  method  or  device,  between  pur- 
chasers of  the  same  grade,  quality,  or  quantity  of  commodities,  upon  the 
basis  of  a  classification  of  its  customers  as  "jobbers,"  "wholesalers,"  or 
"retailers,"  or  any  similar  classification  which  relates  to  the  customers' 
form  of  organization,  business  policy,  business  methods,  or  to, the  busi- 
ness of  the  customers'  membership  or  shareholders,  in  any  transaction 
in,  or  directly  affecting  interstate  commerce,  in  the  distribution  of  its 
products: 

Provided,  that  nothing  herein  contained  shall  prevent  discrimination 
in  prices  between  purchasers  of  commodities  on  account  of  differences 
in  grade,  quality,  or  quantity  of  the  commodity  sold,  or  that  makes  only 
due  allowance  for  differences  in  the  cost  of  sale  or  transportation,  or 
discrimination  in  prices  in  the  same  or  different  communities  made  in 
good  faith  to  meet  competition,  or  the  selection  of  customers  in  good 
faith  and  not  in  restraint  of  trade. 


21.  Dennison  Manufacturing  Company 
discount  policy1 

This  problem  on  the  rearrangement  of  the  discounts  granted  to 
customers  came  before  the  Dennison  Manufacturing  Company  in 
19 1 9  for  decision. 

The  Dennison  Manufacturing  Company's  sales  headquarters 
and  plant  were  located  in  New  England.  Branch  sales  offices 
were  maintained  in  about  30  large  cities  in  the  United  States, 
Canada,  South  America,  England,  and  Denmark.  In  addition, 
retail  stores  were  maintained  in  four  large  cities  in  the  United 
States.  These  retail  stores  were  established  primarily  for  pro- 
motional purposes  and  did  not  compete  to  any  substantial  degree 
with  the  independent  retail  stores  which  sold  the  company's 
products. 

The  company  manufactured  a  varied  list  of  paper  products, 
such  as  shipping  tags,  marking  tags,  gummed  labels,  crepe  paper 

1See  also  Truro  &  Company,  page  39;  Cash  Discounts  and  Control  of  Profits, 
page  23. 
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products,  jewelers'  cases,  boxes,  and  findings.  Although  the  com- 
pany sold  a  large  quantity  of  special  goods  directly  to  industrial 
users,  this  problem  was  concerned  only  with  its  regular  stock 
goods.  In  these  regular  stock  goods  there  were  approximately 
8,000  items.  Most  of  these  items  were  used  by  the  ultimate  con- 
sumer in  small  quantities,  and  the  unit  price  was  small.  Conse- 
quently, they  were  distributed  largely  through  wholesalers  and 
retailers. 

These  stock  lines  were  cataloged  and  priced  by  the  unit  or  by 
the  carton,  which  contained  6,  10,  12,  or  more  units.  The  retail 
prices  given  in  the  company's  catalog  quite  generally  were  ob- 
served by  retailers  except  in  the  Far  West,  where  high  freight 
rates  made  it  necessary  to  charge  higher  retail  prices.  The  inten- 
tion of  the  company  was  that  consumers  who  bought  from  retail 
merchants  should  pay  the  prices  stated  in  the  catalog.  When  the 
goods  were  boxed  in  cartons  containing  more  than  one  unit,  the 
price  stated  for  the  carton  was  called  the  list  price,  and  the  con- 
sumer purchasing  a  whole  carton  was  given  this  list  price  by  the 
retailer.  When  goods  were  sold  in  less  than  carton  lots,  the 
unit  price  was  slightly  higher  than  the  price  per  unit  in  carton 
lots.  From  the  retail  list  prices  or  carton  prices  the  discounts  to 
the  trade  were  figured. 

A  wholesale  stationer,  who  could  carry  stocks  of  practically 
everything  that  the  company  made,  received  a  discount  of  40% 
from  the  list  price,  provided  he  had  bought,  at  net  invoice  prices, 
not  less  than  $200  worth  of  the  company's  merchandise  in  the 
previous  calendar  year.  Under  stipulated  conditions  the  whole- 
saler received  in  addition  specified  quantity  discounts.  The  mini- 
mum of  $200  was  a  nominal  amount  and  was  established  merely 
as  a  guaranty  of  good  faith  on  the  part  of  the  wholesaler. 

The  company  made  a  large  portion  of  its  sales  of  stock  goods 
directly  to  retailers  through  its  traveling  salesmen.  A  substantial 
number  of  these  retailers  also  carried  on  a  wholesale  business  and 
sold  to  smaller  retailers. 

A  retailer  who  had  purchased,  at  net  invoice  prices,  $500  or 
more  worth  of  the  company's  products  in  the  previous  calendar 
year  received  a  discount  of  40%,  the  same  as  a  wholesaler.  To 
those  retailers  buying  less  than  $500  per  year,  a  discount  of  30% 
from  the  list  price  was  given.    Under  specified  circumstances  a 
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retailer,  as  well  as  a  wholesaler,  received  quantity  discounts, 
regardless  of  the  annual  purchases.  Two-thirds  of  the  sales  of 
stock  goods  were  made  to  retailers  who  received  the  40%  dis- 
count. Of  10,000  retailers  who  carried  Dennison  goods,  more 
than  2,000  were  in  the  40%  class,  with  annual  purchases  per 
retailer  of  about  $1,500. 

The  company's  salesmen  called  on  retailers  in  cities  which  had 
populations  of  25,000  or  more.  All  the  goods  sold  by  these  sales- 
men were  shipped  from  the  company's  factory,  and  the  buyers 
paid  the  freight.  Small,  incidental  purchases  by  retailers  in  these 
cities,  however,  usually  were  made  from  wholesalers  because  of 
the  saving  in  freight. 

Numerous  objections  had  been  raised  to  the  company's  discount 
plan.  In  the  first  place,  it  had  been  suggested  that  there  was  an 
element  of  unfairness  in  having  the  amount  of  the  dealer's  profit 
depend  on  the  quantity  of  goods  which  he  bought  from  the  com- 
pany. Nevertheless,  the  minimum  requirement  of  $200  per  year 
for  each  wholesaler  and  $500  for  each  retailer  was  well  within 
the  reach  of  those  merchants  who  took  sufficient  interest  in  the 
Dennison  line  to  give  it  adequate  display  and  promotive  attention. 

While  it  was  the  company's  intention  immediately  to  increase 
the  discount  when  a  wholesaler  or  a  retailer  reached  the  minimum 
requirement,  it  was  often  difficult,  with  10,000  accounts,  to  put 
the  increased  discount  into  effect  as  soon  as  the  merchant  was 
entitled  to  it.  If  the  company  failed  to  make  this  change  at  once, 
the  oversight  was  resented  by  the  merchant. 

There  also  were  frequent  occasions  on  which  a  merchant 
reached  $500  in  purchases  in  one  year  only  to  fall  below  that 
amount  the  next  year,  thereby  reducing  his  discount  in  the  third 
year.  After  a  retailer  was  once  placed  in  the  $500  class,  he 
remained  there  until  for  one  calendar  year  he  had  fallen  below 
that  limit.  Reductions  in  the  discount,  however,  were  fairly  fre- 
quent, because  of  the  fluctuations  in  a  merchant's  business  and 
also  because  a  merchant  might  reach  the  minimum  in  one  year 
as  a  result  of  an  unusually  large  order  for  Dennison  goods  received 
from  one  of  his  customers,  as,  for  example,  from  a  government 
agency  or  from  a  railroad  company. 

One  object  of  the  high  discount  was  to  reward  the  merchants 
who  took  an  interest  in  this  line,  and  it  was  advantageous  from 
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one  standpoint  to  hold  forth  the  inducement  of  the  high  discount 
as  an  incentive  to  the  merchants  who  had  not  yet  attained  it.  It 
had  been  found,  however,  that  this  stimulus  tended  to  encourage 
merchants  just  under  the  line  to  pad  their  orders  near  the  end 
of  the  year  in  order  to  go  over  the  $500  mark.  If  orders  were 
padded  in  one  year,  the  merchants  ran  the  risk  of  purchasing 
less  merchandise  from  the  company  the  next  year,  and  thus  might 
subsequently  fall  below  the  minimum  amount  and  become  dis- 
contented. 

Friction  also  was  encountered  with  the  merchants  who  failed 
to  reach  the  minimum  by  only  a  few  dollars  and  who  claimed 
that  an  injustice  was  being  done  to  them  when  they  were  so  near 
the  mark  and  yet  did  not  receive  the  large  discount.  This  diffi- 
culty had  been  particularly  pronounced  during  periods  of  un- 
usually heavy  demand  and  shortage  of  many  items.  Under  those 
conditions  the  company  frequently  had  been  unable  to  ship  to 
merchants  all  the  goods  they  ordered.  Consequently,  the  mer- 
chants had  claimed  that  if  the  company  had  made  shipments  to 
them  in  accordance  with  their  orders,  they  would  have  been  well 
over  the  $500  line. 

The  company  was  embarrassed  also  when  it  opened  accounts 
with  new  customers  who  prospectively  had  40%  accounts,  either 
because  they  already  had  large  established  businesses  or  because 
they  were  starting  businesses  of  their  own  on  an  unusually  large 
scale  after  having  acquired  experience  elsewhere.  Such  merchants 
believed  themselves  entitled  to  the  40%  discount  because  of  the 
future  possibilities  of  their  businesses.  In  many  of  those  cases 
the  company  would  prefer  to  give  the  new  customers  as  great 
an  inducement  as  possible  to  put  in  a  full  line  of  Dennison  goods, 
provided  it  could  be  done  without  breaking  down  the  established 
policy. 

In  the  few  years  prior  co  1919  there  had  been  a  rapid  advance 
in  prices,  and  $500  worth  of  merchandise  represented  much  less 
in  bulk  than  it  did  in  19 14.  Consequently,  many  retailers  were 
coming  into  the  40%  class.  If  prices  and  the  volume  of  sales 
returned  to  a  more  normal  level,  several  of  those  merchants 
would  drop  back  into  the  lower  class. 

The  company  also  was  troubled  from  time  to  time  with  the 
pooling  of  orders  whereby  two  or  more  small  retailers  entitled  only 
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to  30%  discount  combined  in  ordering  their  goods  so  as  to  reach 
the  $500  mark.  The  company  could  not  stop  this  abuse,  pro- 
vided the  goods  were  shipped  and  billed  to  one  address.  It  did 
decline  to  grant  the  discount  if  the  retailers  asked  to  have  the 
goods  shipped  or  billed  to  more  than  one  address. 

One  of  the  suggestions  that  was  made  for  the  solution  of  this 
problem  was  to  give  all  customers,  both  wholesalers  and  retailers, 
the  discount  of  40%.  This  would  be  objected  to  by  wholesalers 
as  cutting  off  their  patronage  from  the  small  retailers.  The 
wholesalers  were  selling  to  small  stores  in  urban  districts  and 
especially  to  stores  in  rural  districts  and  small  towns. 

Another  suggestion  was  to  eliminate  the  minimum  purchase 
requirements,  to  give  retailers  40%  off,  and  to  give  an  extra  10% 
discount  to  wholesalers.  One  of  the  drawbacks  to  this  plan  was 
that  numerous  retailers  also  were  wholesalers.  They  immediately 
would  claim  the  extra  discount,  and  it  would  not  be  long  before 
other  large  retailers  would  demand  the  same  discount  as  their 
competitors.  The  company  was  apprehensive,  furthermore,  that 
the  introduction  of  the  extra  10%  discount  to  wholesalers  who 
were  also  retailers  would  result  in  price-cutting. 


22.  Gi<encairn  Company 
deferred  discounts 

In  191 9,  the  Glencairn  Company,  a  manufacturer  of  high- 
grade  flavoring  extracts,  was  asked  by  several  of  its  wholesale 
customers  to  increase  the  trade  discount  which  it  allowed  pur- 
chasers. Instead  of  complying  with  this  request,  the  company 
reduced  that  discount  from  20%  off  list  prices  to  15%  off  list 
prices,  but  offered,  in  addition,  a  quantity  discount  of  5%  off 
list  prices  to  be  credited  at  the  end  of  each  year  to  the  account 
of  each  customer  whose  purchases  during  the  year  had  totaled 
at  least  $2,500.  List  prices  were  the  company's  suggested  resale 
prices  to  retailers.  This  discount  policy  still  was  in  effect  in 
1926,  after  seven  years'  experience. 

In  1923,  the  company  offered  a  quantity  discount  to  retailers 
who  purchased  its  extracts  from  wholesalers  instead  of  buying 
directly.    The  discount  applied  to  individual  orders  of  at  least 
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a  gross  of  the  company's  two-ounce  bottles  of  extracts,  and 
amounted  to  5%  of  the  net  cost  to  the  retailers.  When  a  re- 
tailer sent  a  wholesaler's  receipted  bill  for  an  order  of  a  gross 
or  more  to  the  Glencairn  Company,  the  company  sent  the  re- 
tailer a  check  for  5%  of  the  net  amount  of  the  bill.  The  average 
unit  purchase  of  a  retailer  was  six  dozen  two-ounce  bottles  of 
the  company's  extracts. 

After  July  1,  1925,  the  quantity  discount  which  the  company 
allowed  retailers  not  buying  directly  was  computed  on  the  basis 
of  list  prices  of  goods  shown  on  the  wholesalers'  receipted  bills 
rather  than  on  the  net  amounts  of  the  bills.  This  change  was 
made  because  the  executives  concluded  that  use  of  the  net 
amount  penalized  retailers  who,  because  of  their  large  purchases, 
their  cash  payments,  or  their  strong  credit  positions,  received 
extra  discounts  from  wholesalers. 

The  company  did  not  allow  this  discount  to  retailers  who  pur- 
chased directly;  they  were  offered  the  same  discounts  offered 
wholesalers  and  other  customers  buying  directly.  In  no  in- 
stance did  the  company  offer  customers  free  deals,  that  is,  so 
much  merchandise  free  with  each  purchase  of  a  specified  quan- 
tity. The  company  avoided  such  a  policy  because  of  the  possi- 
bility of  its  leading  customers  to  overstock. 

The  company  allowed  all  customers  who  purchased  directly 
a  cash  discount  of  1%  off  net  price  for  payment  within  10  days. 
Under  no  circumstances  did  the  company  at  any  customer's 
request  deviate  from  these  discount  policies. 

The  company  sold  to  wholesalers,  both  service  and  cash-and- 
carry;  to  chain-store  companies;  to  wholesale  buying  pools;  to 
retail  buying  associations;  and  to  unit  retail  stores  that  refused  to 
buy  other  than  directly  and  whose  yearly  purchases  were  reason- 
ably large.  Sales  to  unit  retail  stores  were  discouraged,  how- 
ever, and  those  customers  regularly  were  urged  to  purchase  from 
wholesalers.  In  1926,  the  company  had  on  its  books  from  700 
to  800  accounts  of  wholesalers,  which  included  wholesale  buying 
associations,  retail  buying  associations,  cash-and-carry  whole- 
salers, and  service  wholesalers;  about  400  accounts  of  unit  retail 
stores;  and  30  accounts  of  chain-store  companies.  It  did  not 
sell  to  brokers  or  to  desk  jobbers,  that  is,  jobbers  who  took  orders 
but  maintained  no  stocks.    In  1925,  of  total  net  sales  64%  were 
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made  to  wholesalers,  18%  to  chain-store  companies,  and  18%  to 
other  retailers. 

The  executives  of  the  Glencairn  Company  could  see  no  reason 
for  refusing  to  sell  to  cash-and-carry  wholesalers,  particularly 
since  most  of  the  company's  cash-and-carry  wholesale  custom- 
ers were  located  where  the  other  wholesalers  were  said  to  give 
poor  delivery  service.  Retailers  seemed  to  have  no  objection  to 
paying  cash  for  goods  when  they  had  to  call  for  them.  The 
company  accepted  orders  from  retail  grocery  buying  pools  or 
wholesale  buying  pools,  and  had  several  of  each  of  these  types 
of  organizations  as  regular  customers.  Retail  buying  pools  which 
bought  from  the  company  were  located  usually  in  cities  where 
chain-store  companies  were  not  strong.  The  company  consist- 
ently had  refused  requests  by  chain-store  companies  for  a  larger 
discount  than  that  given  to  wholesalers.  Drop  shipments  were 
an  almost  negligible  percentage  of  the  company's  total  sales,  and 
in  no  instance  did  the  company  make  drop  shipments  outside  of 
a  wholesaler's  immediate  vicinity.  In  a  city  as  large  as  Boston, 
drop  shipments  amounted  to  about  5%  of  sales.  When  a  chain- 
store  company  purchased  through  a  wholesale  grocer,  that  ship- 
ment usually  was  made  directly  to  the  main  warehouse  of  the 
chain-store  company.  Shipments  for  all  orders  received  directly 
from  chain-store  companies  were  made  to  the  main  warehouses 
of  those  companies. 

The  company  had  national  distribution  for  its  extracts,  but  in 
some  territories,  particularly  in  the  Rocky  Mountain  district, 
that  distribution  was  thin.  The  company  employed  22  salesmen. 
Those  salesmen  called  on  each  customer  three  times  a  year  except 
in  the  Rocky  Mountain  district,  where  they  called  on  each  cus- 
tomer only  once  a  year.  In  no  instance  did  the  company  prepay 
freight.  It  had  warehouses  in  Detroit,  Chicago,  Philadelphia, 
and  San  Francisco. 

The  company  advertised  in  national  mediums  from  19 19  to 
1922,  inclusive.  It  did  less  of  this  advertising  in  1922  than  in 
the  preceding  years,  and  in  1923  discontinued  national  advertis- 
ing entirely.  After  1923,  it  confined  its  advertising  to  local 
newspapers  and  to  street  car  advertisements  and  depended  more 
and  more  upon  its  22  salesmen  to  promote  the  sales  of  its  goods. 
In  1926,  none  of  the  company's  competitors  were  advertising 
nationally.     The  company  occasionally  had  placed  advertising 
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directly  with  radio  broadcasting  stations.  In  some  instances  this 
advertising  had  been  highly  successful.  In  one  city,  for  example, 
a  grocery  store  doubled  its  sales  of  the  company's  products  as  a 
result  of  12  radio  talks  broadcasted  in  that  city.  These  talks 
were  given  by  a  domestic  science  lecturer  who  referred  during 
his  lecture  to  Glencairn  extracts  as  high-grade  flavorings.  At 
the  end  of  the  lecture  it  was  stated  that  the  Glencairn  Company 
would  send  a  cookbook  free  to  anyone  writing  for  it.  About 
1,000  cookbooks  were  distributed  as  a  result  of  the  12  talks. 

The  Glencairn  Company  had  been  in  existence  well  over  half 
a  century  and  its  brand,  Glencairn,  for  flavoring  extracts  was 
generally  known  throughout  the  United  States.  The  company 
used  only  pure,  unadulterated  extracts.  An  executive  estimated 
that  two-thirds  of  the  grocery  wholesalers  and  retailers  in  the 
United  States  constituted  a  market  for  pure  extracts.  In  1926, 
the  company  was  producing  extracts  in  16  flavors  and  10  shades; 
it  did  not  contemplate  adding  any  new  lines.  Shades  or  colors  in 
flavoring  extracts  were  used  to  color  jellies,  cake  frostings,  and 
other  foods.  About  200  manufacturers  produced  approximately 
one-fourth  of  the  flavoring  extracts  sold  in  the  United  States.  A 
majority  of  those  200  manufacturers  used  pure  extracts  such  as 
the  Glencairn  Company  used.  Only  a  few  of  them,  however,  had 
as  old  and  well-established  brands  as  Glencairn,  and  still  fewer 
had  as  wide  distribution.  Other  competition  came  from  several 
thousand  small  producers  most  of  whom  did  not  use  pure  ex- 
tracts; these  manufacturers  sold  only  locally,  and  often  from 
house  to  house.  Many  chain-store  companies  and  many  whole- 
sale grocers  had  their  own  private  brands  of  extracts.  The 
executives  of  the  Glencairn  Company  believed  that  practically 
all  chain-store  grocery  companies  in  the  northeastern,  the  Pacific, 
the  southern,  and  the  middle-western  territories  carried  the  Glen- 
cairn brand,  although  in  the  South  and  Middle  West  smaller 
stocks  and  less  complete  lines  probably  were  carried.  Most  of 
the  30  chain-store  companies  which  bought  directly  from  the 
company  also  carried  their  own  privately  branded  extracts,  but, 
in  the  opinion  of  the  executives  of  the  company,  could  not  afford 
to  discontinue  the  Glencairn  brand.  The  company  did  not  manu- 
facture private  brands  for  any  of  its  customers. 

Extracts  were  not  perishable;  in  fact  the  executives  of  the 
Glencairn   Company  were  of  the  opinion  that  the  company's 
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products  improved  with  age.  The  per  capita  consumption  of 
extracts,  as  compared  with  that  of  most  other  food  products,  was 
low.  Sales  of  extracts  commonly  did  not  constitute  more  than 
Yt  of  i%  of  a  retailer's  yearly  sales.  The  executives  were  un- 
certain as  to  the  common  figure  for  the  retail  stock-turn  of 
flavoring  extracts,  but  estimated  that  for  Glencairn  extracts  the 
stock-turn  was  about  four  times  a  year.1  The  executives  knew 
of  retail  stores  with  an  annual  rate  of  stock-turn  on  Glencairn 
extracts  as  low  as  2  times  and  of  other  retailers  who  regularly 
turned  their  stocks  of  those  extracts  15  times  a  year.  For  the 
wholesale  stock-turn  of  its  products  the  company  had  no  com- 
mon figure,  but  the  executives  stated  that  the  highest  rate  they 
knew  of  had  been  15  times  and  the  lowest  rate  2]/2  times  a  year.2 
Returns  to  the  factory  were  not  allowed  by  the  company  except 
in  exchange  for  bottles  of  different  sizes. 

The  approximate  common  figures  for  the  size  and  frequency 
of  orders  received  by  the  Glencairn  Company  from  wholesalers, 
according  to  estimates  by  one  of  the  executives  of  the  company, 
were:  a  $175  order  once  every  two  weeks  in  the  northeastern 
section  of  the  United  States;  a  $150  order  twice  a  year  in  the 
southern  territory;  a  $175  order  eight  times  a  year  in  the  middle- 
western  territory;  a  $175  order  eight  times  a  year  in  the  Pacific 
territory.  The  company  classed  the  northeastern  territory  as 
good,  the  southern  territory  as  poor,  and  the  middle-western  and 
Pacific  territories  as  fair.  For  chain-store  companies,  the  execu- 
tives estimated  that  typical  figures  were  a  $350  order  once  a 
week  in  the  northeastern  territory  and  a  $150  order  once  every 
six  weeks  in  the  western  territory.  The  company's  largest  whole- 
sale customer  ordered,  on  an  average,  $450  worth  of  the  extracts 
every  seven  days,  and  the  largest  chain-store  company  placed 
an  order  for  $800  every  twelve  days. 

Since  19 19,  the  company's  sales  had  more  than  doubled,  and 
the  cost  of  selling  had  dropped  from  about  27%  of  sales  in  19 19 
and  28%  in  1922,  to  14%  in  1925.    Sales  in  1922  had  increased 

1  Bureau  of  Business  Research,  Harvard  University,  Bulletin  No.  52,  Operating 
Expenses  in  Retail  Grocery  Stores  in  1924.  The  common  figure  for  stock-turn  for 
545  retail  stores  reporting  was  10  times  a  year.  See  table  opposite  page  62  in  that 
bulletin. 

2  Bureau  of  Business  Research,  Harvard  University,  Bulletin  No.  40,  Operating 
Expenses  in  the  Wholesale  Grocery  Business  in  1923.  The  common  figure  for 
stock-turn  for  501  wholesale  grocery  firms  reporting  was  5.9  times  a  year.  See 
page  67  in  that  bulletin. 


PRICE  POLICIES  721 

60%  over  sales  in  1919,  and  sales  in  1925  were  about  30%  larger 
than  sales  in  1922.  Executives  of  the  company  estimated  that  the 
increase  in  sales  from  1919  to  1922  resulted  chiefly  from  adver- 
tising and  from  the  efforts  of  16  missionary  salesmen  who  solic- 
ited orders  from  retailers  for  the  wholesalers'  accounts.  In  1923, 
however,  when  it  discontinued  advertising  in  national  mediums, 
the  company  reduced  its  force  of  missionary  salesmen  from  16 
to  3.  At  the  same  time,  the  company  purchased  12  automobiles 
for  the  use  of  12  of  its  remaining  22  salesmen.  The  executives 
attributed  the  increase  in  sales  after  1923  chiefly  to  the  greater 
frequency  of  salesmen's  calls  upon  customers.  The  decreased 
selling  expense  in  1925  resulted  from  a  66^3%  reduction  in 
advertising  expense  and  a  33^2%  reduction  in  salesmen's  ex- 
penses. The  same  items  were  charged  to  selling  expense  in  1925 
as  in  1922,  namely,  salesmen's  salaries  and  traveling  expenses, 
advertising,  and  sales  office  expense.  The  automobiles  bought  in 
1923  were  charged  as  capital  investment.  The  cost  of  their  use 
and  upkeep,  however,  was  charged  to  selling  expense. 

The  company  retained  3  missionary  salesmen  to  call  solely 
upon  retailers  for  the  wholesalers'  accounts.  The  other  19  sales- 
men were  called  factory  salesmen,  although  they  did  some  mis- 
sionary work  by  soliciting  orders  from  retailers  for  the  whole- 
salers' accounts.  The  factory  salesmen  obtained  orders  from 
wholesalers  and  from  chain-store  companies  and  other  retailers 
who  purchased  directly.  It  was  the  salesman's  duty,  however, 
to  encourage  the  retailers  with  small  accounts  to  purchase  from 
local  wholesalers.  When  time  permitted,  salesmen  called  at  indi- 
vidual stores  operated  by  chain-store  companies,  not  to  solicit 
orders  but  to  stimulate  interest  among  the  store  managers.  The 
company's  22  salesmen  were  paid  salaries  and  an  arbitrarily 
determined  portion  of  profits  at  the  end  of  the  year. 

It  had  been  the  company's  experience  that  when  its  salesmen 
were  withdrawn  from  a  territory,  sales  decreased  appreciably 
almost  immediately.  In  cities  in  which  it  did  not  have  intensive 
distribution,  the  company  frequently  conducted  sales  campaigns. 
When  such  a  campaign  was  to  be  conducted,  the  company  sent 
several  of  its  missionary  salesmen  into  the  city  to  announce  the 
campaign  and  to  get  retail  orders  for  wholesalers;  often  news- 
papers in  which  the  company  was  to  advertise  during  the  cam- 
paign sent  men  to  call  on  retailers  and  discuss  the  company's 
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plans.  When  the  missionary  salesmen  had  stocked  the  whole- 
salers, which  usually  took  about  two  weeks,  the  local  newspaper 
advertising  was  begun  and  was  continued  for  six  months.  A 
second  canvass  of  the  retailers  was  made  by  the  missionary  sales- 
men about  two  months  after  the  first,  and  a  third  canvass  was 
made  about  three  months  later,  a  month  before  the  newspaper 
advertising  campaign  was  completed.  The  company  estimated 
that  in  its  old  established  territories  its  salesmen  were  responsible 
for  obtaining  from  retailers  about  20%  of  the  orders  which  the 
company  received  from  wholesalers,  and  that  in  the  new  terri- 
tories its  salesmen  obtained  about  80%  of  those  orders. 

The  company  expected  its  salesmen  to  emphasize  the  5% 
quantity  discount  on  annual  purchases.  At  the  beginning  of 
each  year,  about  January  15,  when  the  accounts  of  customers 
whose  purchases  in  the  preceding  year  entitled  them  to  the  5% 
discount  were  credited,  the  company  wrote  to  the  customers 
receiving  the  discount  stressing  the  advantages  of  the  company's 
quantity  discount  policy.  Salesmen  also  were  to  impress  upon 
retailers  purchasing  from  wholesalers  the  desirability  of  pur- 
chasing a  gross  at  a  time  so  as  to  receive  the  discount  of  5% 
offered  by  the  manufacturer.  In  1925,  22%  of  the  company's 
total  sales  to  wholesalers  at  list  prices  were  in  gross  lots.  The 
company  estimated  that  on  that  same  quantity  of  sales  in  1925 
it  had  paid  the  factory  discount  to  retailers. 

Executives  of  the  company  stated  that  the  merit  of  the  com- 
pany's discount  policy  lay  in  the  fact  that  it  was  to  be  expected 
that  the  wholesalers,  restricted  to  a  15%  trade  discount,  would 
give  fewer  discounts  off  the  list  prices  to  retailers  than  they  had 
when  allowed  a  larger  discount  by  the  company,  and  that,  as  a 
result,  retailers  would  be  less  prone  to  cut  prices.  The  execu- 
tives did  not  expect  that  the  wholesalers  in  quoting  prices  to 
retailers  would  take  into  consideration  the  quantity  discount 
which  they  might  receive  at  the  end  of  the  year.  In  fact,  the 
executives  were  convinced  that  wholesalers  usually  did  not  take 
into  consideration  the  actual  cost  of  particular  items  in  quoting 
prices  to  retailers.  The  company  suggested  to  its  wholesalers 
that  their  credits  at  the  end  of  the  year,  if  they  had  been  eligible 
for  the  quantity  discount,  were  clear  gain  to  them.  The  Glen- 
cairn  Company  made  no  provision  in  its  accounts  for  the  con- 
tingent liability  represented  by  the  quantity  discounts.    In  Jan- 
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uary,  after  the  books  had  been  closed,  the  amount  of  the  quantity 
discounts  owed  to  customers  was  computed  and  credited  to  the 
proper  customers'  accounts.  The  amount  of  those  credits  was 
deducted  from  the  company's  sales  of  the  ensuing  calendar  year. 
Ordinarily,  the  total  amount  of  the  quantity  discounts  cred- 
ited to  customers  in  January  of  each  year  on  the  preceding  year's 
purchases  was  less  than  2%  of  the  company's  net  sales  in  the 
preceding  year.  In  1925,  the  amount  of  the  discounts  was 
exactly  ij4%  of  total  net  sales.  Sixty-eight  customers  were 
credited  with  the  discount  at  the  end  of  that  year;  40  of  those 
customers  were  wholesalers,  including  a  few  wholesalers'  pools, 
each  pool  being  counted  as  1  wholesaler;  the  remainder  included 
14  chain-store  companies,  6  unit  stores,  and  8  retail  grocers' 
buying  associations.  The  1  %  cash  discount  off  the  net  price  was 
invariably  taken  by  chain-store  companies  and  usually  was  taken 
by  wholesalers.  Padding  of  orders  to  receive  the  quantity  dis- 
count had  not  been  discernible  during  the  seven  years  that  the 
plan  had  been  in  effect. 

Was  the  company's  discount  policy  sound? 


23.  National  Biscuit  Company 
discount  policy 

Complaints  brought  by  retail  grocers  operating  unit  stores 
against  the  National  Biscuit  Company's  discount  policy  cul- 
minated in  an  action  before  the  Federal  Trade  Commission  in 
192 1.  The  complaint  of  the  commission  stated  that  the  policy  of 
the  National  Biscuit  Company  in  granting  quantity  discounts 
discriminated  against  small  unit  stores  which  had  entered  buying 
pools  in  order  to  obtain  maximum  discounts,  and  reacted  in  favor 
of  chain  stores. 

The  National  Biscuit  Company  maintained  an  extensive  system 
of  wholesale  branches  and  through  its  salesmen  sold  directly  to 
retailers.  In  unit  stores  the  company's  salesmen  on  frequent  calls 
gave  advice  regarding  the  quantity  to  purchase,  inspected  the 
quality  of  stock  on  hand,  arranged  for  merchandise  display  and 
occasionally  for  window  display,  and  made  collections.  In  the 
case  of  sales  to  a  chain-store  company,  the  merchandise  was  deliv- 
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ered  to  the  individual  stores,  and  collections  were  made  either 
from  the  stores  or  from  the  central  office  in  accordance  with 
receipts  signed  by  the  store  managers. 

Regarding  the  complaint  of  the  Federal  Trade  Commission, 
the  company  published  the  following  statement,  September  9, 
1922: 

The  Facts  in  the  Federal  Trade  Commission  Complaint 

As  is  well  known,  we  have  a  uniform  discount  policy  and  we  do  not 
depart  from  it  in  any  particular.  There  are  no  exceptions.  Our  cus- 
tomers, as  respects  quantity  discounts,  are  divided  into  four  classes: 

Class  A  includes  those  customers  who  buy  a  total  of  all  of  our 
biscuit  amounting  to  $200  or  more  in  a  given  month.  These  customers 
receive  a  discount  of  15%. 

Class  B  includes  customers  who  buy  $50  or  more  in  a  given  month 
but  less  than  $200.   These  receive  a  discount  of  10%. 

Class  C  includes  customers  who  purchase  $15  or  more  in  a  given 
month  but  less  than  $50.   These  customers  receive  a  5%  discount. 

Class  D  includes  those  customers  who  purchase  less  than  $15  of  all 
of  our  biscuit  in  a  given  month,  and  who  receive  no  quantity  discount. 

We  also  give  a  cash  discount.  All  customers  who  pay  within  10 
days  receive  a  discount  of  1%. 

To  us  a  "customer"  is  any  person,  partnership,  or  corporation  own- 
ing and  operating  one  or  more  stores.  We  do  not  sell  to  pools  of 
any  kind. 

Our  products  are  particularly  perishable,  in  that  they  begin  to 
deteriorate  as  to  quality,  though  not  as  to  wholesomeness,  within  a 
comparatively  short  time  after  manufacture  or  packing.  We  aim  to 
place  upon  the  market  only  the  highest  class  of  goods,  and,  therefore, 
the  first  essential  of  our  business  is  that  as  brief  a  period  as  possible 
shall  elapse  between  the  time  one  of  our  products  leaves  our  ovens 
and  the  time  it  reaches  the  consumer's  table.  This  policy  is  part  of 
the  groundwork  of  the  business  and  is  vital  to  the  maintenance  of  our 
well-earned  reputation  for  putting  out  the  finest  goods  as  respects 
wholesomeness,  taste,  and  general  quality.  Therefore,  by  reason  of 
the  nature  of  the  business,  it  has  been  our  policy  to  sell  and  to  deliver 
direct  to  retail  stores.  We  place  the  goods  in  the  stores  as  quickly  as 
possible,  and  it  is  the  business  of  our  salesmen,  among  other  things,  to 
make  certain  that  no  retailer  overstocks  and  to  aid  the  retailer  in 
every  possible  way  to  sell  the  goods  as  rapidly  as  possible.  This  has 
the  effect  of  increasing  his  turnover  and,  therefore,  his  profit,  and  also 
of  building  up  his  business  and  our  own  by  cultivating  among  con- 
sumers the  deserved  reputation  of  supplying  only  the  freshest  goods 
of  the  best  quality. 

These  basic  reasons  are  the  foundation  and  the  origin  of  our  dis- 
count policy.    In  studying  the  subject  and  in  consulting  various  cus- 
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tomers,  we  found  that  a  discount  policy  like  that  set  forth  above 
would  be  best  constituted  to  promote  the  business  of  our  customers 
and,  therefore,  to  make  our  own  business  grow  and  to  serve  the  con- 
suming public. 

Any  independent  retail  grocer  buying  $200  of  our  goods  in  a  given 
month  obtains  a  quantity  discount  of  15%.  No  customer,  not  even  a 
chain  store  having  thousands  of  branches,  and  buying  many,  many 
thousands  of  dollars  of  our  goods  per  month,  can,  nor  has  any  such 
buyer  or  customer  ever  obtained  any  concession  or  allowance  or  more 
than  this  15%  quantity  discount,  either  directly  or  indirectly. 

Under  this  plan  many  independent  retailers  formerly  in  Class  B  or 
C  have  now  by  energy  and  alert  business  methods  and  genuine  sales- 
manship built  up  their  businesses  to  $200  or  more  per  month,  thus 
putting  themselves  in  Class  A  and  obtaining  the  largest  discount  that 
any  one  can  obtain  from  the  National  Biscuit  Company. 

Excluding  from  the  computation  all  chain  stores,  even  a  chain  store 
consisting  of  but  two  stores  under  one  ownership,  we  are  regularly 
selling  to  a  great  number  of  independent  retailers  throughout  the 
United  States  who  buy  $200  or  more  per  month  of  our  products;  in- 
deed, the  total  of  these  Class  A  customers,  excluding  chain  stores,  is 
now  in  the  thousands. 

The  case  against  us  that  is  now  being  heard  before  the  Federal 
Trade  Commission  is  the  result  of  complaint  by  some  retail  grocers 
who  desire  to  join  in  pools  for  the  purpose  of  purchasing  from  our 
company  on  a  pool  basis  and  by  this  device  attempt  to  secure  a  15% 
discount  as  against  a  10%,  or  in  some  cases  the  5%  discount  they 
now  receive.  The  Commission's  inquiry  is  directed  to  the  question 
whether  or  not  our  discount  policy  is  an  illegal  price  discrimination 
against  those  who  do  not  earn  the  15%  discount  by  selling  $200  worth 
or  more  per  month  of  our  products,  and  whether  or  not  our  policy 
tends  to  build  up  chain  stores  or  a  proposed  chain  store  monopoly  as 
against  independent  retailers. 

It  is  difficult  to  see  how  we  could  be  justly  accused  of  any  favoritism 
to  the  chain  stores  or  any  discrimination  against  independent  retailers, 
who  constitute  by  far  the  greater  part  of  our  customers.  As  to  price 
discrimination,  we  cannot  be  said  to  discriminate  in  price  against  retail 
pools  or  buying  exchanges,  because  it  is  the  uniform  policy  of  this 
company  not  to  sell  to  such  pools  or  combinations  at  any  price. 

Moreover,  retailers  in  Class  B  and  Class  C  have  testified  in  our 
behalf  in  the  present  case  that  they  favor  our  discount  policy  and  that 
they  would  not  regard  it  as  fair  for  us  to  sell  to  a  pool,  and  thus  enable 
some  other  independent  retail  grocers,  competitors  of  theirs,  to  obtain 
by  the  mere  device  of  joining  a  pool  a  discount  equal  to  or  greater 
than  the  discount  that  such  independent  retail  grocer  had  obtained  by 
his  own  sales  efforts. 

And  finally  as  to  the  charge  of  building  up  chain  stores,  our  company, 
so  far  as  we  know,  is  the  only  manufacturer  that  absolutely  refuses 
special  discounts  to  chain  stores  by  reason  of  the  very  large  quantities 
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that  they  sometimes  purchase;  in  other  words,  the  thousands  of  in- 
dependent retailers  who  buy  $200  worth  or  more  of  crackers  per 
month,  as  well  as  the  very  smallest  chain  having  only  two  or  three  or 
four  stores  but  buying  $200  or  more  per  month,  obtain  exactly  the 
same  discount  that  is  received  by  the  largest  chain  store  groups  in  the 
United  States,  some  of  which  purchase  in  a  month  from  $10,000  to 
$40,000  or  $50,000  or  more  of  biscuit. 

The  Federal  Trade  Commission  reached  a  decision  in  the  case 
of  the  National  Biscuit  Company  in  January,  1924. 1  At  that  time 
the  commission  ordered  the  company  to  discontinue  its  policy  of 
allowing  discounts  to  chain-store  grocery  companies  on  the  total 
purchases  of  all  their  units  from  the  company  so  long  as  it 
refused  to  allow  similar  discounts  on  gross  purchases  to  associa- 
tions or  combinations  of  independent  grocers.  Portions  of  the 
commission's  findings  as  reported  in  its  decision  follow: 

Paragraph  6.  The  respondent  allows  to  purchasers  operating  more 
than  one  retail  grocery  store,  or  what  are  commonly  known  as  "chain 
stores"  (and  will  be  hereinafter  so  designated),  a  discount  in  price  on 
the  monthly  gross  purchases  of  all  the  separate  units  or  retail  grocery 
stores  of  such  chain  store  systems.  The  number  of  separate  units  or 
retail  stores  in  the  various  chain  store  systems  varies  from  two  to  more 
than  seven  thousand.  The  respondent  serves  each  separate  unit  or 
retail  store  of  a  chain  system  as  a  distinct  and  separate  purchaser — 
its  salesmen  solicit  and  take  orders  from  the  managers  of  each  of  the 
separate  units  or  retail  stores;  it  makes  deliveries  to  each  separate 
unit  or  retail  store;  in  many  instances  the  manager  of  the  separate 
unit  or  retail  store  pays  for  respondent's  goods  when  they  are  delivered, 
but  in  other  instances  payment  is  made  at  the  headquarters  of  the 
chain  system;  in  some  instances  the  general  manager  of  the  chain  store 
system  at  headquarters  to  a  certain  extent  determines  the  brands  or 
varieties  of  respondent's  products  that  the  separate  units  or  retail  stores 
of  such  system  will  carry — that  is,  the  general  manager  will  list  the  num- 
ber of  brands  and  varieties  that  each  separate  unit  or  retail  store  will 
be  allowed  to  handle — but  the  managers  of  the  separate  units  or  re- 
tail stores  then  choose  any  or  all  of  such  products  on  such  list  that  they 
think  they  can  sell  in  their  respective  communities,  and  the  quantities 
to  be  purchased  by  each  separate  unit  or  retail  store  in  all  instances 
are  determined  by  the  manager  of  said  unit  or  retail  store  and  given  to 
respondent's  salesman  when  he  calls;  in  some  instances,  however,  the 
manager  of  the  separate  unit  or  retail  store  determines  the  brands  or 
varieties  that  his  store  will  handle,  and  has  complete  charge  of  the 
ordering  of  biscuits  and  crackers  from  the  respondent.    Different  units 

1  Federal  Trade  Commission  v.  National  Biscuit  Company  (No.  423)  Docket  836, 
January  23,  1924. 
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or  retail  stores  of  a  chain  system  in  many  instances  handle  different 
brands  or  varieties  of  respondent's  products. 

Par.  9.  In  many  instances  a  purchaser  operating  a  single  retail 
store  is  in  direct  competition  with  a  purchaser  operating  a  separate 
unit  or  retail  grocery  store  of  a  chain  system  in  selling  respondent's 
products,  and  the  aggregate  monthly  purchases  of  respondent's  products 
by  said  purchaser  operating  a  separate  unit  or  retail  grocery  store  of 
the  chain  system  are  no  greater  than  the  aggregate  monthly  purchases 
of  respondent's  products  by  the  purchaser  operating  a  single  retail  store; 
yet  the  respondent  grants  a  larger  discount  to  the  purchaser  operating 
a  separate  unit  or  retail  grocery  store  of  the  chain  system  than  it  does 
to  the  purchaser  operating  a  single  retail  store. 

Par.  14.  In  order  to  compete  with  retail  units  of  chain  store  sys- 
tems in  selling  National  Biscuit  Company  products,  groups  of  inde- 
pendent retailers  in  many  localities  in  different  parts  of  the  United 
States  have  attempted  to  combine  their  purchases  and  obtain  dis- 
counts equal  to  those  granted  to  the  chain  stores: 

a)  In  some  instances  one  of  the  independent  retailers  would 
buy  for  two  or  three  of  his  neighbors — placing  the  order,  receiving 
all  deliveries  at  his  store,  and  paying  for  the  goods,  the  other 
grocers  in  the  combination  calling  at  his  store  and  getting  the 
goods  thus  ordered  and  received  by  him. 

b)  In  some  instances  groups  of  independent  retailers  *have  re- 
quested the  National  Biscuit  Company  to  make  to  them  deliveries 
similar  to  those  it  makes  to  the  separate  units  or  retail  grocery 
stores  of  chain  systems;  to  take  orders  from  them  as  it  takes 
orders  from  separate  units  or  retail  grocery  stores  of  chain  systems; 
and  have  offered  to  pay  respondent  cash  on  delivery,  or  in  the 
same  way  as  the  chain  stores  pay;  and  have  further  offered  to 
meet  any  requirements  the  respondent  makes  of  the  chain  systems. 

c)  In  other  instances  corporations  have  been  formed,  in 
which  the  stock  is  owned  exclusively  by  retail  grocers.  These  cor- 
porations have  requested  the  National  Biscuit  Company  to  sell 
their  stockholders  or  members  on  the  same  terms  and  in  the  same 
manner  as  said  respondent  sells  separate  units  or  retail  grocery 
stores  of  chain  systems.  These  corporations  have  offered  cash 
on  delivery  for  the  goods,  or  to  pay  for  them  as  the  chain  stores 
pay,  and  to  meet  every  requirement  that  the  National  Biscuit 
Company  makes  of  the  chain  systems. 

Par.  23.  In  many  instances,  independent  retailers  purchasing  less 
than  $200  per  month  of  National  Biscuit  Company  products  (which  in- 
clude approximately  90%  of  respondent's  customers  in  the  United 
States)  are  unable  to  successfully  compete  with  purchasers  operating 
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separate  units  or  retail  grocery  stores  of  chain  systems  in  the  sale  of 
respondent's  products,  because  of  the  difference  in  discounts. 

Par.  24.  In  many  localities  in  the  different  parts  of  the  United  States, 
independent  retail  grocers  who  do  not  carry  National  Biscuit  Company 
products  or  who  do  not  sell  respondent's  products  at  a  price  equal  to 
that  at  which  the  separate  units  or  retail  stores  of  chain  systems  are 
selling  such  products,  not  only  lose  the  sale  of  respondent's  products, 
but  also  thereby  lose  the  opportunity  of  supplying  customers  with  other 
commodities. 

Par.  26.  That  the  effect  of  the  application  of  respondent's  system 
of  discounts,  as  hereinbefore  set  out,  gives  to  one  class  of  retail  grocers 
an  undue  advantage  in  competing  with  another  class  of  retail  grocers 
in  the  handling  of  respondent's  products,  which  has  the  capacity  to  and 
does  tend  to  substantially  lessen  competition  and  to  create  a  monopoly 
in  the  retail  distribution  of  respondent's  products. 

In  May,  1924,  the  Circuit  Court  of  Appeals  of  New  York 
reversed  the  order  of  the  Federal  Trade  Commission  in  the  case 
of  the  National  Biscuit  Company.1  The  opinion  of  the  court  read 
in  part  as  follows : 

We  conclude  that  the  sales  policy  of  the  petitioners  as  to  their  dis- 
count plan,  as  well  as  the  refusal  to  sell  cooperative  or  pooling  buyers, 
is  fair  in  all  respects  as  to  all  its  competitors  and  customers. 

This  policy  obviously  does  not  affect  the  public  interest  nor  deprive 
it  of  anything  it  desires.  It  is  a  practice  which  is  recognized  by  manu- 
facturers of  bakery  products  and  is  inoffensive  to  good  business  morals. 
It  was  error  to  direct  the  petitioners  to  sell  to  individual  grocers  who 
pooled  their  orders  of  purchase  or  who  bought  on  a  cooperative  basis. 
While  a  chain  store  owner  may  handle  more  crackers  because  of  his 
ownership  of  more  than  one  store,  this  is  but  the  result  of  healthy  com- 
petition. 

A  manufacturer  of  biscuits  cannot  be  expected  to  adopt  a  uniform 
policy  that  is  appropriate  to  meet  the  small  buyer  and  the  large  buyer. 
There  is  no  discrimination  between  the  large  buyer  such  as  the  owner 
of  a  chain  store,  and  the  grocer  owning  but  one  store.  There  is  evi- 
dence in  the  record  that  many  individual  grocers  do  a  large  enough 
business  to  win  the  discount  provided  for  under  the  petitioners'  policies. 

A  pool  is  organized  merely  to  buy  and  not  for  selling  purposes.  The 
manager  of  the  pool,  when  it  has  a  manager,  merely  buys  as  an  agent 
or  employee  of  the  pool.  He  has  no  control  over  any  of  the  various 
grocers  in  the  pool.  He  incurs  no  financial  liability.  Each  member 
of  the  pool  controls  his  own  business  and  is  liable  for  his  own  indebt- 
edness. 

1  National  Biscuit  Company  v.  Federal  Trade  Commission,  299  F  733.  See  also. 
45  S.  Ct.  9S- 
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The  case  is  different  where  the  sale  is  made  direct  to  the  manager  of 
a  chain  unit.  By  pooling  purchases,  the  retail  customers  of  the  peti- 
tioners would  afford  no  service  in  the  sale  of  the  petitioners'  product  to 
the  consumers  beyond  that  which  each  furnishes  individually,  and  it 
may  be  noted  that  the  advertising  of  the  large  chain  stores  inures  to 
the  benefit  of  the  petitioners'  products  by  creating  a  wide-spread  and 
uniform  demand  for  their  products  and  consequently  larger  sales. 


24.  Hunt  Insulated  Wire  Company 
discount  policy 

The  Hunt  Insulated  Wire  Company,  in  May,  1922,  was  planning 
to  put  on  the  market  an  improved  type  of  rubber-covered  elec- 
trical cord  for  household  and  general  industrial  uses.  It  was 
necessary  for  the  company  to  decide  whether  to  apply  its  usual 
system  of  trade  discounts  to  that  item.  The  company's  engineers 
had  been  engaged  for  two  years  in  perfecting  machinery  for  the 
quantity  production  of  the  improved  cord,  which  was  asserted  to 
have  several  advantages  over  ordinary  electrical  cords  and  cables 
with  braided  insulation.  Although  the  new  product  was  not  pat- 
ented, the  company  expected  that  competitors  could  not  duplicate 
it  successfully  in  less  than  a  year. 

The  company  normally  employed  about  525  men  in  its  manu- 
facturing plant.  Its  sales  in  192 1  were  $4,125,000.  In  the  pre- 
vious year  total  sales  had  been  in  excess  of  $5,250,000.  The 
products  of  this  firm  comprised  various  types  of  insulated  wire, 
cord,  and  cable  for  outside  use,  both  underground  and  overhead, 
and  also  for  equipment  in  mines,  manufacturing  plants,  and 
buildings  of  all  types.  The  company  made  everything  in  its  line 
from  a  simple  type  of  insulated  cord  for  use  on  lamps  and  other 
household  electrical  appliances,  retailing  at  5  or  6  cents  a  foot, 
to  heavily  armored  submarine  cables  selling  at  $5  or  $6  a  foot. 
Electric  light  and  power  companies,  street  railways,  manufactur- 
ing establishments,  and  mines  constituted  a  large  part  of  the 
company's  market.  Sales  also  were  made  to  contractors  for  the 
wiring  of  large  buildings.  Those  of  the  company's  products  that 
were  used  in  private  houses  and  small  industrial  plants  were  sold 
by  retail  dealers,  including  contractor-dealers  and  central  power 
stations,  as  well  as  by  electrical  specialty  stores. 

The  Hunt  Insulated  Wire  Company  sold  directly  to  electric 
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light  and  power  companies,  street  railways,  large  manufacturing 
plants,  mines,  and  other  customers  who  purchased  in  large  quanti- 
ties. In  many  instances  this  business  was  on  a  keenly  competi- 
tive basis,  and  bids  ordinarily  were  submitted  by  several  large 
manufacturers  of  electrical  goods.  Sometimes  these  goods  were 
purchased  by  manufacturers  to  be  used  as  part  of  their  own 
products;  a  large  producer  of  vacuum  cleaners,  in  a  typical  in- 
stance, asked  several  wire  and  cable  companies  to  submit  bids 
for  1,000,000  feet  of  cord  for  use  on  vacuum  cleaners.  Whole- 
salers as  well  as  manufacturers  frequently  were  asked  to  submit 
bids  on  large  orders  of  wire  and  cable.  Under  such  circumstances 
a  wholesaler  usually  consulted  manufacturers  to  learn  which  one 
would  give  him  the  best  price,  and  then  submitted  a  bid  based  on 
that  figure. 

Although  occasionally  the  Hunt  Insulated  Wire  Company  made 
sales  directly  to  contractor-dealers  and  small  industrial  establish- 
ments, it  preferred  that  orders  for  merchandise  to  be  sold  at  re- 
tail should  be  filled  by  wholesalers.  Electric  light  and  power 
companies  which  were  purchasing  large  quantities  of  wire  and 
cable  directly  from  the  company  for  installations  not  infrequently 
had  complained  because  the  company  would  not  sell  its  smaller 
items,  principally  for  use  in  homes  and  small  machine  shops,  di- 
rectly to  the  central  power  stations.  This  the  company  had  been 
unwilling  to  do  for  fear  of  antagonizing  wholesalers;  it  believed 
that  it  was  dependent  upon  wholesalers  for  the  bulk  of  its  sales 
in  these  small  items. 

Electrical  wholesalers  commonly  sold  all  varieties  of  electrical 
equipment  for  household  use,  including  wire,  cord,  electric  lighting 
fixtures,  bulbs,  sockets,  washing  machines,  vacuum  cleaners, 
toasters,  curling  irons,  heaters,  flatirons,  radio  apparatus,  and  the 
like.  The  wholesalers  usually  secured  a  wider  margin  of  profit  on 
household  appliances  than  on  wiring  and  fixtures.  Specialty 
wholesalers,  such  as  mining  supply  firms,  handled  supplies  and 
equipment  for  specific  industries  exclusively.  Both  classes  of 
wholesalers  carried  stocks  and  in  general  performed  the  usual 
wholesale  functions.  Occasionally  the  company  gave  a  wholesaler 
exclusive  privileges  for  the  distribution  of  a  few  items  in  a 
restricted  territory.  In  those  instances,  however,  the  company 
reserved  the  right  to  sell  directly  to  large  purchasers  within  a 
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wholesaler's  exclusive  territory  without  giving  the  wholesaler  a 
commission  on  those  sales. 

The  company  had  sales  offices  in  Chicago,  New  York,  Boston, 
Salt  Lake  City,  and  San  Francisco.  From  four  to  six  salesmen, 
paid  on  a  straight  salary  basis,  worked  from  each  of  these  offices. 
A  large  part  of  their  time  was  given  to  missionary  and  general 
sales  promotion  work.  In  territories  at  long  distances  from  the 
company's  sales  offices,  extensive  use  had  been  made  of  manufac- 
turers' agents,  each  of  whom  ordinarily  represented  several  non- 
competing  companies.  Such  an  agent  had  an  exclusive  territory 
and  handled  the  full  line  of  the  company's  products,  while 
wholesalers  usually  handled  only  a  portion  of  the  line.  These 
agents  acted  as  order-takers;  they  carried  no  stock  and  assumed 
no  credit  risk.  The  company  paid  a  commission  of  from  5% 
to  10%,  depending  upon  the  article,  on  all  sales  made  by  such 
agents;  commissions  were  paid  when  the  company  received  pay- 
ment. An  agent  received  commissions  on  all  sales  made  in  his 
territory  whether  or  not  he  assisted  in  securing  the  orders. 

Although  the  company  was  forced  to  take  losses  on  inventories 
of  raw  materials  during  the  decline  of  prices  in  1920  and  192 1, 
when  this  problem  arose  in  1922  it  had  ample  stocks  of  rubber 
and  copper  purchased  at  prices  somewhat  below  the  prevailing 
market  figures.  List  prices  of  the  company's  products  included 
freight  to  destination  and  were  subject  to  the  following  discounts : 

DISCOUNTS  TO  CONSUMERS 

Under         350  feet net 

350  to    1,500  feet 5% 

1,500  to    5,000  feet 10% 

Over         5,000  feet 20% 

DISCOUNTS  TO  CONTRACTOR-DEALERS 

Under         350  feet 15% 

350  to    1,500  feet 10%  and  10% 

1,500  to    5,000  feet 20%  and  10% 

Over         5,000  feet 25%  and  10% 

DISCOUNTS  TO  WHOLESALERS 

Under         350  feet 15%  and    5% 

350  to    1,500  feet 10%,  10%,  and  10% 

1,500  to    5,000  feet 20%,  10%,  and  10% 

5,000  to  25,000  feet 25%,  10%,  and  10% 

Over       25,000  feet 25%,  10%,  10%,  and  5% 
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Extensive  tests  which  had  been  made  of  the  new  rubber-covered 
cord  had  shown  it  to  be  more  durable  than  the  ordinary  type 
with  braided  insulation.  The  principal  feature  was  a  reinforced 
construction  of  alternate  layers  of  rubber  and  fabric,  similar  to 
the  construction  of  an  automobile  tire.  In  one  machine-shop, 
where  small  cords  of  this  kind  were  used  to  supply  current  to 
portable  electrical  drills,  the  new  rubber-covered  type  had  out- 
lasted two  of  the  braided  cords  and  had  shown  no  perceptible 
wear.  For  experimental  purposes,  the  company  had  made  a  cable 
of  the  same  construction  for  use  in  bituminous  coal  mines  that  em- 
ployed electrical  mining  machinery.  In  a  test  made  in  a  West  Vir- 
ginia mine  this  new  cable  and  several  others,  including  those  of 
competitors  as  well  as  those  made  by  the  Hunt  Insulated  Wire 
Company,  were  run  over  by  a  mine  locomotive.  While  the  insula- 
tion of  all  the  other  cables  was  entirely  torn  away  by  the  locomo- 
tive wheels,  there  was  scarcely  an  injury  to  the  rubber-covered 
cable.  The  company  intended  to  conduct  further  experiments 
with  larger  cables  of  this  construction.  At  the  outset,  however, 
the  cable  was  being  produced  chiefly  in  small  sizes  which  the 
company  expected  could  be  sold  at  prices  but  little  higher  than 
those  of  directly  competing  products. 


25.  Damariscotta  Company 
discount  policy 

The  Damariscotta  Company  of  Chicago  was  a  wholesale  hard- 
ware firm.  Its  salesmen  regularly  visited  all  parts  of  the  United 
States  except  New  England.  In  1922  the  company  carried  more 
than  50,000  different  articles  in  stock,  and  on  most  of  its  lines 
there  was  severe  price  competition.  Once  each  two  or  three  years 
the  company  issued  a  new  catalog,  which  contained  from  2,000 
to  2,500  pages.  Opposite  each  item  was  a  list  price  from  which, 
according  to  a  notice  at  the  beginning  of  the  catalog,  retailers 
were  entitled  to  a  discount  of  approximately  50%.  In  practice 
the  prices  actually  paid  by  retailers  were  neither  the  list  prices 
nor  the  list  prices  less  50%. 

The  company's  salesmen  were  provided  with  loose-leaf  price- 
lists  in  which  were  given  three  sets  of  discounts  for  each  item  or 
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group  of  items.  The  first  set  of  discounts  yielded  for  each  article 
a  net  price  which  was  equal  to  cost  plus  handling  charges.  The 
next  set  of  discounts  yielded  a  higher  net  price,  which  was  known 
as  the  "inside"  price.  The  third  set  of  discounts  was  the  lowest 
and  the  resultant  price  was  called  the  "outside"  price.  These 
discounts  were  in  code.  In  addition,  there  was  what  was  known 
as  the  full  package  price  on  selected  goods,  which  was  lower  than 
the  "inside"  price.  New  price  sheets  were  furnished  to  salesmen 
as  price  changes  were  made.  When  a  price  change  was  to  be 
made,  the  list  price  was  not  altered,  but  the  set  of  discounts  apply- 
ing to  the  particular  article  was  changed.  An  article  which  was 
listed  at  $9.00  a  dozen,  for  example,  was  subject  to  "inside"  dis- 
counts of  40%,  10%,  and  10%.  When  the  price  was  raised,  the 
increase  was  accomplished  by  changing  the  discounts  to  40%, 
10%,  and  5%.  The  system  of  list  prices  less  a  series  of  trade 
discounts  was  used  to  facilitate  changes  in  the  prices  of  articles, 
such  as  bolts  and  screws,  on  which  there  often  were  as  many  as 
18  or  20  changes  in  a  year. 

Salesmen  used  their  own  judgment  in  quoting  prices  to  retailers. 
Large  buyers  frequently  were  able  to  obtain  the  "inside"  price; 
others  in  the  course  of  bargaining  eventually  secured  prices  some- 
where between  the  "inside"  price  and  the  "outside"  price.  In 
cases  where  the  credit  risk  was  high,  the  salesmen  ordinarily  were 
instructed  to  insist  on  the  "outside"  price.  In  order  to  discourage 
salesmen  from  quoting  prices  too  near  the  cost  of  merchandise 
plus  handling  charges,  the  Damariscotta  Company  had  adopted 
a  plan  of  compensation  whereby  the  salesmen's  remuneration 
depended  partly  on  the  margin  between  the  price  which  repre- 
sented cost  plus  handling  charges  and  the  price  actually  obtained. 

Salesmen  were  given  drawing  accounts  and  assigned  fixed  ex- 
pense allowances,  since  the  sales  manager  knew  from  experience 
approximately  what  it  cost  to  cover  each  district.  For  each 
salesman's  district  a  quota  figure  for  gross  margin  in  dollars  and 
cents  over  and  above  the  first  price — cost  of  merchandise  plus 
handling  charges — was  estimated  in  advance.  The  salesman  re- 
ceived one-quarter  of  all  gross  margin  beyond  this  quota.  The 
quotas  varied  with  the  different  districts  and  were  adjusted  from 
time  to  time  to  meet  changes  in  business  conditions.  In  addition, 
on  goods  that  the  company  desired  to  push,  the  salesmen  received 
special  commissions  of  from  2  y2  %  to  5  %  of  sales. 
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Whereas  formerly  prices  of  many  goods  in  the  hardware  trade 
had  been  quoted  on  a  pound  or  square-foot  basis,  the  Damaris- 
cotta  Company  quoted  all  prices  on  the  ordinary  sales  units  or 
multiples  thereof.  The  company's  usual  terms  of  sale  were  2  % 
for  cash  in  10  days,  net  60  days;  interest  at  the  rate  of  6%  per 
annum  was  charged  on  overdue  accounts.  Accounts  outstanding 
usually  represented  about  40  days'  sales.  Prices  were  quoted 
f.o.b.  Chicago,  except  in  special  cases  where  competition  made  it 
necessary  to  equalize  freight  charges.  The  company  endeavored 
to  secure  an  average  gross  profit  of  20%  on  sales.  In  normal 
years  the  operating  expenses  of  the  company  had  been  from  17% 
to  18%  of  net  sales,  and  the  rate  of  stock-turn  had  been  3J/2  to 
4  times  a  year. 

The  use  of  list  price  catalogs  and  trade  discounts  was  common 
in  the  wholesale  hardware  trade.  Several  wholesale  firms,  how- 
ever, issued  catalogs  in  which  net  prices  were  quoted  to  retailers, 
and  this  had  led  retail  hardware  merchants  to  request  that  other 
wholesalers  adopt  the  net  price  plan  in  their  catalogs. 

The  practical  difficulties  to  be  overcome  in  issuing  a  net  price 
catalog  had  appeared  insuperable  to  the  Damariscotta  Company. 
The  catalog  was  large.  When  bound,  the  expense  of  preparation 
made  it  imperative  that  each  edition  remain  in  use  for  at  least 
two  or  three  years.  Price  changes  were  frequent;  it  was  neces- 
sary that  they  be  made  much  more  frequently  than  a  new  catalog 
economically  could  be  issued.  A  loose-leaf  catalog  often  was  not 
utilized  properly  by  a  retailer,  and  it  was  expensive  for  a  whole- 
saler. The  Damariscotta  Company  believed  that  it  would  lose 
ground  to  competitors  if  it  were  to  issue  a  net  price  catalog;  the 
competitors  would  learn  its  prices  immediately  and  then  cut  them. 


26.  Adelphia  Shoe  Company 
cash  discounts  and  post-datings1 

The  Adelphia  Shoe  Company,  of  Brockton,  Massachusetts, 
manufacturing  men's  branded  shoes  to  sell  at  retail  prices  from 
$8  to  $10  a  pair,  had  no  fixed  policy  with  regard  to  cash  dis- 

1  See  also  Cash  Discounts  and  Control  of  Profits,  page  23 ;  Vadner  Department 
Store,  page  29;  Harbord-Hutchinson  &  Company,  page  145;  Eberle-Finch,  Inc., 
page  172. 
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counts.  Unlike  many  other  shoe  manufacturers,  this  company 
did  not  grant  post-datings.  Orders  frequently  were  shipped, 
however,  earlier  than  the  delivery  date  specified  without  changing 
the  date  of  the  expected  billing.1 

1  "Cash  discounts  are  offered  to  a  retailer  by  a  manufacturer  or  wholesaler  for 
the  prompt  payment  of  bills.  These  cash  discounts  range  from  0.5%  to  10%  for 
payment  within  a  specified  time.  The  cash  discount  period,  or  the  time  within 
which  payment  has  to  be  made  to  secure  the  discounts,  is  generally  10  days  from 
the  date  of  the  bill.  A  cash  discount  of  2%  or  3%  in  10  days  is  the  ordinary  rule 
in  the  shoe  business.  Credit  period,  or  the  time  within  which  the  retailer  is 
expected  to  pay  the  bill,  if  he  does  not  take  the  cash  discount,  is  from  30  days  to 
6  months.  In  general,  however,  the  terms  are  30  or  60  days.  The  differences  in 
the  rate  of  discount  and  in  the  time  allowed  for  payment  vary  according  to  the 
size  of  the  order,  the  financial  responsibility  of  the  retailer,  and  the  credit  policy 
of  the  individual  manufacturer  or  wholesaler. 


"Liberal  credit  and  discount  terms  are  also  granted  to  all  their  customers  as 
a  matter  of  policy  by  certain  manufacturers  and  wholesalers,  who  take  this  means 
of  increasing  the  number  of  outlets  for  their  goods  and  thereby  securing  at  least 
a  temporary  increase  in  their  volume  of  business.  Such  a  policy  ordinarily  in- 
creases credit  risk  and  is  of  doubtful  advantage,  since  it  encourages  numerous 
inexperienced  men  to  engage  in  the  retail  shoe  busines,  and  among  such  inex- 
perienced retailers  failures  are  most  numerous.  Large  stocks  of  shoes  on  retailers' 
shelves  do  not  necessarily  mean  a  large  volume  of  sales  to  the  public.  Unless  the 
shoes  are  bought  by  the  public  and  thus  moved  from  the  retailers'  shelves,  the 
manufacturer  or  wholesaler  has  nothing  more  than  a  temporary  advantage,  for 
no  reorders  will  be  given  while  the  stocks  are  sufficient  to  meet  the  demands 
of  the  trade.  Manufacturers  and  wholesalers  who  make  it  a  rule  to  grant  liberal 
discounts  price  their  goods  accordingly,  so  that  the  net  cost  to  the  retailer  is 
generally  as  great  as  the  net  cost  of  shoes  of  equal  quality  from  other  manu- 
facturers and  wholesalers  who  give  smaller  cash  discounts. 

"On  the  early  orders  on  which  post-datings  are  given,  the  goods  are  manu- 
factured, shipped  to  the  retailer  in  advance  of  the  regular  season,  and  the  bill 
dated  two  or  three  months  ahead.  If  the  retailer  sends  his  check  within  10  days 
after  the  date  of  the  bill,  he  receives  the  customary  cash  discount.  If  he  does 
not  take  the  cash  discount,  he  has  the  customary  credit  period  of  30  or  60  days 
from  the  date  of  the  bill.  By  receiving  the  goods  which  are  shipped  early  on 
bills  dated  ahead,  a  retailer  may  be  able  to  sell  some  of  the  shoes  before  the 
regular  season  opens  and  possibly  determine  to  better  advantage  the  styles  that 
are  to  be  most  in  demand.  This  aids  him  in  placing  his  reorders.  By  receiving 
the  extra  credit  afforded  through  the  post-datings,  the  retailer  incurs  no  additional 
financial  burden.  More  than  75%  of  the  retailers  report  that  their  bills  are  dated 
ahead,  usually  30,  60,  or  90  days.  The  manufacturer  who  gives  post-datings  to 
his  customers  is  practically  lengthening  the  credit  period  while  nominally  main- 
taining his  customary  terms  of  credit."  (Bureau  of  Business  Research,  Harvard 
University,  Bulletin  No.  10,  Management  Problems  in  Retail  Shoe  Stores,  pages 
16-18.) 

Policies  in  regard  to  cash  discounts  vary  not  only  in  different  trades  but  also 
among  firms  in  one  trade.  A  few  typical  examples  of  cash  discount  policies 
are  as  follows.  In  the  wholesale  grocery  business,  the  usual  terms  are  2%  10 
days,  net  30  days.  A  leading  drug  wholesaler  in  Chicago  quotes  terms  1%  10  days, 
net  30  days;  on  soda  fountain  supplies  it  grants  post-datings  up  to  90  days.  A 
wholesale  hardware  firm,  also  in  Chicago,  quotes  terms  of  2%  10  days,  net  60  days 
in  all  territory  east  of  the  Rocky  Mountains;  on  the  Pacific  Coast  its  terms  are 
3%  10  days,  2%  30  days,  1%  60  days,  net  90  days,  interest  on  overdue  accounts 
being  charged  at  the  rate  of  6%  per  annum.    In  Lynn,  Massachusetts,  a  shoe  man- 
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Adelphia  shoes  were  sold  directly  to  retailers  in  the  principal 
cities  and  towns  of  the  United  States  by  a  force  of  28  traveling 
salesmen,  operating  from  the  Brockton  factory.  The  salesmen 
were  paid  a  commission  of  5%  on  volume  of  sales,  to  cover  ex- 
penses as  well  as  salary.  Total  sales  in  1922  were  $4,320,000. 
A  stock  of  shoes  amounting  to  about  $350,000,  largely  staples, 
was  carried  at  the  factory,  but  most  shoes  sold  by  this  company 
were  manufactured  after  the  orders  had  been  received.  Hence, 
the  seasonal  fluctuations  in  orders  caused  irregularities  in  the  pro- 
duction load  in  the  factory.  For  the  fall  season,  salesmen  went 
out  with  samples  in  April  and  for  the  spring  season  they  went 
out  in  October.  When  the  salesmen  secured  small  initial  orders, 
the  peak  of  production  was  high  later  in  the  season.  Prices  were 
quoted  net  with  no  quantity  discount.  Cash  discounts  varying 
in  size  and  in  length  of  time  granted  were  given  to  practically  all 
the  Adelphia  Shoe  Company's  customers.  The  amount  of  such 
discounts  not  infrequently  was  determined  by  a  process  of  bar- 
gaining between  the  salesman  and  the  customer. 


27.  Willery  Company 
used  car  exchange 

In  1924,  the  local  automobile  dealers'  association  in  the  New 
England  city  in  which  the  Willery  Company  was  located  desired 
to  reduce  the  losses  incurred  by  local  distributors  on  used  car 
transactions.  The  association,  consequently,  appointed  a  com- 
mittee to  investigate  the  operation  of  the  so-called  Murdock 
plan  of  organization  for  a  used  car  corporation.  Since  this  com- 
mittee reported  favorably,  an  exchange  was  organized  in  July, 
and  18  of  the  26  dealers  in  the  city  subscribed  for  stock  in  it. 

ufacturer  quotes  terms  of  net  30  days  on  all  goods  sold  from  stock  and  terms  of 
4%  30  days,  net  60  days,  on  shoes  made  to  order.  A  manufacturer  of  office  equip- 
ment formerly  quoted  terms  of  2%  10  days,  net  30  days,  but  discontinued  the  cash 
discount  because  of  difficulty  in  enforcing  it.  His  terms  are  now  net  30  days.  On 
transfer  cases  and  supplies,  for  which  there  is  a  heavy  demand  at  the  end  of  the 
fiscal  year,  this  company  grants  post-datings  up  to  60  days.  Terms  of  payment 
quoted  by  a  textile  selling  agency  in  Boston  are  2%  10  days,  60  extra  from  date 
of  shipment.  This  amounts  to  70  days  net.  The  2%  in  this  case,  however,  is 
not  treated  as  a  real  cash  discount;  if  a  bill  is  overdue,  interest  is  charged  at  the 
rate  of  6%  per  annum,  and  2%  deducted  from  the  face  of  the  invoice  at  time  of 
payment;  anticipations  on  bills  likewise  are  allowed  at  the  rate  of  6c/o  per  annum. 
A  good  explanation  of  discount  terms  in  general  and  in  selected  major  indus- 
tries in  particular  is  given  in  W.  H.  Steiner,  The  Mechanism  of  Commercial  Credit. 
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This  group  of  18  dealers  included  several  of  the  firms  with  which 
the  Willery  Company  was  in  direct  competition.  The  directors 
of  the  exchange  were  selected  from  men  experienced  in  selling 
both  new  and  used  cars.  The  Willery  Company  took  no  part  in 
the  investigation,  but  it  was  asked  to  become  a  member  of  the 
local  exchange. 

The  Willery  Company  held  the  retail  franchise  for  the  dis- 
tribution of  the  Delano  Eight  in  a  city  of  approximately  150,000 
population,  and  in  the  surrounding  towns.  Its  volume  of  sales 
of  new  cars  during  1923  was  $225,000  and  of  old  cars,  $175,000. 
During  1923,  the  operating  expenses  of  the  new  car  department, 
inclusive  of  the  proprietors'  salaries,  were  24.94%  of  new  car 
sales.  Since  the  gross  margin  allowed  by  the  Delano  Company 
was  25%,  the  net  profit  for  the  new  car  department  had  been 
0.06%  of  new  car  sales.  The  used  car  department,  which  car- 
ried an  average  inventory  of  used  cars  amounting  to  $35,000, 
had  operated  at  a  loss  of  from  12%  to  15%  of  used  car  sales 
ever  since  its  establishment.  For  1923,  this  loss  had  been  12%. 
The  average  total  net  profit  of  the  combined  used  and  new  car 
departments  for  the  preceding  five  years  had  been  5%  of  total 
sales  during  the  period. 

The  Delano  Eight  was  classed  among  the  limited  group  of 
distinctively  high-grade  automobiles.  A  certain  degree  of  pres- 
tige attached  to  the  ownership  of  a  Delano  Eight,  and  the  growth 
of  the  Willery  Company's  business  had  been  steady.  For  sev- 
eral years  prior  to  1924,  however,  over  80%  of  the  sales  of  new 
Delanos  had  involved  taking  in  trade  either  a  Delano  of  an  older 
model  or  a  car  of  some  other  make.  The  Willery  Company  cus- 
tomarily reconditioned  and  sold  the  used  cars  received  in  trade. 
If  a  car  was  in  such  poor  condition,  however,  that  it  was  evident 
that  even  after  extensive  repairs  it  would  not  reflect  any  credit 
on  the  Willery  Company,  a  cash  transaction  was  made  with  a 
reputable  second-hand  car  dealer.  In  the  event  that  a  pro- 
spective customer  was  dissatisfied  with  the  allowance  offered,  the 
company  usually  offered  to  take  the  car  on  consignment.  Few 
cars,  however,  were  handled  in  that  way. 

A  separate  department  with  its  own  manager  was  maintained 
for  the  sale  of  used  cars.  Overhead,  rent,  and  interest  were  allo- 
cated proportionately  to  this  department;  and  labor  and  parts 
used  were  charged  against  each  car.     New  car  salesmen  were 
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not  allowed  to  give  customers  estimated  allowances  on  old  cars; 
all  the  appraising  was  done  by  the  used  car  manager.  Since 
the  Delano  Company  did  not  allow  its  retail  dealers  a  trading 
margin  on  the  new  car,  this  insistence  was  necessary  to  prevent 
exorbitant  allowances  by  salesmen.  Four  men  were  employed 
to  sell  used  cars  exclusively,  on  a  commission  of  5%,  which  was 
the  same  as  the  rate  of  commission  allowed  to  new  car  salesmen. 

When  a  surplus  stock  of  used  cars  accumulated,  occasionally 
it  was  necessary  for  the  company  to  offer  used  car  salesmen  an 
extra  incentive.  Overstocking  of  used  cars  commonly  resulted 
from  the  keenness  of  the  competition  among  dealers,  the  desire 
of  the  new  car  salesmen  to  increase  their  earnings,  and  changes 
in  models,  which  caused  an  abnormal  number  of  owners  to  ex- 
change their  old  cars  for  new  ones.  Overstocks  of  used  cars  not 
only  tied  up  capital,  but  involved  the  risk  of  loss  from  slumps  in 
the  used  car  market.  Since  the  Delano  Company  did  not  insist 
that  its  retail  dealers  accept  any  specified  monthly  or  yearly 
allotment  of  cars,  however,  the  Willery  Company  was  not  sub- 
ject to  the  additional  pressure  experienced  by  several  retail  deal- 
ers handling  similarly  priced  cars.  The  extra  incentive  offered 
to  used  car  salesmen  by  the  Willery  Company  was  a  bonus 
graduated  according  to  price,  effective  if  the  used  car  was  sold 
before  a  fixed  date.  For  instance,  a  bonus  of  $50  was  given  on 
used  cars  sold  at  over  $3,000,  one  of  $30  on  cars  sold  at  over 
$2,000,  and  so  on. 

The  Willery  Company  made  only  the  necessary  repairs  on  used 
cars  other  than  the  Delano.  The  Delano  cars  it  thoroughly  re- 
built, so  that  it  was  possible  to  give  them  what  amounted  to  a 
new  car  guaranty  for  90  days.  Because  of  this  system  of  re- 
building, refinishing,  and  guaranteeing  all  Delano  Eights  taken 
in  trade,  these  cars  commanded  a  fair  market  price.  In  addition, 
the  good  service  rendered  by  rebuilt  Delanos  reflected  favorably 
on  the  Willery  Company  and  served  as  an  inducement  to  used 
car  purchasers  to  buy  new  Delano  Eights  eventually. 

The  Willery  Company  believed  that  the  loss  on  used  car  trans- 
actions commonly  experienced  by  almost  all  automobile  dealers 
resulted  both  from  controllable  and  from  relatively  uncontrollable 
causes.  Among  the  controllable  causes  were  classed  faulty  ap- 
praisals, improper  allocation  of  costs,  and  imperfect  adjustment 
of  the  number  of  cars  taken  in  trade  to  the  normal  seasonal 
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fluctuations  in  demand.  It  had  been  found,  for  instance,  that 
unless  the  used  cars  accepted  during  the  spring  were  sold  by 
early  summer,  price  reductions  had  to  be  made  in  order  to  dis- 
pose of  them  before  the  new  models  were  received  in  the  fall. 
Changes  in  models  and  price  reductions  by  the  manufacturers 
were  considered  uncontrollable  causes.  The  exact  time  of  the 
introduction  of  new  models  usually  was  unknown.  In  the  case 
of  the  Delano  Eight,  the  new  model  normally  was  presented 
about  October  first,  but  in  one  year  it  had  been  placed  on  the 
market  August  first.  When  a  reduction  in  prices  was  made,  or  a 
new  model  introduced,  it  was  customary  for  the  Delano  Com- 
pany to  give  its  dealers  only  a  24-hour  notice.1 

The  Delano  Company,  however,  in  an  effort  to  minimize  these 
difficulties  for  its  retail  dealers,  had  endeavored  to  establish  style 
permanency  for  its  models.  During  the  eight  years  previous  to 
1924,  it  introduced  new  models  only  every  other  year.  Fur- 
thermore, during  the  period  from  1920  to  1924,  the  improve- 
ments made  had  not  altered  radically  the  appearance  of  the  car. 

It  was  the  practice  of  many  prospective  buyers  to  shop  around 
among  the  various  dealers  in  an  endeavor  to  secure  as  large  an 
allowance  as  possible  for  their  used  cars.  Appraisals  were  said 
to  vary  as  much  as  $2,000  on  a  single  car,  and  differences  of 
from  $300  to  $500  were  common.  In  a  majority  of  instances, 
such  variations  were  traceable  to  hasty  valuations,  but  in  some 
cases  the  differences  were  caused  by  competitive  bidding,  made 
possible  by  trading  margins.  This  was  especially  true  in  the 
case  of  dealers  handling  cars  newly  placed  on  the  market;  these, 
in  order  to  build  up  a  clientele,  were  permitted  to  offer  greater 
allowances  than  the  distributors  of  competing  cars  with  estab- 
lished reputations.  Several  manufacturers  of  cars  of  standard 
makes,  however,  were  said  to  permit  the  same  practice;  their 
dealers  could  make  large  allowances  because  the  manufacturers 
set  the  retail  prices  of  new  cars  at  a  point  sufficiently  high  to 
create  a  trading  margin.  This  practice  increased  the  sales  resist- 
ance encountered  by  the  Willery  Company,  which  was  not  allowed 
a  trading  margin. 

The  Murdock  plan,  which  it  was  proposed  to  use,  had  been 
adopted  in  about  20  cities  in  New  England.    This  plan  contem- 

1  See  also  Muscadine  Company,  page  52;  Grouse  &  Peabody,  page  131;  Devon 
Phonograph  Company,  page  165. 
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plated  the  organization  of  a  used  car  corporation,  or  dealers1 
exchange,  as  it  commonly  was  called,  to  appraise,  recondition, 
and  sell  all  the  used  cars  taken  in  trade  by  its  members.  A  fee 
varying  with  the  size  of  the  city  was  charged  for  the  use  of  the 
plan;  in  a  city  of  150,000  people,  each  dealer  paid  $25  a  year. 
Mr.  Murdock  organized  and  personally  supervised  the  exchange 
established  under  his  plan.  No  legal  difficulties  had  been  en- 
countered by  these  exchanges  and  none  were  anticipated. 

A  dealers'  exchange  organized  under  the  Murdock  plan  was 
financed  by  stock  subscriptions  from  the  members.  The  stock 
had  a  par  value  of  $100  and  paid  no  dividends.  Each  sub- 
scriber was  a  director  of  the  corporation  and  had  one  vote 
regardless  of  the  amount  of  stock  he  owned.  The  amount  each 
dealer  was  required  to  subscribe  was  equal  to  the  value  of  the 
used  cars  sold  for  him  by  the  exchange,  up  to  a  graduated  maxi- 
mum which  varied  with  the  size  of  the  city.  That  is,  a  dealer 
who  planned  to  put  $5,000  worth  of  cars  through  the  exchange 
had  to  subscribe  for  $5,000  worth  of  stock.  For  a  city  of  150,- 
000  population,  the  maximum  to  be  subscribed  by  each  member, 
regardless  of  the  number  of  cars  put  through  the  exchange,  was 
$7,500.  When  a  member  owned  this  amount  of  capital,  he  was 
not  required  normally  to  make  further  subscriptions.  If  a  con- 
tinued loss  was  experienced,  however,  or  if  a  shortage  of  working 
capital  occurred  during  the  first  few  months,  the  board  of  direc- 
tors was  empowered  to  levy  an  additional  stock  assessment,  or, 
if  bank  credit  was  available,  to  apply  to  the  banks  for  accommo- 
dation. If  the  exchange  failed,  each  member  was  liable  for  an 
equal  amount  of  the  losses  incurred. 

Members  were  required  either  to  pay  cash  for  10%  of  their 
subscriptions,  or  to  turn  over  to  the  exchange  a  sufficient  number 
of  used  cars  from  their  existing  stocks  to  make  up  an  equivalent 
amount.  The  remainder  of  the  stock  held  by  any  dealer  could 
be  paid  for  either  in  cash  or  by  a  deduction  of  20%  of  the  selling 
price  of  used  cars  disposed  of  by  the  exchange.  This  deduction 
was  made  on  the  allowance  certificates  which  the  dealer  pre- 
sented to  the  exchange  for  cash.  Dealers  who  were  members  of 
the  exchange  granted  no  allowances  on  used  cars  themselves,  but 
referred  prospective  customers  to  the  exchange.  The  exchange 
issued  certificates  to  these  prospective  purchasers  which  could  be 
exchanged  at  their  face  value  with  any  member  of  the  corpora- 
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tion.  Dealers  who  accepted  these  certificates  as  part  payments 
for  new  cars  could  cash  them  at  the  exchange. 

To  assist  the  exchange  in  the  appraisal  of  cars,  each  dealer 
drew  up  a  list  of  so-called  base  prices  for  all  the  models  of  the 
car  he  handled.  A  base  price  was  the  estimated  amount  for 
which  a  car  of  that  make  of  a  given  year  or  model  in  average 
condition  should  sell.  Base  prices  were  adjusted  in  each  case 
by  the  manager  of  the  exchange  to  fit  existing  market  condi- 
tions, and  the  condition  of  particular  cars  as  determined  after  a 
detailed  examination  of  important  parts  by  mechanics.  Each 
dealer  supplied  the  exchange  with  figures  on  the  cost  of  recondi- 
tioning in  his  service  station  the  cars  received  by  the  exchange 
which  were  of  the  make  he  distributed.  It  was  understood  that 
the  reconditioning  necessary  on  Buick  cars,  for  example,  was  to 
be  done  at  the  Buick  service  station,  and  that  regular  charges 
for  this  reconditioning  were  to  be  collected  from  the  exchange. 
The  selling  price  placed  on  a  used  car  by  the  exchange  was  the 
adjusted  base  price  plus  the  expense  of  reconditioning  the  car, 
plus  a  percentage  for  selling  cost  which  varied  with  the  size  of 
the  city.  For  a  city  of  150,000  people,  the  selling  cost  was 
estimated  at  10%.  This  figure  could  be  increased,  however,  if  a 
continued  loss  was  experienced. 

The  confidence  of  the  Willery  Company  in  the  Murdock  plan 
was  augmented  by  the  information  it  received  that  the  local 
banks  had  expressed  their  willingness  to  support  the  exchange  in 
case  of  necessity  on  the  basis  of  its  tentative  balance  sheet,  its 
used  car  stock,  and  their  confidence  in  the  integrity  of  its  man- 
agement. 

Should  the  Willery  Company  have  joined  the  used  car  ex- 
change? 


28.  Dr.  Miles  Medicine  Company  v.  John  D.  Park 
&  Sons  Company1 

Statement  by  Mr.  Justice  Hughes  : 

This  is  a  writ  of  certiorari  to  review  a  judgment  of  the  Circuit  Court 
of  Appeals  for  the  Sixth  Circuit  which  affirmed  a  judgment  of  the  circuit 

1  Supreme  Court  of  the  United  States.    Argued  January  4  and  5,  1911.    Decided 
April  3,  ion.    31  Sup.  Ct.  376. 
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court,  dismissing,  on  demurrer,  the  bill  of  complaint  for  want  of  equity. 
90  C.  C.  A.  579,  164  Fed.  803. 

The  complainant,  Dr.  Miles  Medical  Company,  an  Indiana  corpora- 
tion, is  engaged  in  the  manufacture  and  sale  of  proprietary  medicines, 
prepared  by  means  of  secret  methods  and  formulas,  and  identified  by 
distinctive  packages,  labels,  and  trade-marks.  It  has  established  an 
extensive  trade  throughout  the  United  States  and  in  certain  foreign 
countries.  It  has  been  its  practice  to  sell  its  medicines  to  jobbers  and 
wholesale  druggists,  who  in  turn  sell  to  retail  druggists  for  sale  to  the 
consumer.  In  the  case  of  each  remedy,  it  has  fixed  not  only  the  price  of 
its  own  sales  to  jobbers  and  wholesale  dealers,  but  also  the  wholesale 
and  retail  prices.  The  bill  alleged  that  most  of  its  sales  were  made 
through  retail  druggists,  and  that  the  demand  for  its  remedies  largely 
depended  upon  their  good-will  and  commendation,  and  their  ability 
to  realize  a  fair  profit;  that  certain  retail  establishments,  particularly 
those  known  as  department  stores,  had  inaugurated  a  "cut-rate"  or 
"cut-price"  system  which  had  caused  "much  confusion,  trouble,  and 
damage"  to  the  complainant's  business,  and  "injuriously  affected  the 
reputation"  and  "depleted  the  sales"  of  its  remedies;  that  this  injury 
resulted  "from  the  fact  that  the  majority  of  retail  druggists  as  a  rule 
cannot,  or  believe  that  they  cannot,  realize  sufficient  profits"  by  the  sale 
of  the  medicines  "at  the  cut-prices  announced  by  the  cut-rate  and  de- 
partment stores,"  and  therefore  are  "unwilling  to,  and  do  not  keep"  the 
medicines  "in  stock,"  or,  "if  kept  in  stock,  do  not  urge  or  favor  sales 
thereof,  but  endeavor  to  foist  off  some  similar  remedy  or  substitute,  and 
from  the  fact  that  in  the  public  mind  an  article  advertised  or  announced 
at  'cut'  or  'reduced'  price  from  the  established  price  suffers  loss  of  repu- 
tation and  becomes  of  inferior  value  and  demand." 

It  was  further  alleged  that  for  the  purpose  of  protecting  "its  trade 
sales  and  business"  and  of  conserving  "its  good-will  and  reputation," 
the  complainant  had  established  a  method  "of  governing,  regulating,  and 
controlling  the  sale  and  marketing"  of  its  remedies,  which  is  thus  de- 
scribed in  the  bill: 

Contracts  in  writing  were  required  to  be  executed  by  all  jobbers 
and  wholesale  druggists  to  whom  your  orator  sold  its  aforesaid 
remedies,  medicines,  and  cures,  of  the  following  tenor  and  effect: 

"Consignment    Contract — Wholesale. 
"The  Dr.  Miles  Medical  Company. 

"This  agreement  made  by  and  between  The  Dr.  Miles  Medical 
Company,  a  corporation,  of  Elkhart,  Indiana,  hereafter  referred  to 

as  the  proprietor,  and ,  hereinafter  referred  to 

as  the  consignee,  witnesseth: 

"That  the  said  proprietor  hereby  appoints  said  consignee  one  of 
its  wholesale  distributing  agents,  and  agrees  to  consign  to  such  con- 
signee for  sale  for  the  account  of  said  proprietor  such  goods  of  its 
manufacture  as  the  proprietor  may  deem  necessary,  the  title  thereto 
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and  property  therein  to  be  and  remain  in  the  proprietor  absolutely 
until  sold  under  and  in  accordance  with  the  provisions  hereof,  and 
all  unsold  poods  to  be  immediately  returned  to  said  proprietor  on 
demand  and  the  cancelation  of  this  agreement.  Said  goods  to  be 
invoiced  to  consignee  at  the  following  prices: 

"Medicines  of  which  the  retail  price  is  $i,  $8  per  dozen. 

"Medicines  (if  any)  of  which  the  retail  price  is  50  cents,  $4  per 
dozen. 

"Medicines  of  which  the  retail  price  is  25  cents,  $2  per  dozen. 

"Freight  on  all  orders,  the  invoice  price  of  which  amounts  to 
$100  or  more,  to  be  prepaid  by  the  proprietor;  otherwise,  freight  to 
be  paid  by  consignee. 

"Said  consignee  agrees  to  confine  the  sale  of  all  goods  and  prod- 
ucts of  the  said  proprietor  strictly  to,  and  to  sell  only  to,  the  desig- 
nated retail  agents  of  said  proprietor  as  specified  in  lists  of  such 
retail  agents  furnished  by  said  proprietor  and  alterable  at  the  will 
of  said  proprietor,  and  to  faithfully  and  promptly  account  and  pay 
to  the  proprietor  the  proceeds  of  all  sales,  after  deducting  as  full 
compensation  for  all  services,  charges,  and  disbursements  a  com- 
mission of  10%  of  the  invoice  value,  and  a  further  commission  of 
5%  on  the  net  amount  of  each  consignment,  after  deducting  the 
said  10%  commission  on  all  advances  on  account  remitted  within 
10  days  from  date  of  any  consignment,  it  being  agreed  between  the 
parties  hereto  that  such  advances  shall  in  no  manner  affect  the  title 
to  such  goods,  which  title  shall  remain  in  the  proprietor  as  if  no 
such  advances  had  been  made;  provided  that  such  advances  shall 
be  repaid  to  said  consignee  should  the  said  proprietor  terminate 
this  agreement  and  the  return  of  any  unsold  goods  on  which  ad- 
vances have  been  made.  Said  consignee  guarantees  the  payment 
for  all  goods  sold  under  this  agreement,  and  agrees  to  render  a  full 
account  and  remit  the  net  proceeds  on  the  first  day  of  each  month 
of  and  for  the  sales  of  the  month  preceding.  Failure  to  make  such 
accounting  and  remittance  within  10  days  from  the  first  of  each 
month  shall  render  the  whole  account  payable  and  subject  to  draft, 
but  the  proceeds  of  such  draft  shall  not  affect  the  title  of  any  un- 
sold goods,  which  shall  remain  in  the  proprietor  until  actually  sold, 
as  herein  provided. 

"It  is  further  agreed  that  the  consignee  shall  furnish  the  pro- 
prietor from  time  to  time  upon  demand  full  statements  of  the  stock 
of  goods  of  the  proprietor  on  hand  on  any  date  specified,  and  that  a 
failure  to  furnish  such  statements  within  10  days  from  date  of  such 
demand  shall  be  a  sufficient  cause  for  the  cancelation  of  this  agree- 
ment, and  a  demand  for  the  return  of  the  consigned  goods. 

"It  is  further  agreed  that  the  proprietor  will  cause  each  retail 
package  of  its  goods  to  be  identified  by  a  number,  and  said  con- 
signee hereby  agrees  to  furnish  the  said  proprietor  full  reports  upon 
proper  cards  or  blanks  furnished  by  said  proprietor  of  the  disposi- 
tion of  each  dozen  or  fraction  of  such  goods  by  means  of  the  identi- 
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fying  numbers,  specifying  the  names  and  addresses  of  the  retail 
agents  to  whom  such  goods  have  been  delivered  and  the  dates  of 
such  delivery,  and  to  send  such  reports  to  said  proprietor  at  least 
semimonthly,  and  at  any  other  time  on  the  request  of  said  pro- 
prietor. 

"It  is  understood  and  agreed  between  the  parties  hereto  that  the 
commissions  herein  specified  shall  not  be  considered  as  earned  by 
said  consignee  upon  any  goods  of  said  proprietor  which  shall  have 
been  delivered  to  dealers  not  authorized  agents  of  said  proprietor, 
as  per  list  of  such  agents,  or  upon  any  goods  whose  disposition  by 
said  consignee  shall  not  have  been  properly  reported  as  herein  pro- 
vided, or  sold  at  prices  less  than  the  prices  authorized,  and  that  said 
consignee  shall  not  credit  any  such  commissions  when  making  remit- 
tances on  consignment  account  provided  notice  has  been  given  by 
said  proprietor  that  such  commissions  are  unearned;  and  that  if 
such  unearned  commissions  have  been  deducted  by  said  consignee 
in  making  advance  payments  or  monthly  remittances  on  account, 
they  shall  be  charged  back  to  said  consignee  and  credited  and  paid 
to  said  proprietor.  It  is  understood  that  violation  or  nonobserv- 
ance  of  any  provision  hereof  by  the  consignee  shall  make  this 
agreement  terminable  and  all  unsold  goods  returnable  at  the  option 
of  the  proprietor. 

"It  is  agreed  that  the  goods  of  said  proprietor  shall  be  sold  by 
said  consignee  only  to  the  said  retail  or  wholesale  agents  of  said 
proprietor,  as  per  list  furnished,  at  not  less  than  the  following 
prices,  to  wit: 

"Medicines  of  which  the  retail  price  is  $i,  $8  per  dozen. 

"Medicines  (if  any)  of  which  the  retail  price  is  50  cents,  $4  per 
dozen. 

"Medicines  of  which  the  retail  price  is  25  cents,  $2  per  dozen. 

"Provided,  that  said  consignee  may  allow  a  cash  discount  not 
exceeding  1%,  if  paid  within  10  days  from  date  of  invoice,  and  that 
when  sales  at  one  time  and  at  one  invoice  amount  to  $15  or  more, 
the  said  consignee  may  allow  3%  trade  discount,  and  if  said  pur- 
chase amounts  to  $50  or  more,  5%  trade  discount,  all  without  cost 
to  the  proprietor,  and  if  such  $50  quantity  shall  be  shipped  direct 
to  the  retail  purchaser  from  the  laboratory  of  said  proprietor,  on 
the  order  from  said  wholesale  distributing  agent,  freight  will  be 
prepaid  by  the  proprietor,  but  not  otherwise. 

"This  contract  will  take  effect  when  the  original,  duly  signed  by 
the  consignee,  has  been  received  and  accepted  by  The  Dr.  Miles 
Medical  Company,  at  Elkhart,  Indiana." 

And  written  contracts  were  required  with  all  retailers  of  your 
orator's  said  proprietary  remedies,  medicines,  and  cures,  as  follows: 

"The  said  Dr.  Miles  Medical  Company  hereby  appoints  said  re- 
tail dealer  as  one  of  the  retail  distributing  agents  of  its  proprietary 
medicines,  and  agrees  that  said  retail  agent  may  purchase  the  pro- 
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prietary  medicines  manufactured  by  said  Dr.  Miles  Medical  Com- 
pany (each  retail  package  of  which  the  said  company  will  cause  to 
be  identified  by  a  number)  at  the  following  prices,  to  wit: 

"Wholesale  Prices 

"Medicines  of  which  the  retail  price  is  $i,  $8  per  dozen. 
"Medicines  of  which  the  retail  price  is  50  cents,  $4  per  dozen. 
"Medicines  of  which  the  retail  price  is  25  cents,  $2  per  dozen. 

"Quantity  Discount 

"Provided  that  when  purchases  at  one  time  and  on  one  invoice 
amount  to  $15  (or  more),  wholesale  distributing  agents  are  author- 
ized to  allow  3%  trade  discount;  if  such  purchase  amounts  to  $50 
(or  more),  5%  trade  discount  will  be  allowed;  and  if  such  $50 
quantity  be  shipped  direct  to  the  purchaser  from  the  laboratory  of 
said  Dr.  Miles  Medical  Company  for  the  account  of  such  wholesale 
agent,  freight  will  be  prepaid,  but  not  otherwise. 

"Full  Price 

"In  consideration  whereof,  said  retail  agent  agrees  in  no  case  to 
sell  or  furnish  the  said  proprietary  medicines  to  any  person,  firm,  or 
corporation  whatsoever,  at  less  than  the  full  retail  price  as  printed 
on  the  packages,  without  reduction  for  quantity;  and  said  retail 
agent  further  agrees  not  to  sell  the  said  proprietary  medicines  at 
any  price  to  wholesale  or  retail  dealers  not  accredited  agents  of  The 
Dr.  Miles  Medical  Company. 

"Violation 

"It  is  further  agreed  between  the  parties  hereto  that  the  giving 
of  any  article  of  value,  or  the  making  of  any  concession  by  means 
of  trading  stamps,  cash  register  coupons,  or  otherwise,  for  the  pur- 
pose of  reducing  the  price  above  agreed  upon,  shall  be  considered  a 
violation  of  this  agreement,  and  further  it  is  agreed  between  the 
parties  hereto  that  The  Dr.  Miles  Medical  Company  will  sustain 
damages  in  the  sum  of  twenty-five  dollars  ($25)  for  each  violation 
of  any  provision  of  this  agreement,  it  being  otherwise  impossible  to 
fix  the  measure  of  damage. 

"This  contract  will  take  effect  when  a  duplicate  thereof,  duly 
signed  by  the  retail  agent,  has  been  received  and  approved  by  The 
Dr.  Miles  Medical  Company,  at  its  office  at  Elkhart,  Indiana." 

As  an  aid  to  the  maintenance  of  the  prices  thus  fixed,  the  company 
devised  a  system  for  tracing  and  identifying,  through  serial  numbers 
and  cards,  each  wholesale  and  retail  package  of  its  products. 

It  was  alleged  that  all  wholesale  and  retail  druggists,  "and  all  dealers 
in  proprietary  medicines,"  had  been  given  full  opportunity,  without 
discrimination,  to  sign  contracts  in  the  form  stated,  and  that  such  con- 
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tracts  were  in  force  between  the  complainant  "and  over  400  jobbers  and 
wholesalers  and  25,000  retail  dealers  in  proprietary  medicines  in  the 

United  States."  . 

The  defendant  is  a  Kentucky  corporation  conducting  a  wholesale 
drug  business.    The  bill  alleged  that  the  defendant  had  formerly  dealt 
with  the  complainant,  and  had  full  knowledge  of  all  the  facts  relating 
to  the  trade  in  its  medicines;  that  it  had  been  requested   and  refused 
to  enter  into  the  wholesale  contract  required  by  the  complainant;  that 
in  the  city  of  Cincinnati,  Ohio,  where  the  defendant  conducted  a  whole- 
sale drug  store,  there  were  a  large  number  of  wholesale  and  retail  drug- 
gists who  had  made  contracts  of  the  sort  described    with  the  com- 
plainant, and  kept  its  medicines  on  sale  pursuant  to  the  agreed  terms 
and  conditions.     It  was  charged  that  the  defendant    "in  combination 
and  conspiracy  with  a  number  of  wholesale  and  retail  dealers  in  drugs 
and  proprietary  medicines,  who  have  not  entered  into  said  wholesale 
and  retail  contracts"  required  by  the  complainant's  system,  and  solely 
for  the  purpose  of  selling  the  remedies  to  dealers  "to  be  advertised,  sold 
and  marketed  at  cut  rates,"  and  "to  thus  attract  and  secure  custom  and 
patronage  for  other  merchandise,  and  not  for  the  purpose  of  making  or 
receiving  a  direct  money  profit"  from  the  sales  of  the  remedies,  had 
unlawfully  and  fraudulently  procured  them  from  the  complainants 
-wholesale  and  retail  agents"  by  means  "of  false  and  fraudulent  rep- 
resentations   and    statements,    and    by    surreptitious    and    dishonest 
methods,  and  by  persuading  and  inducing,  directly  and  indirectly,    a 
violation  of  their  contracts. 

It  is  further  charged  that  the  defendant,  having  procured  the  reme- 
dies in  this  manner,  had  advertised  and  sold  them  at  less  than  the  job- 
bing and  retail  prices  established  by  the  complainant;  and  that,  for  the 
purpose  of  concealing  the  source  of  supply,  the  identifying  serial  num- 
bers which  had  been  stamped  upon  the  labels  and  cartons,  had  been 
obliterated  by  the  defendant  or  by  those  acting  in  collusion  with  the 
defendant,  and  the  labels  and  cartons  had  been  mutilated,  thus  render- 
ing the  list  of  ailments  and  directions  for  use  illegible,  and  that  the 
remedies  in  this  condition  were  sold  both  to  the  wholesale  and  retail 
dealers,  and  ultimately  to  buyers  for  use  at  cut  rates. 

The  bill  prayed  for  an  injunction  restraining  the  defendant  from  in- 
ducing or  attempting  to  induce  any  party  to  any  of  the  said  "wholesale  or 
retail  agency  contracts"  to  "violate  or  break  the  same,  or  to  sell  or  deliver 
to  the  defendant,  or  to  any  person  for  it,"  the  complainant's  remedies; 
from  procuring  or  attempting  to  procure  in  any  way  any  of  these  reme- 
dies from  wholesale  or  retail  dealers  who  had  executed  the  contracts; 
from  advertising,  selling,  or  offering  for  sale  the  remedies  obtained  by 
any  of  the  described  means  at  less  "than  the  established  retail  price 
thereof,"  or  to  dealers  who  had  not  entered  into  contract  with  the  com- 
plainant; from  in  any  way  obliterating,  mutilating,  removing,  or  cover- 
ing up  the  labels  and  cartons  upon  the  bottles  containing  the  remedies, 
and  from  making  sales  without  such  labels  and  cartons,  and  the  letter 
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press  and  numerals  thereon,  being  intact.  There  was  also  a  prayer  for 
an  accounting. 

The  defendant  demurred  to  the  bill  generally  for  want  of  equity, 
and  also  specially  to  that  portion  of  the  bill  which  related  to  the  mutila- 
tion and  destruction  of  the  identifying  numbers  and  labels. 

The  circuit  court  sustained  the  demurrers  and  dismissed  the  bill,  and 
its  judgment  was  affirmed  by  the  circuit  court  of  appeals. 

Mr.  Justice  Hughes,  after  making  the  above  statement,  deliv- 
ered the  opinion  of  the  court: 


The  principal  question  is  as  to  the  validity  of  the  restrictive  agree- 
ments. 

Preliminarily,  there  are  opposing  contentions  as  to  the  construction  of 
the  agreements,  or,  at  least,  of  that  made  with  jobbers  and  wholesale 
dealers.  The  complainant  insists  that  the  "consignment  contract"  con- 
templates a  true  consignment  for  sale  for  account  of  the  complainant, 
and  that  those  who  make  sales  under  it  are  the  complainant's  agents, 
and  not  its  vendees.  The  court  below  did  not  so  construe  the  agree- 
ment, and  considered  it  an  effort  "to  disguise  the  wholesale  dealers  in 
the  mask  of  agency,  upon  the  theory  that  in  that  character  one  link  in 
the  system  for  the  suppression  of  the  'cut-rate'  business  might  be  re- 
garded as  valid,"  and  that  under  this  agreement  "the  jobber  must  be 
regarded  as  the  general  owner,  and  engaged  in  selling  for  himself,  and 
not  as  a  mere  agent  of  another."    90  C.  C.  A.  581,  164  Fed.  p.  805. 

There  are  certain  allegations  in  the  bill  which  do  not  accord  with  the 
complainant's  argument. 

If,  however,  we  consider  the  "consignment  contract"  as  one  which  in 
legal  effect  provides  for  consignments  of  goods  to  be  sold  by  an  agent 
for  his  principal's  account,  and  that  the  tenor  of  the  agreement,  as  set 
forth,  must  be  taken  to  override  the  inconsistent  general  allegations  to 
which  we  have  referred,  this  alone  would  not  be  sufficient  to  support  the 
bill. 

The  bill  charges  that  the  defendant  has  unlawfully  and  fraudulently 
procured  the  proprietary  medicines  from  the  complainant's  "wholesale 
and  retail  agents"  in  violation  of  their  contracts.  But  it  does  not  allege 
that  the  goods  procured  by  the  defendant  from  "wholesale  agents"  were 
goods  consigned  to  the  latter  for  sale.  The  description  "wholesale 
agent"  refers  to  those  who  have  signed  the  "consignment  contract." 
This  contract,  however,  permits  one  "wholesale  agent"  to  sell  to  another 
"wholesale  agent."  For  all  that  appears,  the  goods  procured  by  the 
defendant  may  have  been  purchased  by  the  defendant's  vendors  from 
other  wholesale  agents. 
•         •••••<««..••• 

.  .  .  But  if  the  restrictions  of  the  "consignment  contract"  as  to 
prices  and  vendees  are  to  be  deemed  to  apply  to  the  sale  of  goods 
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which  one  wholesale  dealer  has  purchased  from  another,  it  is  evident 
that  the  validity  of  the  restrictions  in  this  aspect  must  be  supported  on 
some  other  ground  than  that  such  sale  is  made  by  the  wholesale  dealer 
as  the  agent  of  the  complainant.  The  case  presented  by  the  bill  cannot 
properly  be  regarded  as  one  for  inducing  breach  of  trust  by  an  agent. 
The  other  form  of  contract  adopted  by  the  complainant,  while  de- 
scribed as  a  "retail  agency  contract,"  is  clearly  an  agreement  looking  to 
sale,  and  not  to  agency.  The  so-called  "retail  agents"  are  not  agents 
at  all,  either  of  the  complainant  or  of  its  consignees,  but  are  contem- 
plated purchasers  who  buy  to  sell  again;  that  is,  retail  dealers. 

.............a 

That  these  agreements  restrain  trade  is  obvious.  That,  having  been 
made,  as  the  bill  alleges,  with  "most  of  the  jobbers  and  wholesale  drug- 
gists and  a  majority  of  the  retail  druggists  of  the  country,"  and  having 
for  their  purpose  the  control  of  the  entire  trade,  they  relate  directly  to 
interstate  as  well  as  intrastate  trade,  and  operate  to  restrain  trade  or 
commerce  among  the  several  states,  is  also  clear.1 

But  it  is  insisted  that  the  restrictions  are  not  invalid  either  at  com- 
mon law  or  under  the  Act  of  Congress  of  July  2,  1890,  chap.  647,  26 
Stat,  at  L.  209,  U.  S.  Comp.  Stat.  1901,  p.  3200,  upon  the  following 
grounds,  which  may  be  taken  to  embrace  the  fundamental  contentions 
for  the  complainant :  ( 1 )  That  the  restrictions  are  valid  because  they 
relate  to  proprietary  medicines  manufactured  under  a  secret  process; 
and  (2)  that,  apart  from  this,  a  manufacturer  is  entitled  to  control  the 
prices  on  all  sales  of  his  own  products. 

First.  The  first  inquiry  is  whether  there  is  any  distinction,  with 
respect  to  such  restrictions  as  are  here  presented,  between  the  case  of  an 
article  manufactured  by  the  owner  of  a  secret  process  and  that  of  one 
produced  under  ordinary  conditions.  The  complainant  urges  an  analogy 
to  right  secured  by  letters  patent.2  In  the  case  cited,  there  were  licenses 
for  the  manufacture  and  sale  of  articles  covered  by  letters  patent,  with 
stipulations  as  to  the  prices  at  which  the  licensee  should  sell.  The  court 
said,  referring  to  the  Act  of  July  2,  1890  (p.  92):  "But  that  statute 
clearly  does  not  refer  to  that  kind  of  a  restraint  of  interstate  commerce 
which  may  arise  from  reasonable  and  legal  conditions  imposed  upon  the 
assignee  or  licensee  of  a  patent  by  the  owner  thereof,  restricting  the 
terms  upon  which  the  article  may  be  used  and  the  price  to  be  demanded 
therefor.  Such  a  construction  of  the  act  we  have  no  doubt  was  never 
contemplated  by  its  framers." 

But  whatever  rights  the  patentee  may  enjoy  are  derived  from  statu- 
tory grant  under  the  authority  conferred  by  the  Constitution.     This 

1  Addyston  Pipe  &  Steel  Co.  v.  United  States,  175  U.  S.  211,  44  L.  Ed.  136,  20 
Sup.  Ct.  Rep.  96;  E.  Bement  &  Sons  v.  National  Harrow  Co.,  186  U.  S.  92,  46  L. 
Ed.  1069,  22  Sup.  Ct.  Rep.  747;  W.  W.  Montague  &  Co.  v.  Lowry,  193  U.  S.  38, 

48  L.  Ed.  608,  24  Sup.  Ct.  Rep.  307;  Swift  &  Co.  v.  United  States,  196  U.  S.  375. 

49  L.  Ed.  518,  25  Sup.  Ct.  Rep.  276. 

2  E.  Bement  &  Sons  v.  National  Harrow  Co.,  186  U.  S.  70,  46  L.  Ed.  1058,  22 
Sup.  Ct.  Rep.  747. 
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grant  is  based  upon  public  considerations.  The  purpose  of  the  patent 
law  is  to  stimulate  invention  by  protecting  inventors  for  a  fixed  time  in 
the  advantages  that  may  be  derived  from  exclusive  manufacture,  use, 
and  sale.  .  .  . 

The  complainant  has  no  statutory  grant.  So  far  as  appears,  there 
are  no  letters  patent  relating  to  the  remedies  in  question.  The  com- 
plainant has  not  seen  fit  to  make  the  disclosure  required  by  the  statute, 
and  thus  to  secure  the  privileges  it  confers.  Its  case  lies  outside  the 
policies  of  the  patent  law,  and  the  extent  of  the  right  which  that  law 
secures  is  not  here  involved  or  determined. 

The  complainant  relies  upon  the  ownership  of  its  secret  process  and 
its  rights  are  to  be  determined  accordingly.  Any  one  may  use  it  who 
fairly,  by  analysis  and  experiment,  discovers  it.  But  the  complainant 
is  entitled  to  be  protected  against  invasion  of  its  rights  in  the  process 
by  fraud  or  by  breach  of  trust  or  contract.1  The  secret  process  may  be 
the  subject  of  confidential  communication  and  of  sale  or  license  to  use 
with  restrictions  as  to  territory  and  prices.2  A  similar  principle  obtains 
with  respect  to  the  confidential  communication  of  quotations  collected 
by  a  board  of  trade.3 

Here,  however,  the  question  concerns  not  the  process  of  manufacture, 
but  the  manufactured  product — an  article  of  commerce.  The  complain- 
ant has  not  communicated  its  process  in  trust,  or  under  contract,  or 
executed  a  license  for  the  use  of  the  process  with  restrictions  as  to  the 
manufacture  and  sale  by  the  licensee  to  whom  the  communication  is 
made.  The  complainant  has  retained  its  secret,  which  apparently  it 
believes  to  be  undiscoverable.  Whether  its  remedies  are  sold  or  un- 
sold, whether  the  restrictions  as  to  future  sales  are  valid  or  invalid,  the 
complainant's  secret  remains  intact.  That  the  complainant  may  right- 
fully object  to  attempts  to  discover  it  by  fraudulent  means,  or  to  a 
breach  of  trust  or  contract  relating  to  the  process,  does  not  require  the 
conclusion  that  it  is  entitled  to  establish  restrictions  with  respect  to  fu- 
ture sales  by  those  who  purchase  its  manufactured  product.  It  is  said 
that  the  remedies  "embody"  the  secret.  It  would  be  more  correct  to 
say  that  they  are  manufactured  according  to  the  secret  process,  and  do 
not  constitute  a  communication  of  it.  It  is  also  urged  that,  as  the  proc- 
ess is  secret,  no  one  else  can  manufacture  the  article.  But  this  argu- 
ment rests  on  monopoly  of  production,  and  not  on  the  secrecy  of  the 
process  or  the  particular  fact  that  may  confer  that  monopoly.  It  im- 
plies that  if,  for  any  reason,  monopoly  of  production  exists  it  carries 
with  it  the  right  to  control  the  entire  trade  of  the  produced  article,  and 
to  prevent  any  competition  that  otherwise  might  arise  between  whole- 

1  Tabor  v.  Hoffman,  118  N.  Y.  36,  16  Am.  St.  Rep.  740,  23  N.  E.  12;  Chadwick 
v.  Covell,  151  Mass.  190,  6  L.  R.  A.  839,  21  Am.  St.  Rep.  442,  23  N.  E.  1068. 


Fowle  v.  Park,  131  U.  S.  88,  33  L.  Ed.  67,  9  Sup.  Ct.  Rep.  658. 


3  Board  of  Trade  v.  Christie  Grain  &  Stock  Co.,  198  U.  S.  236,  49  L.  Ed.  1031, 
25  Sup.  Ct.  Rep.  637. 
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sale  and  retail  dealers.  The  principle  would  not  be  limited  to  secret 
processes,  but  would  extend  to  goods  manufactured  by  any  one  who 
secured  control  of  the  source  of  supply  of  a  necessary  raw  material  or 
ingredient.  But,  because  there  is  monopoly  of  production,  it  certainly 
cannot  be  said  that  there  is  no  public  interest  in  maintaining  freedom 
of  trade  with  respect  to  future  sales  after  the  article  has  been  placed 
on  the  market  and  the  producer  has  parted  with  his  title.  Moreover, 
every  manufacturer,  before  sale,  controls  the  articles  he  makes.  With 
respect  to  these,  he  has  the  rights  of  ownership,  and  his  dominion  does 
not  depend  upon  whether  the  process  of  manufacture  is  known  or  un- 
known, or  upon  any  special  advantage  he  may  possess  by  reason  of  loca- 
tion, materials,  or  efficiency.  The  fact  that  the  market  may  not  be 
supplied  with  the  particular  article  unless  he  produces  it  is  a  practical 
consequence  which  does  not  enlarge  his  right  of  property  in  what  he  does 
produce. 

If  a  manufacturer,  in  the  absence  of  statutory  privilege,  has  the  con- 
trol over  the  sales  of  the  manufactured  article  for  which  the  complainant 
here  contends,  it  is  not  because  the  process  of  manufacture  is  kept 
secret.  In  this  respect,  the  maker  of  so-called  proprietary  medicines, 
unpatented,  stands  on  no  different  footing  from  that  of  other  manu- 
facturers. The  fact  that  the  article  is  represented  to  be  curative  in  its 
properties  does  not  justify  a  restriction  of  trade  which  would  be  unlaw- 
ful as  to  compositions  designed  for  other  purposes. 

Second.  We  come,  then,  to  the  second  question — whether  the  com- 
plainant, irrespective  of  the  secrecy  of  its  process,  is  entitled  to  main- 
tain the  restrictions  by  virtue  of  the  fact  that  they  relate  to  products 
of  its  own  manufacture. 

The  basis  of  the  argument  appears  to  be  that,  as  the  manufacturer 
may  make  and  sell,  or  not,  as  he  chooses,  he  may  affix  conditions  as  to 
the  use  of  the  article  or  as  to  the  prices  at  which  purchasers  may  dis- 
pose of  it.  The  propriety  of  the  restraint  is  sought  to  be  derived  from 
the  liberty  of  the  producer. 

But  because  a  manufacturer  is  not  bound  to  make  or  sell,  it  does  not 
follow  in  case  of  sales  actually  made  he  may  impose  upon  purchasers 
every  sort  of  restriction.  Thus,  a  general  restraint  upon  alienation  is 
ordinarily  invalid.  .  .  . 

Nor  can  the  manufacturer  by  rule  and  notice,  in  the  absence  of  con- 
tract or  statutory  right,  even  though  the  restriction  be  known  to  pur- 
chasers, fix  prices  for  future  sales.  It  has  been  held  by  this  court  that 
no  such  privilege  exists  under  the  copyright  statutes,  although  the 
owner  of  the  copyright  has  the  sole  right  to  vend  copies  of  the  copy- 
righted production.  Bobbs-Merrill  Co.  v.  Straus,  210  U.  S.  339,  52  L. 
Ed.  1086,  28  Sup.  Ct.  Rep.  722.    There  the  court  said  (p.  351) : 

The  owner  of  the  copyright  in  this  case  did  sell  copies  of  the 
book  in  quantities  and  at  a  price  satisfactory  to  it.  It  has  exer- 
cised the  right  to  vend.  What  the  complainant  contends  for  em- 
braces not  only  the  right  to  sell  the  copies,  but  to  qualify  the  title 
of  a  future  purchaser  by  the  reservation  of  the  right  to  have  the 
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remedies  of  the  statute  against  an  infringer  because  of  the  printed 
notice  of  its  purpose  so  to  do  unless  the  purchaser  sells  at  a  price 
fixed  in  the  notice.  To  add  to  the  right  of  exclusive  sale  the 
authority  to  control  all  future  retail  sales,  by  a  notice  that  such 
sales  must  be  made  at  a  fixed  sum,  would  give  a  right  not  included 
in  the  terms  of  the  statute,  and,  in  our  view,  extend  its  operation, 
by  construction,  beyond  its  meaning,  when  interpreted  with  a 
view  to  ascertaining  the  legislative  intent  in  its  enactment. 

It  will  hardly  be  contended,  with  respect  to  such  a  matter,  that  the 
manufacturer  of  an  article  of  commerce  not  protected  by  any  statutory 
grant  is  in  any  better  case.1  Whatever  right  the  manufacturer  may 
have  to  project  his  control  beyond  his  own  sales  must  depend  not  upon 
an  inherent  power  incident  to  production  and  original  ownership,  but 
upon  agreement. 

With  respect  to  contracts  in  restraint  of  trade,  the  earlier  doctrine 
of  the  common  law  has  been  substantially  modified  in  adaptation  to 
modern  conditions.  But  the  public  interest  is  still  the  first  considera- 
tion. To  sustain  the  restraint,  it  must  be  found  to  be  reasonable  both 
with  respect  to  the  public  and  to  the  parties,  and  that  it  is  limited  to 
what  is  fairly  necessary,  in  the  circumstances  of  the  particular  case,  for 
the  protection  of  the  covenantee.  Otherwise,  restraints  of  trade  are 
void  as  against  public  policy.  .  .  . 

The  present  case  is  not  analogous  to  that  of  a  sale  of  good-will,  or 
of  an  interest  in  a  business,  or  of  the  grant  of  a  right  to  use  a  process 
of  manufacture.  The  complainant  has  not  parted  with  any  interest  in 
its  business  or  instrumentalities  of  production.  It  has  conferred  no 
right  by  virtue  of  which  purchasers  of  its  products  may  compete  with 
it.  It  retains  complete  control  over  the  business  in  which  it  is  engaged, 
manufacturing  what  it  pleases  and  fixing  such  prices  for  its  own  sales  as 
it  may  desire.  Nor  are  we  dealing  with  a  single  transaction,  conceiv- 
ably unrelated  to  the  public  interest.  The  agreements  are  designed  to 
maintain  prices  after  the  complainant  has  parted  with  the  title  to  the 
articles,  and  to  prevent  competition  among  those  who  trade  in  them. 

The  bill  asserts  the  importance  of  a  standard  retail  price,  and  alleges 
generally  that  confusion  and  damage  have  resulted  from  sales  at  less 
than  the  prices  fixed.  But  the  advantage  of  established  retail  prices 
primarily  concerns  the  dealers.  The  enlarged  profits  which  would  result 
from  adherence  to  the  established  rates  would  go  to  them,  and  not  to 
the  complainant.  It  is  through  the  inability  of  the  favored  dealers  to 
realize  these  profits,  on  account  of  the  described  competition,  that  the 
complainant  works  out  its  alleged  injury.  If  there  be  an  advantage  to 
the  manufacturer  in  the  maintenance  of  fixed  retail  prices,  the  question 
remains  whether  it  is  one  which  he  is  entitled  to  secure  by  agreements 

1  See  Taddy  &  Co.  v.  Sterious  &  Co.,  [1904]  1  Ch.  354;  McGruther  v.  Pitcher, 
[1904]  2  Ch.  306;  Garst  v.  Hall  &  L.  Co.,  179  Mass.  588,  55  L.  R.  A.  631,  61  N.  E. 
219. 
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restricting  the  freedom  of  trade  on  the  part  of  dealers  who  own  what 
they  sell.  As  to  this,  the  complainant  can  fare  no  better  with  its  plan 
of  identical  contracts  than  could  the  dealers  themselves  if  they  formed 
a  combination  and  endeavored  to  establish  the  same  restrictions,  and 
thus  to  achieve  the  same  result,  by  agreement  with  each  other.  If  the 
immediate  advantage  they  would  thus  obtain  would  not  be  sufficient  to 
sustain  such  a  direct  agreement,  the  asserted  ulterior  benefit  to  the  com- 
plainant cannot  be  regarded  as  sufficient  to  support  its  system. 

But  agreements  or  combinations  between  dealers,  having  for  their 
sole  purpose  the  destruction  of  competition  and  the  fixing  of  prices,  are 
injurious  to  the  public  interest  and  void.  They  are  not  saved  by  the 
advantages  which  the  participants  expect  to  derive  from  the  enhanced 
price  to  the  consumer.1 

The  complainant's  plan  falls  within  the  principle  which  condemns 
contracts  of  this  class.  It,  in  effect,  creates  a  combination  for  the  pro- 
hibited purposes.  No  distinction  can  properly  be  made  by  reason  of 
the  particular  character  of  the  commodity  in  question.  It  is  not  entitled 
to  special  privilege  or  immunity.  It  is  an  article  of  commerce,  and  the 
rules  concerning  the  freedom  of  trade  must  be  held  to  apply  to  it.  Nor 
does  the  fact  that  the  margin  of  freedom  is  reduced  by  the  control  of 
production  make  the  protection  of  what  remains,  in  such  a  case,  a 
negligible  matter.  And  where  commodities  have  passed  into  the  chan- 
nels of  trade  and  are  owned  by  dealers,  the  validity  of  agreements  to 
prevent  competition  and  to  maintain  prices  is  not  to  be  determined  by 
the  circumstance  whether  they  were  produced  by  several  manufac- 
turers or  by  one,  or  whether  they  were  previously  owned  by  one  or  by 
many.  The  complainant  having  sold  its  product  at  prices  satisfactory 
to  itself,  the  public  is  entitled  to  whatever  advantage  may  be  derived 
from  competition  in  the  subsequent  traffic. 

The  questions  involved  were  carefully  considered  and  the  decisions 
reviewed  by  Judge  Lurton  in  delivering  the  opinion  of  the  Circuit  Court 
of  Appeals  in  John  D.  Park  &  Sons  Co.  v.  Hartman,  supra,  and,  in  fol- 
lowing that  case,  it  was  concluded  below  that  the  restrictions  sought  to 
be  enforced  by  the  bill  were  invalid  both  at  common  law  and  under 
the  Act  of  Congress  of  July  2,  1890.    We  think  that  the  court  was  right. 

The  allegations  of  the  bill  as  to  the  labels  and  cartons  used  by  the 
complainant  are  evidently  incidental  to  the  main  charge  as  to  the  pro- 
curement of  violation  of  the  restrictions  as  to  prices  and  vendees  con- 
tained in  the  agreement;  and  failing  as  to  this,  no  case  is  made  for 

1  People  v.  Sheldon,  139  N.  Y.  251,  23  L.  R.  A.  221,  36  Am.  St.  Rep.  690,  34 
N.  E.  785;  Judd  v.  Harrington,  139  N.  Y.  105,  34  N.  E.  790;  People  v.  Milk  Exch., 
145  N.  Y.  267,  27  L.  R.  A.  437,  45  Am.  St.  Rep.  609,  39  N.  E.  1062 ;  United  States 
v.  Addyston  Pipe  &  Steel  Co.,  46  L.  R.  A.  122,  29  C.  C.  A.  141,  54  U.  S.  App.  723, 
85  Fed.  271,  on  appeal  175  U.  S.  211,  44  L.  Ed.  136,  20  Sup.  Ct.  Rep.  96;  W.  W. 
Montague  &  Co.  v.  Lowry,  193  U.  S.  38,  48  L.  Ed.  608,  24  Sup.  Ct.  Rep.  307; 
Chapin  v.  Brown  Bros.,  83  Iowa,  156,  12  L.  R.  A.  428,  32  Am.  St.  Rep.  297,  48 
N.  W.  1074;  Craft  v.  McConoughy,  79  111.  346,  22  Am.  Rep.  171;  W.  H.  Hill  Co. 
v.  Gray  &  Worcester — Mich. — 30  L.  R.  A.  (N.S.)  327,  127  N.  W.  803. 
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relief  with  respect  to  the  trade-marks,  which  are  not  shown  to  have  been 
infringed. 

Judgment  affirmed. 

Mr.  Justice  Lurton  took  no  part  in  the  consideration  and  decision  of 
this  case. 

Mr.  Justice  Holmes,  dissenting: 

This  is  a  bill  to  restrain  the  defendant  from  inducing,  by  corruption 
and  fraud,  agents  of  the  plaintiff  and  purchasers  from  it  to  break  their 
contracts  not  to  sell  its  goods  below  a  certain  price.  There  are  two 
contracts  concerned.  The  first  is  that  of  the  jobber  or  wholesale  agent 
to  whom  the  plaintiff  consigns  its  goods.  .  .  .  That  they  are  agents,  and 
not  buyers,  I  understand  to  be  conceded,  and  I  do  not  see  how  it  can 
be  denied.  .  .  . 

The  second  contract  is  that  of  the  retail  agents,  so  called,  being  really 
the  first  purchasers,  fixing  the  price  below  which  they  will  not  sell  to 
the  public.  There  is  no  attempt  to  attach  a  contract  or  condition  to 
the  goods,  as  in  Bobbs-Merrill  Co.  v.  Straus,  210  U.  S.  339,  52  L.  Ed. 
1086,  28  Sup.  Ct.  Rep.  722,  or  in  any  way  to  restrict  dealings  with 
them  after  they  leave  the  hands  of  the  retail  men.  The  sale  to  the 
retailers  is  made  by  the  plaintiff,  and  the  only  question  is  whether  the 
law  forbids  a  purchaser  to  contract  with  his  vendor  that  he  will  not 
sell  below  a  certain  price.  This  is  the  important  question  in  this  case. 
I  suppose  that  in  the  case  of  a  single  object,  such  as  a  painting  or  a 
statue,  the  right  of  the  artist  to  make  such  a  stipulation  hardly  would 
be  denied.  In  other  words,  I  suppose  that  the  reason  why  the  contract 
is  held  bad  is  that  it  is  part  of  a  scheme  embracing  other  similar  con- 
tracts, each  of  which  applies  to  a  number  of  similar  things,  with  the 
object  of  fixing  a  general  market  price.  This  reason  seems  to  me  inade- 
quate in  the  case  before  the  court.  In  the  first  place,  by  a  slight  change 
in  the  form  of  the  contract  the  plaintiff  can  accomplish  the  result  in  a 
way  that  would  be  beyond  successful  attack.  If  it  should  make  the 
retail  dealers  also  agents  in  law  as  well  as  in  name  and  retain  the  title 
until  the  goods  left  their  hands,  I  cannot  conceive  that  even  the  present 
enthusiasm  for  regulating  the  prices  to  be  charged  by  other  people 
would  deny  that  the  owner  was  acting  within  his  rights.  It  seems  to 
me  that  this  consideration  by  itself  ought  to  give  us  pause. 

But  I  go  farther.  There  is  no  statute  covering  the  case;  there  is  no 
body  of  precedent  that,  by  ineluctable  logic,  requires  the  conclusion  to 
which  the  court  has  come.  The  conclusion  is  reached  by  extending  a 
certain  conception  of  public  policy  to  a  new  sphere.  On  such  matters 
we  are  in  perilous  country.  I  think  that  at  least  it  is  safe  to  say  that 
the  most  enlightened  judicial  policy  is  to  let  people  manage  their  own 
business  in  their  own  way,  unless  the  ground  for  interference  is  very 
clear.  What,  then,  is  the  ground  upon  which  we  interfere  in  the  present 
case?  Of  course,  it  is  not  the  interest  of  the  producer.  No  one,  I 
judge,  cares  for  that.  It  hardly  can  be  the  interest  of  subordinate 
vendors,  as  there  seems  to  be  no  particular  reason  for  preferring  them 
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to  the  originator  and  first  vendor  of  the  product.  Perhaps  it  may  be 
assumed  to  be  the  interest  of  the  consumers  and  the  public.  On  that 
point  I  confess  that  I  am  in  a  minority  as  to  larger  issues  than  are  con- 
cerned here.  I  think  that  we  greatly  exaggerate  the  value  and  im- 
portance to  the  public  of  competition  in  the  production  or  distribution 
of  an  article  (here  it  is  only  distribution)  as  fixing  a  fair  price.  What 
really  fixes  that  is  the  competition  of  conflicting  desires.  We,  none  of 
us,  can  have  as  much  as  we  want  of  all  the  things  that  we  want. 
Therefore,  we  have  to  choose.  As  soon  as  the  price  of  something  that 
we  want  goes  above  the  point  at  which  we  are  willing  to  give  up  other 
things  to  have  that,  we  cease  to  buy  it  and  buy  something  else.  Of 
course,  I  am  speaking  of  things  that  we  can  get  along  without.  There 
may  be  necessaries  that  sooner  or  later  must  be  dealt  with,  like  short 
rations  in  a  shipwreck,  but  they  are  not  Dr.  Miles's  medicines.  With 
regard  to  things  like  the  latter,  it  seems  to  me  that  the  point  of  most 
profitable  returns  marks  the  equilibrium  of  social  desires  and  determines 
the  fair  price  in  the  only  sense  in  which  I  can  find  meaning  in  those 
words.  The  Dr.  Miles  Medical  Company  knows  better  than  we  do 
what  will  enable  it  to  do  the  best  business.  We  must  assume  its  retail 
price  to  be  reasonable,  for  it  is  so  alleged  and  the  case  is  here  on  de- 
murrer; so  I  see  nothing  to  warrant  my  assuming  that  the  public  will 
not  be  served  best  by  the  company  being  allowed  to  carry  out  its  plan. 
I  cannot  believe  that  in  the  long  run  the  public  will  profit  by  this  court 
permitting  knaves  to  cut  reasonable  prices  for  some  ulterior  purpose  of 
their  own,  and  thus  to  impair,  if  not  to  destroy,  the  production  and  sale 
of  articles  which  it  is  assumed  to  be  desirable  that  the  public  should  be 
able  to  get. 


29.  Federal  Trade  Commission  v.  Beech-Nut 
Packing  Company1 

Mr.  Justice  Day  delivered  the  opinion  of  the  court: 

This  case  is  here  upon  a  writ  of  certiorari  to  the  United  States  Circuit 
Court  of  Appeals  for  the  Second  Circuit,  which  court  set  aside  an  order 
of  the  Federal  Trade  Commission  requiring  the  Beech-Nut  Packing 
Company,  a  corporation  engaged  in  the  manufacture  and  sale  of  food 
and  other  products  throughout  the  United  States,  to  cease  and  desist 
from  carrying  out  a  plan  of  resale  of  its  products.2  Beech-Nut  Packing 
Company  v.  Federal  Trade  Commission,  264  Fed.  885. 

The  Commission  condemned  the  plan  as  an  unfair  method  of  com- 

1  Supreme  Court  of  the  United  States.  Argued  November  10-14,  1921.  Decided 
January  3,  1922.    42  Sup.  Ct.  150.    257  U.  S.  441. 

2  "Now,  therefore,  it  is  ordered  that  respondent,  the  Beech-Nut  Packing  Com- 
pany, its  officers,  directors,  agents,  servants,  and  employees  cease  and  desist  from 
directly  or  indirectly  recommending,  requiring,  or  by  any  means  bringing  about 
the  resale  of  Beech-Nut  products  by  distributors,  whether  at  wholesale  or  retail 
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petition  within  the  meaning  of  section  5  of  the  Federal  Trade  Com- 
mission Act.    38  Stat.  719  (Comp.  St.  §88366). 

The  case  was  heard  before  the  Commission  upon  an  agreed  statement 
of  facts,  from  which,  among  other  things,  it  found: 

The  Beech-Nut  Packing  Company  customarily  markets  its  products 
principally  through  jobbers  and  wholesalers  in  the  grocery,  drug,  candy 
and  tobacco  lines,  who  in  turn  resell  to  retailers  in  these  lines.  Such 
wholesale  and  retail  dealers  are  selected  as  desirable  customers  because 
they  are  known  or  believed  to  be  of  good  credit  standing;  willing  to 
resell  at  the  resale  prices  suggested  by  the  company  and  who  do  resell 
at  such  prices;  are  willing  to  refuse  to  sell  and  who  do  refuse  to  sell  to 
jobbers,  wholesalers,  and  retailers  who  do  not  resell  at  the  resale  prices 
suggested  by  the  company,  and  who  do  not  sell  to  such  jobbers,  whole- 
salers, and  retailers,  who  in  other  respects  are  good  and  satisfactory 
merchandisers.  Such  jobbers,  wholesalers,  and  retailers  are  designated 
by  the  company  as  "selected"  or  "desirable"  dealers.  In  a  few  instances 
the  company  also  sells  "direct"  to  certain  large  retailers  who  are  selected 
as  the  jobbers,  wholesalers,  and  retailers.  The  total  number  of  such 
dealers,  handling  the  products  of  the  company,  includes  the  greater 
portion  of  the  jobbers,  wholesalers,  and  retailers,  respectively,  in  the 
grocery  trades,  and  a  large  proportion  of  the  jobbers,  wholesalers,  and 
retailers  in  the  drug,  candy,  and  tobacco  trades,  respectively,  through- 
out the  United  States. 

The  company  has  adopted  and  maintained,  and  still  maintained  at 
the  time  complaint  was  filed  by  the  Commission,  in  the  sale  and  dis- 
tribution of  its  products  a  policy  known  as  the  "Beech-Nut  policy,"  and 
requests  the  cooperation  therein  of  all  dealers  selling  the  products  manu- 
factured by  it,  dealing  with  each  customer  separately. 

In  order  to  secure  such  cooperation  and  to  carry  out  the  Beech-Nut 
policy  the  company: 

Issues  circulars,  price-lists,  and  letters  to  the  trade  generally  showing 
suggested  uniform  resale  prices,  both  wholesale  and  retail,  to  be  charged 
for  Beech-Nut  products. 

Requests  and  insists  that  the  selected  jobbers,  wholesalers,  and  retail- 
ers sell  only  to  such  other  jobbers,  wholesalers,  and  retailers  as  have 
been  and  are  willing  to  resell  and  do  resell  at  the  prices  so  suggested  by 

according  to  any  system  of  prices  fixed  or  established  by  respondent,  and  more 
particularly  by  any  or  all  of  the  following  means: 

"1.  Refusing  to  sell  to  any  such  distributors  because  of  their  failure  to  adhere 
to  any  such  system  of  resale  prices. 

"2.  Refusing  to  sell  to  any  such  distributors  because  of  their  having  resold 
respondent's  said  products  to  other  distributors  who  have  failed  to  adhere  to  any 
such  system  of  resale  prices. 

"3.  Securing  or  seeking  to  secure  the  cooperation  of  its  distributors  in  main- 
taining or  enforcing  any  such  system  of  resale  prices. 

"4.  Carrying  out  or  causing  others  to  carry  out  a  resale  price  maintenance  policy 
by  any  other  means." 
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the  company,  and  requests  and  insists  that  such  jobbers,  wholesalers, 
and  retailers  discontinue  selling  to  other  jobbers,  wholesalers,  and  re- 
tailers who  fail  to  resell  at  the  prices  so  suggested  by  the  company. 

Makes  it  known  broadcast  to  such  selected  jobbers,  wholesalers,  and 
retailers,  whether  sold  "direct"  or  not,  that  if  they,  or  any  of  them,  fail 
to  sell  at  the  resale  prices  suggested  by  the  company,  it  will  absolutely 
refuse  to  sell  further  supplies  of  its  product  to  them,  or  any  of  them, 
and  will  also  absolutely  refuse  to  sell  to  any  jobbers,  wholesalers,  and 
retailers  whatsoever  who  sell  to  other  jobbers,  wholesalers,  and  retailers 
failing  to  resell  at  the  prices  suggested  by  the  company. 

The  company,  in  the  carrying  out  of  its  policy,  has  refused  and  does 
refuse  to  sell  its  products  to  practically  all  such  jobbers,  wholesalers, 
and  retailers  as  do  not  sell  at  the  prices  so  suggested  by  it.  It  has 
refused  and  does  refuse  to  sell  to  practically  all  such  jobbers,  whole- 
salers, and  retailers  reselling  to  other  jobbers,  wholesalers,  and  retailers 
who  have  failed  to  resell  at  the  prices  so  suggested  by  it.  It  has  refused 
and  does  refuse  to  sell  to  practically  all  so-called  mail-order  houses 
engaged  in  interstate  commerce,  on  the  ground  that  such  mail-order 
houses  frequently  sell  at  cut  prices,  and  has  refused  and  does  refuse  to 
sell  to  practically  all  jobbers,  wholesalers,  and  retailers  who  sell  its 
products  to  such  mail-order  houses.  It  has  refused  and  does  refuse  to 
sell  to  practically  all  so-called  price-cutters.  It  has  maintained  and  does 
maintain  a  large  force  of  so-called  specialty  salesmen  or  representatives 
who  call  upon  the  retail  trade  and  solicit  orders  therefrom  to  be  filled 
through  jobbers  and  wholesalers,  which  orders  are  commonly  known  in 
the  trade  as  "turnover  orders;"  its  salesmen,  under  respondent's  instruc- 
tions, have  refused  and  do  refuse  to  accept  any  such  turnover  orders 
to  be  filled  through  jobbers  and  wholesalers  who  themselves  sell  or  have 
sold  at  less  than  the  suggested  resale  prices,  or  sell  or  have  sold  to  job- 
bers, wholesalers,  and  retailers  who  sell  or  have  sold  at  less  than  such 
suggested  resale  prices,  and  in  such  cases  has  requested  such  retailers 
to  name  other  jobbers. 

The  company  has  and  does  reinstate  as  distributors  of  its  products 
jobbers,  wholesalers,  and  retailers  previously  cut  off  or  withdrawn  from 
the  list  of  selected  jobbers,  wholesalers,  and  retailers  for  failure  to  resell 
at  the  prices  suggested  by  it,  and  for  selling  to  distributors  who  do  not 
maintain  such  suggested  resale  prices,  upon  the  basis  of  declarations, 
assurances,  statements,  promises,  and  similar  expressions,  as  the  case 
may  be  by  such  distributors,  respectively,  who  satisfy  the  company  that 
such  distributors  will  thereafter  resell  at  the  prices  suggested  by  it  and 
will  refuse  to  sell  to  distributors  who  do  not  maintain  such  suggested 
resale  prices. 

The  company  has  added  and  does  add,  to  its  list  of  new  distributors, 
concerns  reported  by  its  representatives  as  declaring  that  they  intend 
to  and  will  resell  at  the  prices  suggested  by  it,  and  will  refuse  to  sell  to 
those  who  do  not  maintain  such  suggested  resale  prices.  It  has  utilized 
a  system  of  key  numbers  or  symbols  stamped  or  marked  upon  the  cases 
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containing  the  "Beech-Nut  brand"  products,  thus  enabling  it,  for  any 
purpose  whatsoever,  to  ascertain  the  identity  of  the  distributors  from 
whom  such  products  were  purchased;  and  that  repeatedly,  when 
instances  of  price-cutting  have  been  reported  to  it  by  the  selected  whole- 
salers and  retailers,  or  ascertained  in  other  ways,  its  salesmen  and  rep- 
resentatives have  been  instructed  by  it  to  investigate,  and  that  in  pursu- 
ance of  these  instructions  they  have  by  means  of  these  key  numbers  or 
symbols  traced  the  price-cutters  from  whom  the  goods  have  been 
obtained,  and  have  thus  ascertained  the  identity  of  such  price-cutters, 
and  have  also  thus  traced  and  ascertained  the  identity  of  distributors 
from  whom  price-cutters  have  purchased  "Beech-Nut  brand"  products; 
and  has  thereafter  refused  to  supply  all  such  dealers  with  its  products, 
whether  such  dealers  were  themselves  cutting  the  suggested  resale  prices 
or  were  selling  to  dealers  cutting  the  suggested  resale  prices. 

The  company  has  and  does  maintain  card  records  containing  the 
names  of  thousands  of  jobbing,  wholesale,  and  retail  distributors,  includ- 
ing the  selected  distributors,  and  in  furtherance  of  its  refusal  to  sell 
goods  either  to  distributors  selling  at  less  than  the  suggested  resale 
prices,  or  to  distributors  selling  to  other  distributors  selling  at  less  than 
the  suggested  resale  prices,  has  listed  upon  those  cards,  bearing  the 
names  of  such  distributors,  the  words  "Undesirable — Price-Cutters," 
"Do  Not  Sell,"  or  "D.N.S.,"  the  abbreviation  for  "Do  Not  Sell,"  or 
expressions  of  a  like  character,  to  indicate  that  the  particular  distributor 
was  in  the  future  not  to  be  supplied  with  respondent's  goods  on  account 
of  failure  to  maintain  the  suggested  resale  prices,  or  on  account  of  fail- 
ure to  discontinue  selling  to  dealers  failing  to  maintain  such  suggested 
resale  prices.  When  the  company  has  received  declarations,  assurances, 
statements,  promises,  or  similar  expressions,  as  the  case  may  be,  by 
distributors  which  satisfy  it  that  such  distributors  will  resell  at  the 
prices  suggested  by  it,  and  discontinue  selling  to  distributors  failing  to 
maintain  the  resale  prices  suggested  by  it,  it  has  issued  instructions  to 
"clear  the  record,"  or  directions  of  similar  import,  notation  of  which  is 
made  on  the  cards,  and  it  has  thereafter  permitted  shipments  of  its  prod- 
ucts to  be  made  to  such  distributors;  and  such  distributors  to  whom 
shipments  are  thus  allowed  to  go  forward  constitute  the  company's  list 
of  so-called  "selected"  jobbers,  wholesalers,  and  retailers,  and  no  dis- 
tributor is  thus  listed  on  such  card  record  as  one  to  whom  goods  are 
allowed  to  go  forward  who  fails  to  maintain  the  resale  prices  suggested 
by  it  or  sells  to  distributors  failing  to  resell  at  such  suggested  price; 
and  when  a  jobber,  wholesaler,  or  retailer  is  reported  as  failing  to  main- 
tain the  suggested  retail  prices,  and  has  been  entered  in  the  card  records 
as  one  to  whom  shipments  should  not  go  forward,  respondent  notifies 
those  jobbers,  wholesalers,  and  retailers  who  supply  the  distributor,  of 
this  fact,  and  also  notifies  its  specialty  salesmen,  and  gives  similar 
notices  to  such  jobbers,  wholesalers,  and  retailers  and  to  its  specialty 
salesmen  when  reinstatements  are  made  in  its  list  of  "selected"  jobbers, 
wholesalers,  and  retailers. 
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The  Circuit  Court  of  Appeals  was  of  opinion  that  the  only  difference 
between  the  price-fixing  policy  condemned  as  unlawful  in  Dr.  Miles 
Medical  Company  v.  Park  &  Sons  Company,  220  U.  S.  373,  31  Sup.  Ct. 
376,  55  L.  Ed.  502,  and  the  price-fixing  plan  embodied  in  the  Beech- 
Nut  policy  was  that  in  the  former  case  there  was  an  agreement  in 
writing,  while  in  this  case  the  success  or  failure  of  the  plan  depended 
upon  a  tacit  understanding  with  purchasers  and  prospective  purchasers. 
While  it  expressed  its  difficulty  in  seeing  any  difference  between  a 
written  agreement  and  a  tacit  understanding  in  their  effect  upon  the 
restraint  of  trade,  it,  nevertheless,  regarded  the  case  as  governed  by  the 
decision  of  this  court  in  United  States  v.  Colgate  &  Company,  250 
U.  S.  300,  39  Sup.  Ct.  465,  63  L.  Ed.  992,  7  A.L.R.  443,  and,  accord- 
ingly, held  that  the  Commission  had  exceeded  its  power  in  making  the 
order  appealed  from. 

The  Colgate  Case  was  prosecuted  under  the  Sherman  Anti-Trust  Act 
(Comp.  St.  8820  et  seq.)  and  came  to  this  court  under  the  Criminal 
Appeals  Act  (Comp.  St.  1704).  We  therein  held  that  this  court  must 
accept  the  construction  of  the  indictment  as  made  in  the  District  Court ; 
and,  that  upon  such  construction,  the  only  act  charged  amounted  to. 
the  exercise  of  the  right  of  the  trader,  or  manufacturer,  engaged  in 
private  business,  to  exercise  his  own  discretion  as  to  those  with  whom 
he  would  deal,  and  to  announce  the  circumstances  under  which  he  would 
refuse  to  sell,  and  that  thus  interpreted  no  act  was  charged  in  the  indict- 
ment which  amounted  to  a  violation  of  the  Sherman  Act  prohibiting 
monopolies,  contracts,  combinations,  and  conspiracies  in  restraint  of 
interstate  commerce. 

In  the  subsequent  case  of  United  States  v.  Schrader's  Son,  Inc.,  252 
U.  S.  85,  40  Sup.  Ct.  251,  64  L.  Ed.  471,  this  court  had  occasion  to  deal 
with  a  case  under  the  Criminal  Appeals  Act,  wherein  there  was  a  charge 
that  a  manufacturer  sold  to  manufacturers  in  several  states  under  an 
agreement  to  observe  certain  resale  prices  fixed  by  the  vendor — which 
we  held  to  be  a  violation  of  the  Sherman  Anti-Trust  Act.  In  referring 
to  the  Colgate  Case  we  said: 

The  court  below  misapprehended  the  meaning  and  effect  of  the 
opinion  and  judgment  in  that  case.  We  had  no  intention  to  over- 
rule or  modify  the  doctrine  of  Dr.  Miles  Medical  Company  v. 
Park  &  Sons  Company,  where  the  effort  was  to  destroy  the  deal- 
ers' independent  discretion  through  restrictive  agreements.  Under 
the  interpretation  adopted  by  the  trial  court  and  necessarily 
accepted  by  us,  the  indictment  failed  to  charge  that  Colgate  & 
Company  made  agreements,  either  express  or  implied,  which  under- 
took to  obligate  vendees  to  observe  specified  resale  prices;  and  it 
was  treated  as  alleging  only  recognition  of  the  manufacturer's 
undoubted  right  to  specify  resale  prices  and  refuse  to  deal  with 
anyone  who  failed  to  maintain  the  same. 

In  the  still  later  case  of  Frey  &  Son  v.  Ciidahy  Packing  Company, 
256  U.  S.  208,  41  Sup.  Ct.  451,  65  L.  Ed.  892,  wherein  this  court 
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again  had  occasion  to  consider  the  subject,  it  was  said  of  the  previous 
decisions  in  United  States  v.  Colgate  and  United  States  v.  Schrader's 
Son,  Inc.,  supra: 

Apparently  the  former  case  was  misapprehended.  The  latter 
opinion  distinctly  stated  that  the  essential  agreement,  combination 
or  conspiracy  might  be  implied  from  a  course  of  dealing  or  other 
circumstances. 

By  these  decisions  it  is  settled  that  in  prosecutions  under  the 
Sherman  Act  a  trader  is  not  guilty  of  violating  its  terms  who  simply 
refuses  to  sell  to  others,  and  he  may  withhold  his  goods  from  those  who 
will  not  sell  them  at  the  prices  which  he  fixes  for  their  resale.  He  may 
not,  consistently  with  the  act,  go  beyond  the  exercise  of  this  right,  and 
by  contracts  or  combinations,  express  or  implied,  unduly  hinder  or 
obstruct  the  free  and  natural  flow  of  commerce  in  the  channels  of  inter- 
state trade. 

The  Sherman  Act  is  not  involved  here  except  in  so  far  as  it  shows 
a  declaration  of  public  policy  to  be  considered  in  determining  what  are 
unfair  methods  of  competition,  which  the  Federal  Trade  Commission 
is  empowered  to  condemn  and  suppress.  The  case  now  before  us  was 
begun  under  the  Federal  Trade  Commission  Act,  which  was  intended 
to  supplement  previous  anti-trust  legislation.  See  Report,  No.  5Q7, 
Senate  Committee  on  Interstate  Commerce,  June  13,  19 14,  63d  Con- 
gress, 2d  Session.  That  act  declares  unlawful  "unfair  methods  of  com- 
petition" and  gives  the  Commission  authority  after  hearing  to  make 
orders  to  compel  the  discontinuance  of  such  methods.  What  shall 
constitute  unfair  methods  of  competition  denounced  by  the  act,  is  left 
without  specific  definition.  Congress  deemed  it  better  to  leave  the 
subject  without  precise  definition,  and  to  have  each  case  determined 
upon  its  own  facts,  owing  to  the  multifarious  means  by  which  it  is 
sought  to  effectuate  such  schemes.  The  Commission,  in  the  first 
instance,  subject  to  the  judicial  review  provided,  has  the  determination 
of  practices  which  come  within  the  scope  of  the  act.  See  Report,  No. 
5Q7,  Senate  Committee  on  Interstate  Commerce,  June  13,  1914,  63d 
Congress,  2d  Session. 

Of  the  Federal  Trade  Commission  Act  we  said,  in  Federal  Trade 
Commission  v.  Gratz,  253  U.  S.  421,  427,  40  Sup.  Ct.  572,  575  (64 
L.  Ed.  993): 

The  words  "unfair  method  of  competition"  are  not  defined  by 
the  statute  and  their  exact  meaning  is  in  dispute.  It  is  for  the 
courts,  not  the  Commission,  ultimately  to  determine  as  matter  of 
law  what  they  include.  They  are  clearly  inapplicable  to  practices 
never  heretofore  regarded  as  opposed  to  good  morals  because  char- 
acterized by  deception,  bad  faith,  fraud  or  oppression,  or  as  against 
public  policy  because  of  their  dangerous  tendency  unduly  to  hinder 
competition  or  create  monopoly.  The  act  was  certainly  not  intended 
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to  fetter  free  and  fair  competition  as  commonly  understood  and 
practiced  by  honorable  opponents  in  trade. 

If  the  "Beech-Nut  system  of  merchandising"  is  against  public 
policy,  because  of  "its  dangerous  tendency  unduly  to  hinder  competition 
or  to  create  monopoly/'  it  was  within  the  power  of  the  Commission  to 
make  an  order  forbidding  its  continuation.  We  have  already  seen  to 
what  extent  the  declaration  of  public  policy,  contained  in  the  Sherman 
Act,  permits  a  trader  to  go.  The  facts  found  show  that  the  Beech-Nut 
system  goes  far  beyond  the  simple  refusal  to  sell  goods  to  persons  who 
will  not  sell  at  stated  prices,  which  in  the  Colgate  Case  was  held  to  be 
within  the  legal  right  of  the  producer. 

The  system  here  disclosed  necessarily  constitutes  a  scheme  which 
restrains  the  natural  flow  of  commerce  and  the  freedom  of  competition 
in  the  channels  of  interstate  trade  which  it  has  been  the  purpose  of  all 
the  Anti-Trust  Acts  to  maintain.  In  its  practical  operation  it  neces- 
sarily constrains  the  trader,  if  he  would  have  the  products  of  the  Beech- 
Nut  Company,  to  maintain  the  prices  "suggested"  by  it.  If  he  fails  so 
to  do,  he  is  subject  to  be  reported  to  the  company  either  by  special 
agents,  numerous  and  active  in  that  behalf,  or  by  dealers  whose  aid  is 
enlisted  in  maintaining  the  system  and  the  prices  fixed  by  it.  Further- 
more, he  is  enrolled  upon  a  list  known  as  "Undesirable — Price-Cutters," 
to  whom  goods  are  not  to  be  sold,  and  who  are  only  to  be  reinstated 
as  one  whose  record  is  "clear"  and  to  whom  sales  may  be  made  upon 
his  giving  satisfactory  assurance  that  he  will  not  resell  the  goods  of  the 
company  except  at  the  prices  suggested  by  it,  and  will  refuse  to  sell  to 
distributors  who  do  not  maintain  such  prices. 

From  this  course  of  conduct  a  court  may  infer — indeed,  cannot  escape 
the  conclusion — that  competition  among  retail  distributors  is  practically 
suppressed,  for  all  who  would  deal  in  the  company's  products  are  con- 
strained to  sell  at  the  suggested  prices.  Jobbers  and  wholesale  dealers 
who  would  supply  the  trade  may  not  get  the  goods  of  the  company,  if 
they  sell  to  those  who  do  not  observe  the  prices  indicated  or  who  are 
on  the  company's  list  of  undesirables  until  they  are  restored  to  favor 
by  satisfactory  assurances  of  future  compliance  with  the  company's 
schedules  of  resale  prices.  Nor  is  the  inference  overcome  by  the  con- 
clusion stated  in  the  Commission's  findings  that  the  merchandising  con- 
duct of  the  company  does  not  constitute  a  contract  or  contracts  whereby 
resale  prices  are  fixed,  maintained,  or  enforced.  The  specific  facts 
found  show  suppression  of  the  freedom  of  competition  by  methods  in 
which  the  company  secures  the  cooperation  of  its  distributors  and  cus- 
tomers, which  are  quite  as  effectual  as  agreements  express  or  implied 
intended  to  accomplish  the  same  purpose.  By  these  methods  the  com- 
pany, although  selling  its  products  at  prices  satisfactory  to  it,  is  enabled 
to  prevent  competition  in  their  subsequent  disposition  by  preventing 
all  who  do  not  sell  at  resale  prices  fixed  by  it  from  obtaining  its  goods. 

Under  the  facts  established  we  have  no  doubt  of  the  authority 
and  power  of  the  Commission  to  order  a  discontinuance  of  practices 
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in  hading  such  as  are  embodied  in  the  system  of  the  Beech-Nut 
( Company. 

We  are,  however,  of  opinion  that  the  order  of  the  Commission  is  too 
broad.  The  order  should  have  required  the  company  to  cease  and 
desist  from  carrying  into  effect  its  so-called  Beech-Nut  policy  by  coop- 
erative methods  in  which  the  respondent  and  its  distributors,  customers 
and  agents  undertake  to  prevent  others  from  obtaining  the  company's 
products  at  less  than  the  prices  designated  by  it — (1)  by  the  practice 
of  reporting  the  names  of  dealers  who  do  not  observe  such  resale  prices; 
(2)  by  causing  dealers  to  be  enrolled  upon  lists  of  undesirable  pur- 
chasers who  are  not  to  be  supplied  with  the  products  of  the  company 
unless  and  until  they  have  given  satisfactory  assurances  of  their  pur- 
pose to  maintain  such  designated  prices  in  the  future;  (3)  by  employing 
salesmen  or  agents  to  assist  in  such  plan  by  reporting  dealers  who  do 
not  observe  such  resale  prices,  and  giving  orders  of  purchase  only  to 
such  jobbers  and  wholesalers  as  sell  at  the  suggested  prices  and  refusing 
to  give  such  orders  to  dealers  who  sell  at  less  than  such  prices,  or  who 
sell  to  others  who  sell  at  less  than  such  prices;  (4)  by  utilizing  num- 
bers and  symbols  marked  upon  cases  containing  their  products  with  a 
view  to  ascertaining  the  names  of  dealers  who  sell  the  company's  prod- 
ucts at  less  than  the  suggested  prices,  or  who  sell  to  others  who  sell  at 
less  than  such  prices  in  order  to  prevent  such  dealers  from  obtaining  the 
products  of  the  company;  or  (5)  by  utilizing  any  other  equivalent 
cooperative  means  of  accomplishing  the  maintenance  of  prices  fixed  by 
the  company. 

The  judgment  of  the  Circuit  Court  of  Appeals  is  reversed,  and  the 
case  remanded  to  that  court,  with  instructions  to  enter  judgment  in 
conformity  with  this  opinion. 

Reversed. 

Mr.  Justice  Holmes  dissenting: 

There  are  obvious  limits  of  propriety  to  the  persistent  expression  of 
opinions  that  do  not  command  the  agreement  of  the  court.  But  as 
this  case  presents  a  somewhat  new  field — the  determination  of  what  is 
unfair  competition  within  the  meaning  of  the  Federal  Trade  Commis- 
sion Act — I  venture  a  few  words  to  explain  my  dissent.  I  will  not  recur 
to  fundamental  questions.  The  ground  on  which  the  respondent  is  held 
guilty  is  that  its  conduct  has  a  dangerous  tendency,  unduly  to  hinder 
competition  or  to  create  monopoly.  It  is  enough  to  say  that  this  I 
cannot  understand.  So  far  as  the  Sherman  Act  is  concerned,  I  had 
supposed  that  its  policy  was  aimed  against  attempts  to  create  a  monop- 
oly in  the  doers  of  the  condemned  act  or  to  hinder  competition  with 
them.  Of  course  there  can  be  nothing  of  that  sort  here.  The  respond- 
ent already  has  the  monopoly  of  its  own  goods  with  the  full  assent  of 
the  law  and  no  one  can  compete  with  it  with  regard  to  those  goods, 
which  are  the  only  ones  concerned.  It  seems  obvious  that  the  respond- 
ent is  not  creating  a  monopoly  in  them  for  any  one  else,  although  I 
see  nothing  to  hinder  its  doing  so  by  conveying  them  all  to  one  single 
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vendee.  The  worst  that  can  be  said,  so  far  as  I  see,  is  that  it  hinders 
competition  among  those  who  purchase  from  it.  But  it  seems  to  me 
that  the  very  foundation  of  the  policy  of  the  law  to  keep  competition 
open  is  that  the  subject-matter  of  the  competition  would  be  open  to  all 
but  for  the  hindrance  complained  of.  I  cannot  see  what  that  policy  has 
to  do  with  a  subject-matter  that  comes  from  a  single  hand  that  is 
admitted  to  be  free  to  shut  as  closely  as  it  will.  And  to  come  back  to 
the  words  of  the  statute  I  cannot  see  how  it  is  unfair  competition  to 
say  to  those  to  whom  the  respondent  sells  and  to  the  world,  you  can 
have  my  goods  only  on  the  terms  that  I  propose,  when  the  existence 
of  any  competition  in  dealing  with  them  depends  upon  the  respondent's 
will.  I  see  no  wrong  in  so  doing,  and  if  I  did  I  should  not  think  it  a 
wrong  within  the  possible  scope  of  the  word  unfair.  Many  unfair 
devices  have  been  exposed  in  suits  under  the  Sherman  Act,  but  to  whom 
the  respondent's  conduct  is  unfair  I  do  not  understand. 

Mr.  Justice  McKenna  and  Mr.  Justice  Brandeis  concur  in  this 
opinion. 

Mr.  Justice  McReynolds  dissenting: 

With  regret,  I  dissent  from  the  opinion  and  judgment  of  the  court. 

This  matter  was  submitted  to  the  Commission  upon  an  agreed  state- 
ment of  facts,  the  twelfth  clause  of  which — the  last  but  one — 
declares: 

12.  That  the  merchandising  conduct  of  respondent  heretofore 
defined  and  as  herein  involved  does  not  constitute  a  contract  or 
contracts  whereby  resale  prices  are  fixed,  maintained  and  enforced. 

Of  course,  the  Packing  Company  entered  into  this  stipulation  relying 
upon  the  quoted  clause,  and  I  am  not  at  liberty  either  to  disregard  it 
or  to  minimize  the  plain  import  of  its  words.  It  is  not  a  mere  conclu- 
sion of  the  Commission  but  a  definite  and  essential  admission  of  record 
upon  which  the  company  rested  and  without  which  I  must  conclude  a 
different  case  might  have  been  presented. 

There  is  no  question  of  monopoly.  Acting  alone,  respondent  certainly 
had  the  clear  right  freely  to  select  its  customers — to  refuse  to  deal  when 
and  as  it  saw  fit — and  to  announce  that  future  sales  would  be  limited 
to  those  whose  conduct  met  with  its  approval.1 

If  the  solemn  stipulation  did  not  expressly  negative  the  existence  of 
contracts  amongst  the  parties  to  maintain  prices,  I  should  think  the 
detailed  facts  sufficient  to  support  a  finding  that  there  were  such  agree- 
ments. But  starting  with  that  plain  negation  I  can  find  no  adequate 
ground  for  condemning  the  respondent. 

The  very  order  which  the  court  below  is  now  directed  to  enter  con- 
flicts with  the  stipulation  between  the  parties  by  presupposing  "methods 

1  United  States  v.  Colgate  &  Company,  250  U.  S.  300,  39  Sup.  Ct.  465,  63  L.  Ed. 
992,  7  A.  L.  R.  443;  United  States  v.  Schrader's  Son,  Inc.,  252  U.  S.  85,  40  Sup.  Ct. 
251,  64  L.  Ed.  471;  Frey  &  Son  v.  Cudahy  Packing  Company  (decided  April  18, 
1921)  256  U.  S.  208,  41  Sup.  Ct.  451,  65  L.  Ed.  892. 
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of  cooperation  between  respondent  and  the  distributors  of  its  products, 
especially  the  cooperative  methods  by  which  the  respondent  and  the 
distributors  of  its  products  undertake  to  prevent  others  from  obtaining 
such  products  at  less  than  the  prices  fixed  by  respondent  [by]  the  coop- 
eration of  customers  in  reporting  the  names  of  dealers  who  do  not 
observe  such  resale  prices  with  the  view  to  prevent  their  obtaining  the 
products  of  the  Beech-Nut  Company  thereafter."  How  can  there  be 
methods  of  cooperation,  cooperative  methods,  an  undertaking  to  prevent 
others,  or  the  cooperation  of  customers  with  a  view  to  prevent  others, 
when  the  existence  of  the  essential  contracts  is  definitely  excluded? 

Having  the  undoubted  right  to  sell  to  whom  it  will,  why  should 
respondent  be  enjoined  from  writing  down  the  names  of  dealers  regarded 
as  undesirable  customers?  Nor  does  there  appear  to  be  any  wrong  in 
maintaining  special  salesmen  who  turn  over  orders  to  selected  whole- 
salers and  who  honestly  investigate  and  report  to  their  principal  the 
treatment  accorded  its  products  by  dealers.  Finally,  as  respondent  may 
freely  select  customers,  how  can  injury  result  from  marks  on  packages 
which  enable  it  to  trace  their  movements?  The  privilege  to  sell  or  not 
to  sell  at  will  surely  involves  the  right  by  open  and  honest  means  to 
ascertain  what  selected  customers  do  with  goods  voluntarily  sold  to 
them. 

Under  the  circumstances  disclosed,  constraint  upon  the  freedom  of 
merchants  can  only  result  from  withholding  trade  relations  or  threaten- 
ing so  to  do.  These,  when  acting  alone,  respondent  may  assume  or 
decline  at  pleasure,  there  being  neither  monopoly  nor  attempt  to  monop- 
olize. And  the  exercise  of  this  right  does  not  become  an  unfair  method 
of  competition  merely  because  some  dealers  cannot  obtain  goods  which 
they  desire,  and  others  may  be  deterred  from  selling  at  reduced  prices. 
If  a  manufacturer  should  limit  his  customers  to  consumers  he  would 
thereby  destroy  competition  among  dealers,  but  neither  they  nor  the 
public  could  complain. 


30.  The  Toledo  Pipe  Threading  Machine  Company  v. 
The  Federal  Trade  Commission1 

Before  Denison,  Donahue,  and  Moorman,  Circuit  Judges. 

Denison,  Circuit  Judge:  This  is  a  petition  to  vacate  the  respon- 
dent's order  to  cease  and  desist  from  carrying  on  a  system  of  price  main- 
tenance. From  the  record  we  summarize  what  we  think  are  the  relevant 
facts.  Petitioner  is  a  long-established  manufacturer  of  tools  and  appli- 
ances for  pipe  threading.  The  ultimate  users  of  these  products  are 
largely  plumbers  and  pipe  fitters.  It  sells  these  articles  to  retail  dealers 
who  thereby  become  its  distributors.  There  is  no  general  class  of 
wholesalers  or  jobbers  coming  between  the  manufacturer  and  the  re- 

1  United  States  Circuit  Court  of  Appeals,  Sixth  Circuit.  Decided  March  12, 
1926.    11  F  (2d)  337. 
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tailer,  but  a  slightly  less  price  is  made  to  dealers  who  carry  the  tools  in 
stock  to  a  specified  amount.  Its  tools  have  a  high  reputation  and  an 
established  market  among  users  and  are  known  as  "Toledo  tools."  It 
makes  sales  through  general  advertising,  circularizing,  and  by  traveling 
salesmen. 

In  1902  it  adopted  a  scale  of  retail  prices  which  it  thought  proper 
for  its  distributors  to  charge  and  a  scale  of  discounts  which  it  would 
allow  to  its  distributors  for  their  profit.  This  was  evidenced  by  a  price- 
list,  showing  not  actual  prices  but  an  arbitrary  list  so  that  current  varia- 
tions could  be  made  by  changing  only  the  discount.  For  example,  a 
tool  was  listed  as  $50,  less  a  discount  of  40  and  20  to  the  stock-carry- 
ing dealer,  40  and  10  to  the  smaller  dealer,  and  40  to  the  user.  Peti- 
tioner's business  is  substantial,  although  not  of  great  volume  as  com- 
pared with  many  national  products.  The  annual  sales  are  about  $1,- 
000,000,  and  the  number  of  retailers  from  1,000  to  1,200. 

The  Commission  made,  as  its  findings,  certain  extracts  from  or  re- 
citals of  the  undisputed  testimony  and  then  "arrived  at  the  following 
conclusions  of  fact"  (in  which  the  present  petitioner  is  termed  the 
respondent) : 

1.  That  the  selling  policy  of  the  respondent  is  based  upon  the 
use  of  a  base  list  price  with  discounts  therefrom,  by  which  are  fixed 
the  prices  to  the  jobbers  and  through  the  jobbers  to  the  consumers.1 

2.  That  the  respondent  divides  the  territory  of  the  United 
States  into  two  selling  districts  in  which  different  resale  discounts 
to  the  consumer  are  established  for  the  purpose  of  assisting  to 
equalize  freight  differences  favoring  the  eastern  territory. 

3.  That  the  respondent  established  this  line  as  the  Mississippi 
River  in  1920  and  moved  it  west  to  the  Colorado  line  in  1922,  mak- 
ing the  readjustment  for  the  purpose  of  eliminating  so  far  as  pos- 
sible a  variation  in  resale  discounts  in  the  western  territory. 

4.  That  in  locating  this  line  for  this  purpose  the  respondent 
sought  and  received  advice  from  dealers  in  the  territory  affected. 

1The  Federal  Trade  Commission  in  its  decision,  Docket  No.  1018,  made  the 
following  statement: 

The  respondent  for  cause  why  an  order  to  cease  and  desist  the  practices 
charged  should  be  issued  against  it,  showed  that  the  prices  of  its  tools  to  the 
consuming  public  were  not  enhanced  by  the  practice  and  that  its  prices  were 
below  those  of  its  competitors  for  similar  tools.  It  also  showed  that  the  mar- 
gin which  was  allowed  to  its  dealers  was  less  than  the  amount  allowed  by 
competitors  to  their  dealers,  and  that  this  margin  was  not,  in  fact,  as  much 
as  many  jobbers  thought  to  be  required  in  order  to  show  a  profit  on  the 
handling  of  the  respondent's  goods.  The  argument  mistakes  the  nature  of 
these  proceedings.  The  question  is  not  whether  the  price  of  the  commodity 
was  unduly  enhanced  but  whether  an  illegal  method  was  employed  by  the 
respondent  in  endeavoring  to  secure  the  maintenance  of  its  suggested  resale 
prices,  which  had  a  dangerous  tendency  unduly  to  hinder  competition  among 
the  distributors  of  the  respondent's  products.  The  same  disposition  may  be 
made  of  the  argument  that  the  removal  of  the  resale  discounts  and  jobbers' 
discounts  would  result  in  an  increased  price  of  the  respondent's  products  to 
the  consumer. 
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5.  That  it  was  the  policy  of  the  respondent  to  take  notice  of 
every  report  from  a  jobber  or  dealer  of  variations  from  the  resale 
discounts,  to  make  the  reporting  jobbers  or  dealers  understand  that 
the  respondent  welcomed  such  reports,  and  would  enforce  its  resale 
price  schedule  by  refusing  further  sales  to  the  offending  dealer  if  he 
could  be  located.  That  the  respondent  urged  dealers  or  jobbers 
making  definite  reports  of  price-cutting  to  conduct  investigations  to 
determine  the  identity  of  the  price-cutter  and  to  report  such  price- 
cutter  to  the  respondent,  so  that  the  dealers  of  the  respondent  well 
understood  that  it  was  the  policy  of  the  respondent  to  receive  re- 
ports from  its  dealers,  and  to  refuse  further  sales  to  confirmed 
price-cutters.  That  the  respondent  becoming  aware  of  the  identity 
of  a  price-cutter  refused  further  relations  with  such  price-cutter 
unless  it  appeared  that  the  price  variation  was  due  to  an  excusable 
error,  or  the  respondent  received  from  the  offending  dealer  a  defi- 
nite and  positive  assurance  in  writing  applicable  both  to  sales 
already  made  and  such  sales  as  might  be  consummated  in  the  fu- 
ture, that  the  respondent's  resale  discount  schedule  would  be  abso- 
lutely maintained.  That  upon  a  number  of  occasions  the  respon- 
dent had  insisted  upon  and  received  such  assurances  from  dealers 
or  jobbers  who  had  varied  from  the  resale  discount  schedule. 

6.  That  whenever  in  the  opinion  of  the  respondent  it  was  neces- 
sary so  to  do  either  because  of  the  appearance  of  a  considerable 
departure  from  the  use  of  the  resale  discount  schedule  or  because 
the  price-cutters  could  not  be  identified,  the  respondent  both  for 
the  purpose  of  ascertaining  the  identity  of  the  price-cutters  and 
for  the  purpose  of  receiving  renewed  assurances  from  its  dealers  in 
the  affected  territory  as  to  resale  price  maintenance,  issued  a  cir- 
cular bulletin  or  form  letter  to  all  of  its  dealers  in  the  affected 
territory,  calling  attention  to  the  policy  of  the  respondent  for  the 
maintenance  of  its  resale  discount  schedules;  and  in  effect,  calling 
upon  each  dealer  to  acknowledge  the  receipt  of  the  bulletin,  circu- 
lar, or  letter  in  question  and  to  give,  in  writing,  assurances  opera- 
tive both  as  to  sales  already  consummated  and  applicable  to  stock 
in  the  dealer's  hands,  as  well  as  to  sales  not  yet  consummated,  that 
the  dealer  would  adhere  strictly  to  the  respondent's  schedule  of 
resale  discounts,  upon  the  penalty  stated  that  the  respondent  would 
refuse  business  relations  with  any  jobber  or  dealer  who  failed  to 
maintain  the  respondent's  suggested  resale  prices. 

8.  That  in  each  instance  of  individual  price-cutting  reported  to 
the  respondent  where  the  respondent  could  learn  the  identity  of 
the  price-cutter,  if  the  price  variation  was  not  satisfactorily  ex- 
plained to  the  respondent  as  a  mistake  and  the  dealer  in  question 
refused  to  give  assurances  in  writing  applicable  both  to  his  stock 
in  hand  representing  consummated  sales  and  to  future  sales  as  well 
that  he  would  be  governed  by  the  respondent's  suggested  resale 
price,  the  respondent  refused  further  sales  to  such  dealer. 
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9.  .  .  .  That  the  respondent,  whenever  it  deemed  necessary, 
exacted  from  its  dealers  a  written  assurance  that  such  dealers 
would,  both  with  reference  to  consummated  sales  and  sales  not  yet 
consummated,  cooperate  with  the  respondent  in  the  maintenance  of 
its  resale  prices. 

These  conclusions,  in  general  and  in  many  particulars,  are  not  criti- 
cized; but  the  statement  in  conclusion  6  that  respondent  issued  certain 
letters  or  bulletins  "in  effect  calling  upon,  etc.,"  and  in  conclusion  9 
that  respondent  "exacted  from  its  dealers  a  written  assurance,"  have  no 
basis  in  the  testimony  except  as  such  inference  is  justified  by  letters  of 
which  typical  specimens  are  given  in  the  margin.1 

1  Typical  letter  from  petitioners  to  supposed  price-cutter.  "...  You  buy  No.  1 
and  No.  iA  tools  at  a  discount  of  40-20%,  and  we  submit  you  cannot  afford  to 
sell  them  at  40-5%,  or  anywhere  near  that  price.  The  proper  quotation  covering 
these  tools  in  your  territory  ought  to  be  a  discount  of  35%  from  list.  Will  you 
please  investigate  the  quotation  made  by  you  to  the  two  parties  named,  and  let 
us  know  if  our  information  is  correct.  We  shall  also  be  glad  to  have  a  word  of 
advice  from  you  as  to  what  your  future  policy  in  this  connection  would  be." 

Typical  letter  of  assurance  from  dealer  to  petitioner.  "...  However,  the  harm 
has  been  done  and  no  one  regrets  it  more  than  I,  and  assuring  you  again  that  if 
the  Baird  Company  cannot  get  business  without  price-cutting,  then  we  will  give 
up  business. 

"In  conclusion,  all  I  can  say  is,  kindly  reconsider  the  matter.  Assuring  you 
that  the  writer  personally  as  well  as  our  entire  organization  heartily  uphold  your 
policy  and  will  work  with  you  in  every  possible  manner  in  order  to  prove  to  you 
that  we  are  worthy  of  your  confidence." 

Typical  letter  from  petitioners  to  all  dealers  in  a  community.  ".  .  .  Now 
where  there  is  so  much  smoke,  there  must  be  some  fire,  and  we  are  quite  convinced 
that  some  of  the  jobbers  in  your  community  are  cutting  prices  in  this  fashion. 

"Our  purpose  in  writing  this  bulletin  is  to  point  out  how  supremely  foolish  this 
practice  is. 

"Toledo  prices  are  stabilized.  For  over  a  year  now,  our  price  schedule  has  been 
lower  than  competitive  tools  have  been  sold  at,  or  are  being  priced  at  now.  Our 
larger  tools  are  strictly  on  a  prewar  basis. 

"Our  price  schedule  provides  a  reasonable  margin  of  profit. 

"It  does  not  permit  of  any  lowering  of  this  margin,  however,  by  rebates,  or 
price-cutting  in  any  other  fashion,  if  you  are  to  have  any  profit  whatever  on  the 
sale  of  our  goods. 

"Because  the  general  market  has  gone  crazy  and  you  are  selling  certain  com- 
modities for  about  half  of  what  they  cost  you,  does  not  justify  you  from  the 
standpoint  of  good  sense,  in  selling  Toledo  tools  at  any  other  price  than  our  regu- 
lar published  resale  schedule. 

"And  to  those  of  your  jobbers  who  do  business  west  of  the  Mississippi  River 
the  above  statement  applies  in  the  securing  of  our  western  resale  schedule,  which 
is  in  all  cases  5  points  higher  than  the  Chicago  schedule. 

"You  jobbers  are  a  funny  lot.  Every  so  often  we  are  besieged  to  provide  a 
wider  margin  of  profit  because  you  say  you  can't  make  any  money  at  our  regular 
schedule,  and  yet  you  will  not  keep  for  yourself  the  margin  of  profit  we  do  provide. 

"Now  we  propose,  if  it  is  at  all  possible,  to  see  that  our  resale  schedules  are 
maintained.  The  Toledo  factory  is  running  full  time  and  is  busy,  and  if  we  have 
to,  we  can  well  get  along  without  Chicago  business.  We  are  going  to  sell  our 
tools  to  the  jobbers  who  do  maintain  our  prices,  who  will  get  a  reasonable  margin 
of  profit  on  which  to  do  business. 

"May  we  not  have  your  cooperation?  We  want  a  real  show-down  in  this 
matter  with  all  the  cards  on  the  table. 

"Trusting  that  we  may  have  a  full  and  complete  reply  by  return  mail,  we 
are  .  .  ." 


PRICE  POLICIES  767 

To  these  conclusions  there  should  be  added  certain  negative  facts 
which  may  be  of  importance  and  which  are  according  to  the  undisputed 
proofs.    They  are: 

Petitioner  has  no  system  of  express  contracts  with  its  dealers  to 
maintain  prices  or  to  report  price-cutting,  and  no  such  contracts  at  all 
except  in  those  instances  where  the  petitioner's  complaint  of  price-cut- 
ting has  brought  assurances  like  the  sample  letters.  Petitioner  employs 
no  travelers  to  hunt  down  price-cutting  and  has  no  system  of  identify- 
ing marks  by  which  it  can  be  told  what  dealer  sold  a  particular  tool; 
but  traveling  salesmen  naturally  and  commonly  report  instances  of 
which  they  are  informed.  There  is  no  system  by  which  price-maintain- 
ing dealers  cooperate  with  petitioner  and  with  each  other  to  exercise 
any  kind  of  pressure  upon  the  price-cutting  dealer,  save  only  as  it  is 
common  in  such  cases  to  complain  to  petitioner,  and  to  expect  it  to 
carry  out  its  announced  plan  of  refusing  to  sell  to  those  who  continue 
to  cut.  Petitioner  has  no  system  of  taking  orders  from  the  consumers 
and  turning  these  orders  over  to  the  price-maintaining  dealers.  Peti- 
tioner does  absolutely  refuse  to  make  further  sales  to  an  unrepentant 
price-cutting  dealer;  but  there  is  no  system  of  cooperation  or  of  effort 
to  prevent  that  dealer  from  buying  the  tools  from  other  dealers,  nor  any 
entry  of  that  dealer's  name  upon  a  "do  not  sell"  list  and  publication  of 
such  list  among  petitioner's  trade. 

In  a  letter  from  the  petitioner  to  the  Commission,  the  petitioner 
states  its  past  and  present  policy  upon  this  subject,  in  part  as  follows: 

3.  From  the  very  inception  of  our  business,  some  twenty  years 
ago,  three  fundamental  lines  of  action  were  determined  upon — 
first,  the  establishing  of  definite  prices  for  our  products  to  the  con- 
sumer; second,  to  market  the  product  through  the  well-established 
jobbers  and  dealers  of  the  country;  third,  to  see  to  it  that  the  job- 
bers and  dealers  uniformly  used  the  prices  established  by  us  for 
the  consumer. 

The  organizers  of  the  business  were  men  of  mature  experience, 
and  the  policy  above  outlined  was  decided  upon  because  a  reason- 
able price  effective  to  all  alike  in  any  given  community  was  fair 
and  equitable;  and  the  widest  possible  distribution  could  be  ob- 
tained at  the  lowest  sales  or  overhead  expense  by  utilizing  the  well- 
established  dealer  organizations  of  the  country. 

4.  Always  pursuing  the  same  policy,  the  business  has  grown 
until  there  are  now  approximately  twelve  hundred  dealers  in  the 
United  States  carrying  our  tools  in  stock,  subject  to  the  demand  of 
the  ultimate  consumer. 

It  has  been  our  job  constantly  to  widen  the  source  of  supply  and 
to  keep  these  sources  actively  interested  along  the  lines  laid  down 
by  ourselves,  so  that  the  public  would  be  satisfied. 

In  our  experience  have  been  included  requests  for  exclusive 
agency  arrangements,  limiting  our  distribution  to  one  jobber  in  a 
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community;  suggestions  that  we  increase  the  selling  price  abnor- 
mally; and  demands  for  larger  percentages  of  profit  for  the  dealer. 
To  such  requests  and  demands  we  have  always  turned  a  deaf  ear. 

We  are  still  pursuing  the  policy  of  fixing  a  reasonable  price  for 
the  consumer,  and  a  reasonable  percentage  beyond  this  for  the  dis- 
tributor, and  are  insisting  that  the  distributor  shall  maintain  these 
prices. 

5.  A  policy  predicated  on  a  jobbers'  and  dealers'  price,  and 
stopping  there,  would  not,  we  believe,  have  proved  successful  in 
our  business.  In  that  event,  there  would  have  been  as  many  ideas 
as  to  what  the  consumer  ought  to  be  charged  as  there  were  dealers. 
Some  would  have  started  with  a  50%  margin  of  profit,  or  even 
more  than  this.  But  gradually  quotations  to  the  consumer  would 
have  been  lessened  by  competitive  quotations  until,  as  has  been  the 
experience  in  some  other  lines,  the  dealers'  interest  would  have 
ceased.  And  one  after  another  they  would  have  neglected  to  carry 
the  tools  in  stock  or  advocate  their  purchase;  they  would  have  de- 
voted their  attention  to  something  new  from  which  the  glamor  had 
not  as  yet  been  rubbed  off,  because  when  all  is  said  and  done,  a 
business  connection  is  only  maintained  as  long  as  it  is  profitable. 

On  the  other  hand,  we  affirm  most  positively  that  by  fixing  a 
consumers'  price  and  coordinating  the  thousands  of  minds  making 
up  our  dealer  connections  to  use  that  price,  we  clarify  the  whole 
situation — we  free  the  matter  from  doubt — we  maintain  the  in- 
terest of  the  distributor — and  we  have  paved  the  way  for  the  widest 
possible  distribution. 

The  Commission's  order  directed  the  respondent  to  "cease  and  de- 
sist" from  maintaining  its  suggested  resale  discounts  by 

1.  Requiring  from  dealers  assurance  that  they  will  be  governed 
by  the  suggested  resale  discounts  in  the  disposal  of  stocks  previ- 
ously purchased,  as  a  condition  precedent  to  subsequent  sales  to 
them  by  respondent. 

2.  Requiring  from  dealers  placing  orders  assurances  that  the 
commodities  so  ordered  will  be  resold  at  the  suggested  resale  dis- 
counts as  a  condition  precedent  to  the  acceptance  of  such  orders. 

3.  Requiring  from  dealers  generally  assurances  that  they  will  be 
governed  by  the  suggested  resale  discounts  in  all  resales  of  respon- 
dent's products,  under  threat  of  discontinuance  of  relations. 

4.  Seeking  the  cooperation  of  dealers  in  making  effective  a  re- 
sale price  maintenace  policy  (1)  by  seeking  the  advice  of  dealers 
as  to  the  location  of  a  selling  territorial  division  line  for  the  stated 
purpose  of  eliminating  price  competition  among  dealers;  (2)  by 
manifesting  to  dealers  an  intention  to  act  upon  all  reports  sent  in 
by  them  of  variations  from  the  resale  discounts  by  the  elimination 
of  the  price-cutter;  (3)  by  informing  dealers  that  price-cutters 
reported  who  would  not  give  assurance  of  adherence  to  the  sug- 
gested resale  discounts,  had  been  or  would  be  refused  further  sales; 


PRICE  POLICIES  769 

(4)  by  employing  its  salesmen  to  investigate  charges  of  price- 
cutting  reported  by  dealers  and  advising  dealers  of  that  fact;  by 
which  means  consecutively  or  concurrently  applied,  the  aid  and 
assistance  of  dealers  is  sought  and  obtained  in  the  prevention  of 
departures  from  respondent's  resale  discounts. 

The  state  of  the  law  as  to  price  maintenance  may  rightly  be  said  to 
be  in  confusion. 

The  Beech-Nut  Case  is  not  completely  parallel,  because  in  the  present 
case  we  have  no  system  of  identifying  marks,  and  no  group  of  sales- 
men or  agents  engaged  chiefly  in  finding  and  reporting  violations  or  at 
all  in  penalizing  offenders  by  diverting  from  them  the  retail  business; 
nor  yet  the  elaborate  plan  of  "do  not  sell"  lists  with  the  accompanying 
cooperative  effort  to  prevent  other  dealers  from  selling  to  the  price- 
cutters.  We  do  have  the  general  and  encouraged  practice  by  dealers  to 
report,  as  far  as  they  happen  to  develop,  the  names  of  price-cutters  and 
the  general  practice  of  refusal  by  the  manufacturer  to  sell  to  them 
further  unless  they  agree  to  maintain  the  schedule.  Whether  these 
things  amount  to  such  "cooperative  methods,"  as  between  the  manu- 
facturer and  the  dealers,  as  the  court  refers  to  in  the  Beech-Nut  Case, 
or  are  merely  a  refusal  to  sell  to  price-cutters,  enforced  by  what  so  far 
as  has  been  pointed  out  as  the  only  available  method,  is  not  clear.  It  is 
settled  that  the  seller  may  rightfully  say  to  the  price-cutter,  "I  have 
cut  you  off  from  my  list  and  I  will  sell  you  no  more."  There  seems 
no  reason  why  this  exclusion  must  be  permanent,  nor  is  it  obvious  that 
any  principle  of  public  policy  requires  the  price-cutter  to  be  forever 
barred  from  handling  these  goods.  Yet  the  difference  between  his  ex- 
press promise  to  observe  the  price  hereafter  and  the  implied  promise 
which  he  quite  obviously  makes  to  the  same  effect  if  he  asks  the  accept- 
ance of  a  further  order,  is  not  a  sharp  distinction.  It  may  be  that  ulti- 
mately either  the  principle  that  the  price  maintenance  is  an  evil  and 
may  not  be  accomplished  in  any  manner,  or  the  principle  that  such  a 
system  may  be  established  and  enforced  in  any  nonoppressive  way, 
will  clearly  prevail.  At  present,  we  are  better  satisfied  to  think  that  the 
facts  of  this  case  establish  enough  of  contract  and  enough  of  coopera- 
tion to  bring  it,  in  some  aspects,  within  the  Beech-Nut  rule. 

As  to  paragraphs  1,2,  and  3  of  the  order  to  cease  and  desist,  there  is 
room  to  think  that  the  requirement  of  promises  from  price-cutters,  and 
the  assurances  in  a  number  of  cases  received  from  them,  go  far  enough 
to  constitute  a  system  of  cooperative  effort  not  protected  by  the  manu- 
facturer's individual  right  of  arbitrary  selection  of  customers;  and, 
though  with  hesitation,  we  accept  that  view.  As  to  paragraph  4,  we 
note  that  subdivision  1  relates  to  a  plan  abandoned  three  years  before 
and,  so  far  as  we  see,  never  pertinent  to  the  issue,  while  subdivisions  2, 
3,  and  4  specify  acts  which  seem  to  us  to  be  of  necessity  reasonably 
incidental  to  the  fair  exercise  of  this  right  of  selection.  They  represent 
the  irreducible  minimum  of  means  by  which  one  who  adopts  the  policy 
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of  not  selling  his  goods  to  price-cutters  may  endeavor  to  maintain  that 
policy  and  the  inevitable  degree  of  "cooperation"  naturally  and  sel- 
fishly coming  from  dealers  who  uphold  the  system;  and  they  should  not 
be  enjoined.  We  are  confirmed  in  this  conclusion  by  observing,  when 
we  analyze  the  paragraph  carefully  and  compare,  upon  one  side  the 
clear  general  right  of  the  respondent  to  refuse  to  deal  further  with  price- 
cutters,  and  upon  the  other  side  the  prohibitions  of  this  paragraph:  as 
to  subsection  i :  although  respondent  may  for  the  guidance  of  its  own 
conduct  lawfully  formulate  its  schedules  of  desired  resale  prices  with 
due  regard  to  varying  freights,  it  may  not  lawfully  consult  its  dealers 
as  to  what  would  be  fair  treatment  to  them  in  this  respect.  As  to 
subsection  2 ;  respondent  lawfully  may  act  upon  any  report  of  price-cut- 
ting, spontaneously  sent  in,  in  his  own  interest,  by  a  dealer;  hence,  of 
course,  it  may  lawfully  have  the  intention  so  to  act;  but  it  may  not 
manifest  this  intention.  As  to  subsection  3:  respondent  lawfully  may 
cut  off  a  reported  price-cutter  who  is,  in  its  view,  contumacious;  it 
rightly  may  intend  to  do  so;  but  it  may  not  inform  dealers  that  it  so 
intends.  As  to  subsection  4:  respondent  lawfully  may  discontinue  trade 
with  one  charged  to  be  a  price-cutter,  and  fairly  may  do  so  if  the  charge 
is  true;  but  it  may  not  have  its  salesmen  investigate  the  truth  of  the 
charge  and  advise  dealers  thereof.  These  distinctions  do  not  appeal  to 
us  as  having  any  basis  in  sound  reasoning. 

The  order  is  affirmed,  excepting  as  to  paragraph  4,  as  to  which  it  is 
vacated.    There  will  be  no  costs  awarded. 


31.  Wentworth  Food  Company 
advertising  resale  prices 

The  Wentworth  Food  Company  manufactured  in  package 
form  under  the  Wentworth  brand  a  dozen  food  products  in  com- 
mon use.  The  company  sold  to  grocery  wholesalers,  to  chain- 
store  grocery  companies,  and  to  those  unit  retailers  whose  yearly 
purchases  at  least  equaled  those  of  an  average  wholesaler.  Since 
its  organization  in  1900,  the  company  had  advertised  its  brand  ex- 
tensively in  magazines  with  national  distribution,  on  street-car 
cards,  and  in  newspapers ;  advertising  appropriations  had  been  in- 
creased proportionately  with  the  growth  in  sales.  In  its  advertis- 
ing the  company  regularly  had  stated  the  retail  prices  at  which  it 
expected  its  products  to  be  sold.  With  the  rapid  development  of 
chain-store  grocery  companies  from  1910  to  1926,  the  company 
had  observed  an  increasing  tendency  on  the  part  of  chain  stores, 
as  well  as  on  the  part  of  some  unit  grocery  stores,  to  cut  prices 
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drastically.  One  of  the  12  Wentworth  items  was  particularly  sub- 
ject to  price-cutting,  frequently  being  sold  for  less  than  the  cost 
price  to  the  price-cutters.  Wholesalers  often  complained  that 
there  was  no  profit  for  them  in  that  product,  or  even  in  the  other 
Wentworth  products,  inasmuch  as  they  were  forced  to  sell  below 
list  prices  to  independent  retailers  who  competed  with  chain 
stores. 

It  seemed  evident  that  the  one  Wentworth  product,  together 
with  the  highly  advertised  products  of  some  dozen  other  food 
and  grocery  specialty  manufacturers,  was  chosen  by  price-cutters 
as  a  suitable  product  on  which  to  exploit  the  manufacturer's 
advertising  by  cutting  the  price.  In  view  of  the  fact  that  it 
consistently  had  followed  a  one-price  policy,  the  Wentworth 
Food  Company  did  not  consider  itself  responsible  for  the  gen- 
eral price-cutting  on  its  product.  To  all  to  whom  the  company 
sold  directly  it  granted  a  trade  discount  of  10%  off  list  prices 
and  a  cash  discount  of  2%  for  payment  within  10  days;  list 
prices  were  those  at  which  the  company  expected  wholesalers  to 
sell  to  retailers.  The  retail  selling  price  stipulated  in  the  com- 
pany's advertising  of  the  product  on  which  price-cutting  was 
prevalent  allowed  a  retailer  a  20%  gross  margin  if  he  bought 
from  a  wholesaler.  Chain-store  companies  and  unit  retail  stores 
which  bought  directly  from  the  company  had  a  gross  margin 
on  the  item,  if  they  maintained  the  specified  resale  price,  of 
29^%. 

The  company  under  no  circumstances  changed  its  list  prices. 
It  did,  however,  offer  a  free  deal  in  the  one  product  on  which 
price-cutting  was  most  severe.  That  free  deal,  which  consisted 
of  one  case  of  the  product  free  for  each  10  cases  purchased,  was 
offered  to  wholesalers,  chain-store  companies,  and  retailers  buy- 
ing directly,  in  order  to  stimulate  their  purchases  of  futures,  and 
the  free  deal  applied  only  to  purchases  of  futures.  This  was 
the  only  product  in  which  the  company  sold  futures  or  offered 
free  deals.  The  chief  raw  material  entering  into  the  product 
was  produced  seasonally  and  was  highly  perishable.  Since  each 
season's  crop  came  upon  the  market  within  a  short  period,  there 
were  high  peaks  in  the  company's  production  of  the  finished 
product.  The  company  sold  futures  to  avoid  placing  large  stocks 
of  the  finished  product  in  storage  at  the  height  of  the  production 
period.     On  their  sales  of  the  merchandise  purchased  from  the 
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company  under  the  free  deal  offer,  chain-store  companies  and 
unit  retail  stores  buying  directly  secured  a  gross  margin  of 
35.1%,  if  they  maintained  the  specified  resale  price. 

Wholesalers  who  secured  the  free  deal  from  the  company  for 
their  futures  purchases  of  the  one  item  in  turn  offered  retailers 
one  case  of  the  product  free  for  each  10  cases  purchased.  The 
company,  through  its  missionary  salesmen  who  solicited  orders 
from  retailers  for  wholesalers'  accounts,  stressed  this  free  deal 
offer  to  the  retailers.  If  a  retailer  accepted  the  free  deal  offer 
and  sold  at  the  stipulated  resale  price,  his  gross  margin  was 
approximately  27%. 

Wholesalers  repeatedly  sent  inquiries  to  the  company  or  inter- 
rogated the  company's  salesmen  to  learn  if  any  extra  quantity 
or  special  discount  was  granted  to  chain-store  companies.  The 
Wentworth  Food  Company  or  its  salesmen  always  replied  in 
the  negative,  stating  that  prices  were  the  same  for  every  direct 
buyer,  namely,  10%  off  list  prices  less  2%  for  cash.  Further- 
more, the  company  advised  its  customers  that  in  the  sale  of  fu- 
tures in  the  one  product  chain-store  companies  were  not  allowed 
to  buy  a  disproportionate  share;  on  the  contrary,  orders  for 
futures  were  filled  so  that  wholesalers,  unit  retail  stores  purchasing 
directly,  and  chain-store  companies  received  shares  proportionate 
to  their  regular  purchases  of  the  item. 

It  was  often  said  among  wholesale  grocers  and  even  written  by 
them  in  trade  journals  that  there  was  no  money  for  them  in 
Wentworth  foods  because  they  had  to  cut  the  list  prices  in  order 
to  sell  to  retailers  who  were  in  competition  with  chain-store  com- 
panies. The  Wentworth  Food  Company  was  disturbed  by  these 
rumors  even  though  sales  to  wholesalers  had  shown  substantial 
increases  each  year.  It  was  the  conviction  of  the  company,  how- 
ever, that  Wentworth  products  required  little  selling  effort  on  the 
part  of  wholesalers  and  that  the  wholesalers  probably  could  re- 
duce their  10%  gross  margin  and  still  make  as  much  as  they  did 
on  other  products  which  they  regularly  carried  and  which  did 
require  selling  effort. 

The  Wentworth  Food  Company  was  of  the  opinion  that  adver- 
tisements to  consumers  which  did  not  show  the  costs  of  the 
articles  advertised  were  not  complete.  The  company  also  stated 
that  advertising  of  the  resale  prices  prevented  retailers  in  the 
more  remote  sections  of  the  United  States  from  selling  above 
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the  prices  specified.  The  company  was  seeking  wider  distribu- 
tion in  those  sections,  and  increases  of  a  few  cents  a  package  in 
the  prices  of  its  products  might  interfere  with  its  sales  plans. 
Even  with  the  prices  stated  in  the  national  advertising,  salesmen 
occasionally  had  reported  that  the  products  were  sold  by  retail- 
ers at  higher  prices  in  thinly  settled  territories.  Moreover,  the 
company  deemed  its  advertising  of  the  standard  resale  prices 
effective  in  assisting  retailers  who  were  not  price-cutters  to 
charge  the  full  retail  prices. 

The  company  did  not  rely  exclusively  on  its  advertising  to 
promote  sales,  but  employed  about  250  salesmen  to  cover  the 
60  territories  into  which  the  United  States  was  divided  for  sales 
purposes.  These  salesmen  chiefly  solicited  orders  from  retail- 
ers for  designated  wholesalers'  accounts;  a  majority  of  the  sales- 
men called  upon  wholesalers  also  for  their  orders,  particularly 
in  the  early  summer,  when  futures  were  sold  on  the  one  product 
for  late  summer  and  fall  shipment.  The  general  sales  manager 
estimated  that  perhaps  10%  of  all  orders  received  from  whole- 
salers were  to  cover  the  orders  obtained  by  the  company's  sales- 
men from  retailers.  He  was  convinced,  furthermore,  that  many 
more  orders  were  the  result  of  the  sales  promotion  activities  of 
the  salesmen. 

The  company  did  not  want  any  of  its  distributors  to  sell  its 
products  at  a  loss,  but  it  was  of  the  opinion  that  so  long  as  it 
maintained  a  one-price  policy  the  solution  of  the  price-cutting 
on  its  products  did  not  lie  in  its  hands.  The  company  did  not 
know  how  much  of  its  merchandise  was  resold  at  prices  below 
the  advertised  resale  prices.  It  did  know,  however,  that  many 
unit  stores  which  gave  credit  and  delivery  service  continued  to 
sell  Wentworth  products  at  the  specified  resale  prices  even  when 
the  same  products  were  being  sold  at  drastic  reductions  by  chain 
stores  located  in  the  immediate  neighborhood. 

In  1926  the  company  had  its  salesmen  question  some  of  the 
stores  in  which  the  most  severe  price-cutting  was  done  as  to  the 
common  sense  of  selling  at  less  than  cost.  The  salesmen's  argu- 
ment was,  "If  you  will  cut  prices,  why  not  at  least  get  a  dollar 
back  for  a  dollar  spent?" 

In  spite  of  the  price-cutting  on  its  products,  the  Wentworth 
Food  Company  made  no  change  in  the  list  prices  or  in  the  speci- 
fied resale  prices  and  continued  to  advertise  the  resale  prices. 
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Yearly  sales  increases  of  Wentworth  products  had  been  highly 
satisfactory,  advertising  and  sales  expense  ratios  had  not  in- 
creased, and  the  company  was  sanguine  about  the  future  devel- 
opment of  sales. 


32.  Sales  Tax 

In  192 1  several  bills  were  introduced  in  Congress  providing 
for  the  levying  of  a  tax  on  sales.  Some  of  those  bills  limited  the 
tax  to  sales  of  manufacturers  and  producers;  others  provided 
for  a  tax  on  sales  of  wholesalers  and  jobbers  as  well;  and  still 
others  proposed  to  tax  sales  of  retailers.  The  amount  of  the 
tax,  the  method  of  its  collection,  and  the  particular  items  to 
which  it  woud  apply,  also  varied  with  the  different  sales  tax  bills 
introduced. 

The  Taxation  Committee  of  the  National  Retail  Dry  Goods 
Association,  in  1920,  had  proposed,  in  a  report  made  to  the 
Executive  Committee  of  that  organization,  that  the  Revenue 
Act  of  19 1 8  should  be  so  amended  that  approximately  50%  of 
the  total  revenue  of  the  United  States  Government  would  be 
derived  from  a  tax  on  gross  sales  of  commodities.  The  taxation 
committee  stated  that  in  its  opinion  a  "Gross  sales  tax  of  not 
more  than  y2  of  1%  would  be  ample."  The  report  of  the  com- 
mittee read  in  part  as  follows: 

Sales  Tax 

The  exact  amount  of  revenue  to  be  raised  by  such  tax  can  only  be 
approximated,  but  according  to  our  plan  it  would  undoubtedly  be  less 
than  $2,000,000,000,  or  not  more  than  50%  of  the  total  revenue  re- 
quirement. The  gross  sales  of  the  United  States  have  been  variously 
estimated,  but  experts  agree  that  the  amount  is  somewhere  between 
$1,200,000,000,000  and  $1,500,000,000,000.  One  leading  economist, 
recognized  as  an  authority  on  the  subject,  has  arrived  at  a  figure  of 
$1,269,000,000,000  for  1918. 

These  figures  are  quoted  not  to  convey  the  impression  that  a  sales 
tax  should  apply  to  sales  of  any  such  amount,  but  to  show  that  with 
the  elimination  of  exchange  turnover,  such  as  grain,  cotton,  stock,  sales 
of  securities,  and  the  like,  and  with  the  additional  removal  from  con- 
sideration as  sales  of  brokers'  fees,  professional  services,  rents,  and 
royalties,  there  would  remain  a  total  of  true  sales  of  goods,  wares,  and 
merchandise  on  which  a  tax  of  even  y2  of  1%  would  supply  the  $2,000,- 
000,000  tax  revenue  which,  by  our  plan,  must  be  derived  from  a 
sales  tax. 
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The  Sales  Tax  plan  is  criticized  because  apparently  it  will  be  a  di- 
rect tax  on  the  business  which  makes  little  or  no  profit.  In  answer  to 
such  criticism  it  should  be  recalled  that  our  plan  grants  to  all  business 
an  income  tax  exemption  of  $5,000,  which  is  $3,000  more  than  the 
corjx)ration  normal  tax  exemption  under  the  19 18  Act,  and  that  a  sales 
tax  will  be  considered  by  all  business,  successful  or  unsuccessful,  as  an 
added  expense  which  will  be  passed  on  to  the  consumer.  The  fact  that 
it  is  noncompetitive,  in  that  all  dealers  must  pay  it,  should  remove  from 
thinking  minds  any  apprehension  that  it  can  possibly  operate  to  the 
disadvantage  of  a  business  which  makes  small  profit.  Indeed,  it  is  fair 
to  presume  that  in  the  expectation  of  having  to  pay  excess  profit  or  sur- 
taxes of  unknown  amounts  the  business  man  today,  in  planning  his 
prices,  adds  to  them  a  far  greater  element  of  tax,  because  of  the  very 
uncertainty  as  to  the  amount  of  such  tax,  than  he  will  add  under  our 
plan  of  a  normal  tax  on  business  plus  a  tax  on  sales.  Uncertainty  in 
figuring  selling  prices  and  in  the  calculation  of  expected  profits  is 
removed. 

The  advantages  of  a  sales  tax  include  that  of  an  equal  payment  by 
everybody  in  the  country  and,  as  it  will  not  be  paid  by  the  consumer 
as  a  tax  and  as  it  is  in  itself  of  so  small  an  amount,  little  criticism  by 
the  consumer  may  be  expected.  The  simplicity  of  its  administration  is 
apparent  when  it  is  understood  that  it  will  be  paid  by  the  business  each 
month,  if  necessary,  on  sales  as  disclosed  by  records. 

Under  the  present  system  of  tax  payment,  the  government  is  forced 
to  anticipate  its  receipts  of  taxes  by  issuing  short-term  certificates,  the 
interest  on  which,  as  it  must  be  paid  from  tax  revenue,  reduces  the 
amount  which  accrues  to  the  government  from  taxes.  Monthly  pay- 
ment of  sales  taxes  will  provide  a  steady  flow  into  the  Treasury  of  at 
least  one-half  of  all  taxable  revenue  and  remove  much,  if  not  all,  of 
the  necessity  for  such  anticipation. 

The  Smoot  Sales  Tax  Bill,  one  of  the  simplest  of  those  intro- 
duced in  192 1,  provided  for  the  taxation  of  all  sales  of  goods, 
wares,  or  merchandise.    A  portion  of  that  bill  follows: 

Business  Sales  Tax 

That  in  addition  to  all  other  taxes  there  shall  be  levied  upon  every 
person  carrying  on  a  business  involving  the  sale  of  any  goods,  wares,  or 
merchandise,  manufactured  or  purchased  by  such  person  for  sale,  a  tax 
equal  to  one-half  of  one  per  centum  of  the  amount  by  which  the  gross 
sales  of  such  goods,  wares,  and  merchandise  exceed  the  sum  of  $6,000  in 
any  calendar  year.  The  term  "sale"  in  this  title  includes  lease  and  li- 
cense. The  production  of  coal,  fuel  oil,  or  other  mineral  shall  constitute 
manufacture  under  this  Act. 

Sec.  901.  (a)  Every  person  liable  for  any  tax  imposed  under  this 
title  shall  make  monthly  returns  under  oath  in  duplicate  and  pay  the 
taxes  imposed  by  such  title  to  the  collector  for  the  district  in  which  is 
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located  the  principal  place  of  business.  Such  returns  shall  contain  such 
information  and  be  made  in  such  time  and  place  and  in  such  manner 
as  the  Commissioner,  with  the  approval  of  the  Secretary,  may  by  regu- 
lation prescribe. 

(ft)  In  any  case  where  the  full  amount  of  $6,000  yearly  exemption 
is  not  claimed  in  computing  the  tax  due  for  any  month,  the  part  not  so 
claimed  shall  be  deducted  in  computing  the  tax  due  for  any  succeeding 
month  until  the  total  exemption  for  any  calendar  year  shall  equal  $6,000. 

The  Watson  Sales  Tax  Bill,  also  introduced  in  192 1,  proposed 
that: 

....  there  shall  be  levied,  assessed,  collected,  and  paid  upon  all 
commodities,  goods,  wares,  and  merchandise  sold  or  leased  at  wholesale, 
except  those  herein  specially  exempted,  a  tax  of  3%  of  the  price  for 
which  sold  or  leased.  The  tax  shall  apply  only  to  completed  articles 
ready  for  final  consumption,  either  in  component  parts  or  in  whole, 
including  mechanical  and  electrical  energy.  When  any  article  is  made 
up  of  component  parts,  then  the  person  selling  or  leasing  such  com- 
ponent parts  may  be  exempted  by  obtaining  a  certificate  from  the  pur- 
chaser certifying  that  the  article  is  for  resale. 

Another  of  the  sales  tax  bills,  introduced  by  Mr.  Ryan,  pro- 
vided that  the  seller  should  collect  the  amount  of  the  tax  from 
the  purchaser  and  make  monthly  returns  to  the  Collector  of 
Internal  Revenue.  A  part  of  this  bill,  which  was  for  the  pur- 
pose of  providing  a  bonus  for  veterans  of  the  World  War,  read 
as  follows: 

That  any  person  engaged  in  or  trading  as  an  importer,  manufacturer, 
or  producer  shall  collect  from  any  person  engaged  in  or  trading  as  a 
wholesaler,  jobber,  or  distributor  a  tax  of  1%  of  the  sales  price  on  all 
sales  and  deliveries  made  by  him  or  them  as  importer,  manufacturer, 
or  producer  to  the  wholesaler,  jobber,  or  distributor.  That  this  sum 
total  collected  from  the  wholesaler,  jobber,  or  distributor  shall  be  paid 
monthly  by  the  importer,  manufacturer,  or  producer  to  the  Collector  of 
Internal  Revenue. 

That  any  person  engaged  in  or  trading  as  a  wholesaler,  jobber,  or 
distributor  shall  collect  from  any  person  engaged  in  or  trading  as  a 
retailer  a  tax  of  1%  of  the  sales  price  on  all  sales  and  deliveries  made 
by  such  wholesaler,  jobber,  or  distributor  to  the  retailer,  and  the  sum 
total  so  collected  from  the  retailer  shall  be  paid  by  the  wholesaler, 
jobber,  or  distributor  to  the  Collector  of  Internal  Revenue  monthly. 

That  any  person  engaged  in  or  trading  as  an  importer,  manufacturer, 
or  producer  shall  collect  a  tax  of  3%  of  the  sales  price  on  all  sales  and 
deliveries  to  any  person  engaged  in  or  trading  as  a  retailer. 

A  fourth  sales  tax  bill,  introduced  by  Mr.  Mott,  did  not  limit 
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the  tax  to  sales  of  specified  commodities.  This  bill  provided  for 
the  taxation  of  sales  of  such  things  as  patents,  good-will,  bonds, 
and  stocks,  and  also  for  the  taxation  of  the  amounts  received  for 
the  use  or  enjoyment  of  property,  privileges,  rights,  services, 
or  facilities.    The  major  provisions  of  this  bill  follow: 

Sec.  2.  That  in  lieu  of  the  war-profits  and  excess-profits  tax  im- 
posed .  .  .  .;  and  of  the  tax  on  nonalcoholic  beverages,  .  .  .  .;  and  of 
the  tax  on  admissions,  .  .  .  .;  and  of  excise  taxes,  ....  all  of  the 
Revenue  Act  of  19 18,  but  in  addition  to  all  other  taxes,  there  shall  be 
levied,  assessed,  collected,  and  paid  upon  (1)  tangible  property;  (2) 
patents,   trade-marks,  copyrights,  good-will,   franchises,  and   options; 

(3)  bonds,  debentures,  certificates  of  indebtedness,  and  other  instru- 
ments, however  termed,  issued  by  any  corporation,  with  interest  cou- 
pons or  in  registered  form,  known  generally  as  corporate  securities; 

(4)  shares  or  certificates  of  stock  or  of  profits,  or  of  interest  in  property 
or  accumulations,  in  any  corporation,  or  rights  to  subscribe  for  or  to 
receive  such  shares  or  certificates;  and  (5)  light,  heat,  and  power,  sold, 
bartered,  or  exchanged  (except  on  the  instalment  plan),  a  tax  equiva- 
lent to  1  %  of  the  price  for  which  so  sold. 

Sec.  3.  (a)  That  there  shall  be  levied,  assessed,  collected,  and  paid, 
in  addition  to  all  other  taxes  save  those  specifically  repealed  by  this 
Act,  a  tax  equivalent  to  1%  of  the  amount  received  (1)  for  the  enjoy- 
ment or  use  of  property,  privileges,  rights,  services,  or  facilities;  (2) 
from  the  loaning  of  money  or  the  discounting  of  commercial  or  other 
paper  by  any  person  carrying  on  such  business,  but  not  including  the 
return  of  the  principal;  and  (3)  from  the  sale,  or  contract  of  sale, 
made  under  the  instalment  plan,  of  any  of  the  property  specified  in 
section  2  of  this  Act. 

(b')  The  tax  imposed  by  this  section  shall  apply  in  the  case  of  con- 
tracts, discounts,  or  sales,  whether  made  before  or  after  the  passage  of 
this  Act;  but  shall  not  apply  to  amounts  received  for  (1)  personal 
services  rendered  by  the  individual  taxpayer;  (2)  transportation  of 
property  by  rail  or  water,  or  by  any  form  of  mechanical  motor  power 
when  in  competition  with  carriers  by  rail  or  water;  (3)  transportation 
of  oil  by  pipe  line;  (4)  transportation  of  persons  by  rail  or  water,  or 
by  any  form  of  mechanical  motor  power  on  a  regular  established  line 
when  in  competition  with  carriers  by  rail  or  water;  (5)  transmission  of 
intelligence  by  wire  or  wireless;  or  (6)  use  of  seats,  berths,  or  state- 
rooms in  parlor  cars,  sleeping-cars,  or  on  vessels. 

Sec.  4.  The  taxes  imposed  by  sections  2  and  3  of  this  Act  shall 
be  computed  on  the  gross  amounts  received,  excepting  in  the  case  of 
real  estate  brokers,  rent  collectors,  insurance  agents,  security  brokers, 
commission  merchants,  and  dealers  of  all  kinds  (1)  engaged  in  the 
sale,  barter,  exchange,  or  lease  of  property,  real  or  personal,  tangible  or 
intangible,  but  in  which  they  have  no  legal  title,  or  take  title  solely  to 
enable  them  to  sell  as  brokers,  and  act  wholly  as  agents;  or  (2)  en- 
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gaged  in  the  collection  of  money  for  the  use  or  enjoyment  of  property, 
rights,  privileges,  services,  or  facilities,  in  which  they  act  as  agents  for 
the  owners  and  have  no  title  in  themselves,  or  take  title  solely  to  enable 
them  to  sell  as  brokers;  in  both  of  which  cases  the  tax  imposed  shall  be 
i  %  of  the  commission  and  not  of  the  gross  amount  received  from  such 
sale  or  lease. 

Sec.  5.  (a)  That  this  Act  shall  not  apply  to  sales  made  or  amounts 
received  during  any  month  in  which  the  sum  of  ( 1 )  the  price  for  which 
taxable  sales  are  made  plus  (2)  the  taxable  amounts  received  do  not 
exceed  $200. 

(b)  The  taxes  imposed  by  this  Act  shall  not  apply  to  sales  made  or 
amounts  received  by  (1)  the  United  States;  (2)  any  foreign  govern- 
ments; (3)  any  State  or  Territory  or  political  subdivision  thereof,  or  of 
the  District  of  Columbia;  (4)  any  mutual  ditch  or  irrigation  company; 
(5)  any  hospital;  or  (6)  any  corporation  organized  and  operated  ex- 
clusively for  religious,  charitable,  scientific,  or  educational  purposes,  or 
for  the  prevention  of  cruelty  to  children  or  animals,  no  part  of  the  net 
earnings  of  which  inures  to  the  benefit  of  any  private  stockholder  or 
individual. 

(c)  Under  such  rules  and  regulations  as  the  Commissioner,  with  the 
approval  of  the  Secretary,  may  prescribe,  the  taxes  imposed  by  this  Act 
shall  not  apply  in  respect  to  articles  sold  or  leased  for  export  and  in  due 
course  so  exported. 

Sec.  6.  That  the  tax  imposed  by  section  2  shall  be  paid  by  the 
vendor,  and  the  tax  imposed  by  section  3  shall  be  paid  by  the  person 
receiving  the  amounts  specified  therein. 

Sec.  9.  That  the  taxes  imposed  by  this  Act  shall  be  returned,  as- 
sessed, collected,  and  paid  in  the  same  manner  and  subject  to  the  same 
provisions  of  law,  including  penalties,  as  that  provided  in  section  903 
of  the  Revenue  Act  of  19 18. 

Canada  adopted  a  sales  tax  act  in  1920.  That  act  was 
amended  several  times  and  in  January,  1924,  an  essentially  new 
form  of  the  act  went  into  effect.  The  tax  rates  under  the 
amended  act  in  effect  prior  to  1924  were  based  on  selling  price, 
applied  to  sales  of  manufacturers  and  wholesalers,  including  sales 
of  importers,  and  varied  in  the  case  of  manufacturers  depending 
upon  whether  sales  were  made  to  wholesalers  or  to  retailers  or 
consumers.  Under  this  act,  the  tax  was  2l/±c/o  on  sales  of  manu- 
facturers to  wholesalers  and  on  sales  of  wholesalers  to  retailers, 
and  4j4%  on  sales  of  manufacturers  to  retailers  or  to  consum- 
ers. Sales  of  retailers  were  tax  free,  as  also  were  raw  foodstuffs 
and  certain  essential  food  products. 

In  1924  the  sales  tax  rate  for  all  sales  to  which  the  tax  applied 
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was  o' ; ,  with  certain  specified  exceptions.  The  rate  was  re- 
duced to  5'r  in  1925.  Under  the  revised  act  in  effect  after 
January  1,  1924,  all  manufacturers  and  producers,  except  small 
manufacturers  or  producers  selling  exclusively  at  retail,  were 
required  to  take  out  annual  licenses.  A  wholesaler  or  jobber 
giving  security  for  an  amount  not  more  than  $15,000  and  not 
less  than  $2,000  and  keeping  adequate  books  or  accounts  for 
the  purposes  of  the  sales  tax  act  might  be  granted  an  annual 
license.  The  sales  tax  applied  to  all  sales  of  manufacturers, 
producers,  wholesalers,  and  jobbers,  including  sales  of  imports, 
except  that  certain  goods  were  exempted  and  that  the  tax  was 
not  payable  on  sales  of  a  licensed  manufacturer  or  producer  to 
another  licensed  manufacturer  or  producer  if  the  goods  were  to 
be  used  in,  wrought  into,  or  attached  to  articles  to  be  manu- 
factured or  produced  for  sale;  or  on  goods  sold  by  a  licensed 
manufacturer  or  producer  to  a  licensed  wholesaler  or  jobber;  or 
on  sales  of  a  licensed  wholesaler  or  jobber  to  a  licensed  manu- 
facturer or  producer.  While  the  sales  tax  prior  to  1924  applied 
in  every  instance  to  selling  prices,  under  the  revised  act  the 
tax  applied  to  a  licensed  manufacturer's  selling  price  but  to  a 
licensed  wholesaler's  purchase  price,  though  in  this  latter  case 
the  tax  was  not  payable  until  the  goods  were  sold.  The  tax  was 
payable  in  the  month  following  sale.  Purchasers  were  furnished 
with  written  invoices  of  sales  which  stated  separately  the 
amounts  of  the  taxes. 

The  following  statements  concerning  the  operation  of  the 
Canadian  sales  tax  act  in  effect  prior  to  1924  appeared  in  a 
magazine  article1  written  by  H.  Archibald  Harris,  who  was  sent 
to  Canada  by  the  bankers'  associations  of  Illinois  and  Indiana 
to  inquire  into  the  operation  of  the  Dominion's  sales  tax. 

Let  us  now  consider  the  objections  to  the  sales  tax.  One  of  the  first 
things  which  we  encountered  in  Canada  was  the  following  statement  by 
Minister  of  Finance  Fielding  which,  we  confess,  surprised  us;  for  we 
thought  the  sales  tax  had  been  working  with  considerable  success.  This 
statement  was  made  in  the  House  of  Parliament  on  May  11,  1923: 

We  must  admit  that  the  tax  is  a  burden;  and  apart  from  the 
amount  of  it,  the  form  in  which  it  has  been  imposed  has  given  rise 
to  very  much  discontent.  There  are  varying  rates  of  taxes  at  the 
different  stages  of  business  enterprises — 6%,  4j4%,  3^4%  and 

1  H.  Archibald  Harris,  C.  P.  A.,  "The  Canadian  Sales  Tax,"  American  Review 
of  Reviews,  December,  1923. 
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2^4%.  Many  a  good  citizen  who  recognizes  that  the  government 
needs  money  and  who  is  willing  to  pay  his  fair  share  of  the  taxes, 
objects  to  the  complexity  of  the  sales  tax. 

An  American  magazine  several  months  ago  published  an  article  which 
dealt  with  "painless  taxes."  The  Canadian  sales  tax  system  was  re- 
ferred to  as  one  which  is  working  painlessly,  a  tax  which  is  not  felt  by 
the  consumer.  I  am  able  to  state  with  absolute  conviction  that  this  tax 
is  not  "painless." 

As  to  the  actual  painlessness  of  the  tax,  the  best  comment  which  we 
received  on  this  angle  of  the  question  is  contained  in  the  following  letter 
from  the  Hon.  Alfred  W.  Speakman,  Member  of  Parliament  and  lieu- 
tenant of  Robert  Forke,  leader  of  the  Progressive  Party  in  the  Canadian 
Parliament.    He  speaks  not  for  himself  alone,  but  for  his  party. 

i.  This  tax  levied  at  its  source  must  inevitably  be  increased  by 
the  pyramiding  of  profits  as  the  goods  pass  through  the  hands  of 
wholesalers,  jobbers,  retailers,  and  others,  with  the  result  that  the 
ultimate  purchaser  must  pay  a  sum  greatly  in  excess  of  the  amount 
received  by  the  federal  treasury.  Thus,  the  present  proposed  tax 
of  6%  would  approximate  10%  as  added  to  the  retail  price  of  the 
goods  affected. 

2.  A  sales  tax  of  this  nature  is  unsound  in  its  application,  as  it 
is  not  based  on  the  taxpayer's  ability  to  pay,  but  on  the  amount  of 
goods  which  he  must  purchase.  In  that  way  it  will  increase  in 
direct  ratio  to  the  number  of  dependents  he  may  have,  and  might 
be  appropriately  termed  a  "baby"  tax,  acting  as  a  direct  deterrent 
to  the  rearing  of  families. 

3.  Under  this  tax,  also,  the  smaller  a  man's  available  income, 
the  greater  the  percentage  of  taxation,  as  a  larger  percentage  of 
that  income  must  be  expended  in  the  purchase  of  those  taxable 
commodities. 

In  America  there  seems  to  be  considerable  doubt  as  to  whether  the 
sales  tax  of  Canada  is  intended  to  be  included  in  the  cost. 

The  intention  of  the  government  that  a  total  sales  tax  should  be 
passed  on  and  paid  for  by  the  ultimate  consumers  is  definitely  shown 
by  the  following  words  in  the  Sales  Tax  Act  of  1920,  and  the  subse- 
quent years:  "But  such  tax  must  not  be  included  in  the  manufacturers? 
producers' ,  or  wholesalers''  costs  on  which  profit  is  calculated." 

One  of  the  greatest  hardships  worked  by  the  present  sales  tax,  accord- 
ing to  Mr.  Charles  W.  Tinling,  president  and  general  manager  of  the 
National  Drug  and  Chemical  Company  of  Canada,  Ltd.,  occurs  in  the 
handling  of  what  is  known  as  proprietary  goods.  These  are  goods  put 
up  by  manufacturers  in  packages  ready  to  sell  by  the  dealer  to  the 
consumer,  and  which  carry  a  fixed  selling  price  for  the  wholesaler, 
jobber,   and    retailer.  .  .  .  Proprietary    goods   are   usually   advertised 


PRICE  POLICIES  781 

heavily  by  the  manufacturer.  At  the  beginning  of  the  initial  advertis- 
ing campaign  the  size  of  the  package  and  the  retail  price  are  set.  They 
cannot  be  changed  without  considerable  embarrassment  to  all  handling 
them.  A  sales  tax  affects  the  price  at  which  manufacturer  sells  to 
wholesaler,  and  wholesaler  sells  to  retailer,  so  that  on  packages  with  an 
advertised  retail  price  it  is  hard  for  manufacturers,  wholesalers,  and 
retailers  to  adjust  their  prices. 

....  Mr.  Tingling's  figures,  revealing  losses  to  manufacturers  and 
others,  are  shown  below: 

The  number  who  have  been  unable  to  pass  on  or  absorb  the  tax 
has  not  decreased,  but  as  a  consequence  of  the  taxation  the  burden 
has  been  getting  steadily  heavier  until  it  has  reached  a  point  that 
is  really  unbearable. 

Of  the  $189,000,000  collected  from  the  sales  tax,  a  liberal  esti- 
mate is  that  $40,000,000  has  been  paid  by  the  manufacturers  as 
sales  tax  on  their  purchases.  The  greater  proportion  of  this  $40,- 
000,000  has  not  been  passed  on  by  the  manufacturers  in  the  price 
of  their  products.  This  leaves  $140,000,000  that  has  been  paid  to 
the  government  by  way  of  sales  tax  by  the  wholesale  and  retail 
trade  of  this  country. 

Investigation  by  34  retail  drug  stores  situated  in  Montreal, 
Toronto,  Hamilton,  and  London  (Ontario)  shows  that  the  sales  tax 
cost  each  of  these  stores  in  the  year  1922  an  average  of  $816.73 
per  store.  If  you  put  the  average  loss  made  by  each  retail  store 
in  Canada  in  1922  at  the  absurdly  low  rate  of  $125  per  store,  it 
means  that  in  the  year  1922  the  retail  trade  of  Canada  lost,  be- 
cause retailers  were  unable  to  pass  on  all  the  sales  tax,  a  sum  of  at 
least  $22,500,000. 

It  is  known  that  several  wholesalers  in  the  year  1922  lost,  by 
forced  absorption  of  sales  tax,  in  one  instance,  $45,000  and  in 
another  instance  over  $75,000. 

One  of  the  greatest  claims  for  the  sales  tax  has  been  that  it  is  simple. 
Is  it?  We  asked  ourselves  this  question  many  times  before  we  started 
in  to  study  the  Canadian  system.  In  all  truth  and  earnestness,  we  can 
now  say  that  the  system  is  not  simple.  Making  out  a  sales- tax  return 
apparently  causes  taxpayers  of  Canada  little  trouble  except  that  it  has 
to  be  done  every  month  and  requires  some  time.  I  have  heard  few 
objections  to  the  bit  of  work  involved  in  filling  out  the  returns.  How- 
ever, there  is  a  great  deal  of  difficulty  on  the  part  of  taxpayers  in  un- 
derstanding just  how  the  provisions  of  the  tax  apply. 

In  an  article1  appearing  in  Printers*  Ink  in  January,  1922,  the 
adoption  of  a  sales  tax  by  the  United  States  was  advocated.  This 
article  pointed  out  various  benefits  which  the  writer  expected 

1  Jules  S.  Bache,  "Benefits  That  a  Sales  Tax  Would  Bring  to  Business,"  Printers' 
L'.k,  January  5,  1922. 
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would  follow  the  adoption  of  such  a  tax  and  read  in  part  as 
follows : 

There  are  three  kinds  of  sales  taxes  which  have  been  discussed. 

The  first  is  a  retail  tax,  which  many  have  advocated  in  order  to  pre- 
vent what  is  called  pyramiding. 

The  difficulty  with  the  collection  of  this  tax  would  be  to  determine 
who  the  ultimate  consumer  is,  and  while  it  would  be  impossible  to 
pyramid  the  tax,  if  this  applied,  it  would  have  to  be  enacted  at  a  rate 
at  least  three  times  as  high  as  a  general  commodity  tax,  and  would 
therefore  look  oppressive,  while  in  point  of  fact  it  would  not  be. 

The  second  kind  of  sales  tax  is  the  tax  on  goods,  wares  and  com- 
modities. .  .  .  And  that,  I  believe,  is  the  form  under  which  the  tax 
will  first  be  enacted  into  law. 

At  i%  it  should  raise  close  to  one  and  one-half  billions  of  dollars, 
and  painlessly  so. 

The  third  tax  is  a  general  turnover  tax  which  would  be  levied  on  all 
transactions  except  on  capital  assets.  ...  It  is  my  firm  conviction 
that  we  will  some  day  be  working  under  this  type  of  the  tax,  and 
wonder  why  we  ever  had  any  other  kind. 

The  adoption  of  the  sales  tax  would  lead  to  the  abolition  of  all  ex- 
cess profits  taxes,  of  all  the  present  51  sales  taxes,  of  all  surtaxes  on  in- 
comes. 

1.  By  the  adoption  of  the  sales  tax  we  could  do  away  with  the  hope- 
less present  system  of  tax  returns — so  complicated,  so  intricate  and  in- 
volved, so  incapable  of  interpretation  to  the  average  business  mind,  that 
I  believe  that  there  is  hardly  10%  of  our  business  community  who  can 
make  out  their  tax  statements  unassisted. 

5.  The  taxpayers  would  have  to  add  up  their  sales  once  a  month  and 
send  in  their  checks  for  that  percentage  of  the  total  at  which  the  tax  is 
levied.  No  one  would  have  to  wrait  years  to  find  out  what  his  tax 
ultimately  would  amount  to,  and  even  then  not  be  sure  of  it.  Every 
taxpayer  would  know  every  day  what  his  tax  for  that  day  amounted  to. 

6.  The  distribution  of  the  burden  would  be  just,  divided  equally  in 
proportion  to  their  means  and  expenditures  among  the  entire  population 
of  the  country  and,  above  all,  divided  into  such  small  ultimate  levies 
that  nobody  would  feel  it  and  few  would  know  it.  It  would  fall,  like 
the  rain,  on  small  and  great  alike,  but  those  who  consumed  and  spent 
the  most  would  pay  the  most  taxes. 

7.  The  tax  would  be  passed  on  and  ultimately  be  absorbed  in  the 
price  to  the  consumer,  and  in  a  great  percentage  of  cases  would  not 
really  affect  that  price. 

8.  The  ultimate  consumer  pays  all  taxes  now,  but  he  undoubtedly 
pays  far  more  than  the  amount  that  the  government  receives.  This  is 
so  because  the  seller  now  has  to  guess  at  what  his  tax  will  be  and  in- 
cludes it  in  his  price  based  on  that  guess;  and  by  reason  of  the  uncer- 
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tainty  of  that  guess  it  is  but  human  for  him  to  give  himself  the  benefit 
of  any  doubt  and  add  sufficient  to  what  he  thinks  his  tax  ought  to  be  to 
cover  him  in  case  that  the  final  arbiter  may  differ  with  his  opinion. 


10.  The  sales  tax  would  make  for  a  steady  income  to  the  govern- 
ment, collected  from  the  people  gradually  throughout  the  year,  and 
fluctuating  in  very  small  percentage,  whether  times  were  good  or  bad, 
since  the  volume  of  business  rarely  fluctuates  in  one  year  more  than 
10%.  So  that  the  making  of  a  budget  would  become  a  far  easier  matter 
than  it  is  at  present. 

n.  It  would  take  the  advantage  out  of  the  tax-exempt  security.  It 
would  make  it  unnecessary  for  the  capitalists  of  this  country  to  seek 
refuge  from  the  punitive  taxes  as  now  levied  by  investing  in  these  securi- 
ties. 
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Explanation   of  Profit  and  Loss  Statement  for  Retail 
Grocers  by  Harvard  Bureau  of  Business  Research1 

Gross  Sales 

Cash  and  charge  sales  of  merchandise,  including  containers  such 
;is  milk  bottles,  less  cash  discounts  given  to  customers.  Value  of 
merchandise  taken  from  the  store  for  proprietor's  or  partners'  use. 
The  goods  taken  out  of  the  store  by  the  proprietor  or  a  partner 
for  his  private  use  are  accounted  for  like  other  merchandise  and  in- 
cluded in  the  sales.  The  proprietor  or  partner  is  treated  like  any 
regular  customer.  Although  it  may  cost  the  proprietor  somewhat 
less  to  sell  goods  to  himself,  nevertheless  he  incurs  handling  expense 
for  these  goods  just  as  for  merchandise  sold  to  his  customers. 

Returns  and  Allowances  to  Customers 

Merchandise  returned  by  customers  and  allowances  made  to  cus- 
tomers on  merchandise  not  returned;  containers,  such  as  milk  bottles, 
returned  by  customers. 

Net  Sales 

Gross  Sales  less  Returns  and  Allowances  to  Customers. 

This  is  the  chief  income  item.  From  it  all  payments  for  merchan- 
dise and  expense  are  made,  and  the  remainder  may  be  distributed  to 
the  owners  or  left  in  the  business  as  additional  investment.  Net  Sales 
represents  the  real  volume  of  business  done  and  serves  as  a  common 
basis  for  comparing  operating  expenses  of  retail  grocery  stores.  It, 
consequently,  is  taken  as  100%,  the  figure  upon  which  all  percent- 
ages for  profit  and  expense  are  based. 

Net  Inventory  of  Merchandise  at  Beginning  of  Year 

Net  value  of  merchandise  on  hand  at  beginning  of  fiscal  year. 
Do  not  include  value  of  equipment,  fixtures,  or  supplies. 


1  For  classifications  of  accounts  for  other  retail  trades,  see  the  following  bulletins 
published  by  the  Bureau  of  Business  Research,  Harvard  University. 

No.     2.  Operating  Accounts  for  Retail  Shoe  Stores 

No.  ii.  System  of  Operating  Accounts  for  Hardware  Retailers 

No.  15.  Operating  Accounts  for  Retail  Jewelry  Stores 

No.  16.  Operating  Accounts  for  Retail  Drug  Stores 

No.  29.  Explanation  of  Schedule  for  Department  Stores 

No.  48.  Operating  Expenses  in  the  Retail  Automobile  Tire  and  Accessory  Busi- 
ness in  1923,  Appendix,  p.  76 
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Purchases  of  Merchandise  at  Billed  Cost 

Billed  cost  of  merchandise  purchased  less  returns  and  allowances 
received  from  wholesaler  or  manufacturer  on  purchases  of  merchan- 
dise. 

If  a  retail  grocer  manufactures  merchandise,  such  as  bakery  goods 
or  confectionery,  the  materials  and  supplies  purchased  for  such  a 
department  are  not  included  here,  but  are  charged  to  separate  manu- 
facturing department  accounts.  The  manufactured  goods,  such  as 
bread  or  candy,  secured  from  such  a  department  for  sale  in  the  store 
at  retail  are  included  here  at  regular  wholesale  prices. 

Inward  Freight,  Express,  and  Truckage 

Transportation  charges  on  purchases  of  merchandise. 

Gross  Cost  of  Merchandise  Handled 

Sum  of  Net  Inventory  of  Merchandise  at  Beginning  of  Year,  Pur- 
chases of  Merchandise  at  Billed  Cost,  and  Inward  Freight,  Express, 
and  Truckage. 

Cash  Discounts  Taken 

Cash  discounts  actually  taken  on  purchases  of  merchandise  for  the 
early  payment  of  bills,  whether  they  are  all  or  only  a  part  of  the 
cash  discounts  offered. 

Net  Cost  of  Merchandise  Handled 

Gross  Cost  of  Merchandise  Handled  less  Cash  Discounts  Taken. 

Net  Inventory  of  Merchandise  at  End  of  Year 

Net  value  of  merchandise  on  hand  at  end  of  fiscal  year  (i.e.  billed 
cost  less  allowance  for  cash  discounts  taken,  less  whatever  allowance 
is  made  for  depreciation  of  merchandise). 
Do  not  include  value  of  equipment,  fixtures,  or  supplies. 

If  the  market  price  of  merchandise  is  lower  at  inventory  time  than 
the  billed  cost  of  the  goods  on  hand,  the  difference  should  be  sub- 
tracted from  the  billed  cost.  The  safe  rule  is  "cost  or  market,  which- 
ever is  lower." 

Net  Cost  of  Merchandise  Sold 

Net  Cost  of  Merchandise  Handled  less  Net  Inventory  of  Merchan- 
dise at  End  of  Year. 

Gross  Margin 

Net  Sales  less  Cost  of  Merchandise  Sold. 

Expenses 

Proprietor's,  Partners',  or  Executives'  Salaries 
Salaries  of  proprietor,  partners,  or  executive  officers. 

On  the  reports  submitted  to  the  Bureau,  every  proprietor  is  to 
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include  among  his  expenses  ;i  salary  for  bis  services.  If  a  salary  is 
regularly  drawn,  this  amount  should  be  charged;  if  not,  an  amount 
should  be  charged  equal  to  what  he  would  cam  if  he  were  doing  the 

1  me  work  for  some  one  else. 

\t  1.  Other  Salaries  and  Wages 

Wages,  commissions,  bonuses  of  regular  and  extra  sales  force; 
wages  of  order  takers;  wages  of  advertising  force  and  window  trim- 
mers; wages  of  delivery  force;  salaries  and  wages  of  buyers,  cashiers, 
bookkeepers,  office  clerks,  and  stenographers;  wages  of  janitor,  porter, 
and  watchman;  other  salaries  and  wages. 

Total  Salaries  and  Wages 

Sum  of  Proprietor's,  Partners',  or  Executives'  Salaries  and  All  Other 
Salaries  and  Wages. 

Many  retail  grocers  with  large  businesses  may  find  it  desirable 
to  make  a  division  of  the  charges  for  salaries  and  wages  between 
different  accounts,  such  as  selling,  advertising,  buying,  management, 
and  office. 

Advertising 

Newspaper,  periodical,  and  street  car  space;  circulars  and  price-lists; 
trading  stamps  and  premiums;  signs  and  posters;  window  display 
and  decoration;  other  advertising  expense. 

Boxes  and  Wrappings 
Wrapping  paper,  paper  bags,  boxes,  cartons,  and  twine. 

Delivery 

All  expenses,  except  wages,  incurred  by  the  retailer  in  delivering 
merchandise  to  customers,  including  hay,  feed,  and  horseshoeing; 
gasoline,  oil,  grease,  and  automobile  licenses;  taxes,  insurance,  re- 
pairs, and  depreciation  on  delivery  equipment;  rent  of  stable  or 
garage  whether  owned  or  leased;  express  and  parcel  postage  on  mer- 
chandise sold;  fees  for  contract  delivery  service. 

The  amount  charged  here  as  rent  of  owned  stable  or  garage  is 
credited  back  to  the  business  under  Interest  and  Rentals  Earned  in 
the  Net  Gain  Statement. 

Office  Supplies  and  Postage 

Account  books  and  forms,  stock  books,  and  stationery;  postage 
stamps,  stamped  envelopes,  and  postal  cards;  typewriter  supplies  and 
other  office  supplies. 

Rent 

Rent  of  store  whether  owned  or  leased;  storage  fees. 
Less  rent  received  for  part  of  store  building  subleased. 

In  order  to  place  all  businesses  on  the  same  footing  for  compari- 
son, rent  is  included  in  expense  whether  the  building  used   in  the 
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operation  of  the  business  is  owned  or  leased.  If  the  building  is 
owned,  the  amount  charged  as  rent  is  the  amount  for  which  it  could 
be  leased.  Whether  the  building  is  owned  or  leased,  the  real  estate 
charges  borne  by  the  retailer,  consisting  of  taxes,  insurance,  repairs, 
and  depreciation  on  the  building,  are  included  in  rent  and  are  not 
entered  under  other  expense  headings,  since  these  items  are  payments 
made  in  lieu  of  rent.  In  the  absence  of  any  other  basis  of  estimation, 
one  method  of  computing  a  reasonable  amount  to  charge  as  rent  when 
both  land  and  store  building  are  owned  is  to  determine  a  fair  charge 
for  interest  on  the  investment  in  land  and  buildings  used  in  the  opera- 
tion of  the  business  and  add  to  this  amount  the  taxes,  insurance, 
repairs,  and  depreciation  of  this  real  estate,  also  interest  on  mortgages 
on  owned  store  building  when  the  money  borrowed  is  used  to  com- 
plete the  purchase  price  of  the  property.  Total  Net  Gain  for  the  year 
is  not  affected  by  charging  rent  on  owned  store  building,  since  such 
rent  is  credited  back  to  the  business  under  Interest  and  Rentals 
Earned  in  the  Net  Gain  Statement. 

When  a  leasehold  has  been  purchased,  a  yearly  charge  for  amor- 
tization is  included  in  rent. 

Heat,  Light,  and  Power 

Fuel,  light,  and  power  used  in  the  store;  heating,  lighting,  and  power 
supplies. 

Taxes  and  Licenses 

Taxes  on  merchandise  and  equipment;  local  licenses;  miscellaneous 

taxes. 

Do  not  include  taxes  on  building,  on  delivery  equipment,  or  federal 

and  state  income  taxes. 

Insurance 

Premiums  paid  on  fire  insurance  on  merchandise  and  equipment;  on 
employers'  liability  insurance;  on  casualty  and  burglary  insurance; 
bonding  of  employees;  premiums  on  insurance  not  otherwise  pro- 
vided for. 

Do  not  include  premiums  on  insurance  on  building,  on  delivery  equip- 
ment, or  premiums  on  life  insurance  policies  made  payable  to  the 
business. 

Repairs  of  Store  Equipment 

Repairs  of  fixtures,  furniture,  and  other  store  equipment. 

Do  not  include  amounts  paid  for  new  equipment  or  for  repairs  of 

building  or  of  delivery  equipment. 

Depreciation  of  Store  Equipment 

A  fair  estimate  of  annual  loss  in  value  of  fixtures,  furniture,  and 
other  store  equipment. 

Do  not  include  depreciation  of  building  or  of  delivery  equipment. 
As  the  equipment  grows  older  it  becomes  less  valuable.    This  loss 
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or  depreciation  in  value  is  one  of  the  operating  expenses  that  must  be 
met  nut  of  sales.  The  probable  life  of  the  equipment  is  estimated 
carefully  and  the  original  cost  divided  by  the  number  of  years  that 
it  is  expected  the  equipment  will  be  serviceable.  This  shows  the 
average  amount  of  yearly  depreciation  that  is  to  be  charged. 

Interest  on  Borrowed  Capital 

Interest  paid  on  borrowed  money  and  on  notes  and  accounts  payable. 
Do  not  include  Cash  Discounts  Taken. 

Interest  on  Owned  Capital  Invested  in  the  Business 

Interest  on  the  average  net  investment  for  the  year,  exclusive  of  real 
estate  used  in  the  operation  of  the  business. 

Less  interest  received  on  bank  balances,  interest  on  customers'  ac- 
counts, and  income  from  investments  owned  by  the  business. 

Every  business  should  yield  the  owner  interest  at  a  fair  rate  on  the 
capital  that  he  has  invested.  This  interest  charge  is  considered  an 
item  of  expense. 

Since  some  firms  operate  to  a  considerable  extent  on  borrowed 
funds,  while  others  utilize  their  own  capital  resources  and  borrow 
only  small  amounts,  it  is  necessary  for  purposes  of  comparison  to  in- 
clude a  charge  for  interest  on  owned  capital  as  well  as  for  interest 
on  borrowed  capital;  thus  total  interest  figures  of  all  businesses  re- 
porting to  the  Bureau  are  placed  on  a  comparable  basis.  This  item 
of  interest  on  owned  capital  is  figured  on  the  average  net  investment 
for  the  year — the  average  of  the  net  worth  at  the  beginning  and  end 
of  the  year.  The  net  worth  is  the  difference  between  the  sum  of  the 
assets  of  the  business  (not  including  real  estate  used  in  the  operation 
of  the  business,  as  a  charge  for  this  is  made  to  rent,  or  good-will  unless 
purchased  outright)  and  the  sum  of  the  liabilities  (not  including 
capital  stock  or  surplus  of  a  corporation,  undivided  profits,  mort- 
gages on  real  estate,  or  reserves  that  are  appropriations  of  surplus). 
The  rate  of  interest  to  be  used  is  the  prevailing  local  rate  on  long- 
time, reasonably  secure  investments. 

A  corporation  determines  its  net  investment  in  the  same  way  as  a 
proprietorship  or  a  partnership,  irrespective  of  the  amount  of  capital 
stock  issued.  The  capital  stock  authorized  may  or  may  not  equal  the 
net  investment;  hence  the  net  investment  is  determined  independ- 
ently. 

Total  Net  Gain  for  the  year  is  not  affected  by  charging  interest 
on  owned  capital  invested  in  the  business,  since  such  interest  is 
credited  back  to  the  business  under  Interest  and  Rentals  Earned  in 
the  Net  Gain  Statement. 

Total  Interest 

Sum  of  Interest  on  Borrowed  Capital  and  Interest  on  Owned  Capital 
Invested  in  the  Business,  less  interest  received  on  bank  balances,  in- 
terest on  customers'  accounts,  and  income  from  investments  owned 
by  the  business. 
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Miscellaneous  Expense 

Telephone  and  telegraph;  ice,  cold  storage  fees;  dues  in  trade  associa- 
tions; periodical  subscriptions;  collection  expense;  credit  agency  sub- 
scriptions; auditors'  fees;  lawyers'  fees;  contributions  to  charity; 
water;  theft;  loss  from  bad  checks;  premiums  on  life  insurance  poli- 
cies made  payable  to  the  business;  traveling  expenses  of  buying  trips; 
all  expenses  not  otherwise  provided  for. 

Losses  from  Bad  Debts 

Losses  from  debts  owed  by  customers. 

Do  not  deduct  collections  on  accounts  previously  charged  off  as  bad 

debts. 

Total  Expense 

Sum  of  all  the  expenses  shown  on  the  Expense  Statement. 

Net  Profit  or  Loss 

Gross  Margin  less  Total  Expense 

Net  Profit  is  the  amount  that  remains  after  accounting  for  the  cost 
of  merchandise  sold  and  for  the  total  expense  of  operating  the  busi- 
ness. Since  interest  on  the  investment  is  included  in  expense,  net 
profit,  as  defined  for  the  purpose  of  this  study,  does  not  include  re- 
turn on  the  investment.  It  is  a  residual  amount  over  and  above  all 
expenses,  including  salary  of  proprietor  or  partners,  rent  on  owned 
building,  and  interest  on  the  firm's  own  capital  invested  in  the 
business.  As  thus  defined,  Net  Profit  is  not  to  be  confused  with 
Total  Net  Gain  or  with  net  taxable  income.  Net  profit  is  the  reward 
the  proprietor  receives  for  engaging  in  business  at  his  own  risk  and 
the  premium  that  he  gets  for  good  management.  It  bears  no  relation 
to  the  amount  of  capital  invested,  but  varies  according  to  the  skill, 
wisdom,  and  foresight  with  which  the  business  as  a  whole  is  con- 
ducted. 

Sundry  Revenue  (Net) 

Sales  of  boxes  and  packing  cases;  any  collections  made  on  accounts 
previously  charged  off  as  bad  debts;  net  profit  from  bakery  and  other 
manufacturing  departments,  incidental  receipts,  including  cash  over. 
Less  incidental  losses,  including  cash  short. 

Interest  and  Rentals  Earned 

Gross  amount  of  interest  on  owned  capital  invested  in  the  business 
before  deducting  interest  received  on  bank  balances,  interest  on  cus- 
tomers' accounts,  and  income  from  investments  owned  by  the  business. 
Rent  of  owned  store  building  and  on  owned  stable  or  garage. 
Less  expense  on  owned  store  building  and  on  owned  stable  or  garage 
(including  taxes,  insurance,  repairs,  depreciation,  and  interest  on 
mortgages  when  the  money  borrowed  is  used  to  complete  the  pur- 
chase price  of  property).     These  are  expenses  for  the  proprietor  of 


APPENDIX 


793 


BUREAU  OF  BUSINESS  RESEARCH 

HARVARD  UNIVERSITY 

ttJLiiroiTi  ncRoot  of  —MM  tnummxttoM 

CUOHUBOB,  »UDBAan;i*TTO 


OR 
1921 


SCHEDULE  FOR  RETAIL  GROCERY  STORES 

PROFIT  ART)  L08S  STATEMENT,  for  year  eu Jinx 


No. 


MERCHANDISE  STATEMENT 


Grow  Sales 

/.<•*»  Return*  and  Allowance*  to  Customers 

Net  Sale* 

Ret  Inventory  of  Merchandise  at  Beginning  of  Year 

Plu4  Purchases  of  Merchandise  at  Billed  Cost 

I'hie  Inward  Freight,  Express,  and  Truckage 

Gross  Cost  of  Merchandise  Handled 

Lees  Cash  Discounts  Taken 

Net  Cost  of  Merchandise  Handled 

Less  Net  Inventory  of  Merchandise  at  End  of  Year 

Net  Cost  of  Merchandise  Sold 

Gross  Margin 


EXPENSE  STATEMENT 

Proprietor's,  Partners',  or  ExecuUres*  Salaries 

All  Other  Salaries  and  Wages 

Total  Salaries  and  Wages 

Advertising 

Boxes  and  Wrapping*  . 

Delivery 

(lochtdina  supplies,   Uiu,   Injurame,  repairs,  depredation, 
upkeep  of  delivery  equipment,  and  (table  or  carafe  rent) 

Office  Supplies  and  Postage 


Renf 

Less  Rent  Received  for  Subleases  of  Store  Building 

Heat,  Light,  and  Power 

Taxes  and  Licenses  t 

Insurance  t 

Repairs  of  Store  Equipmentf 

Depreciation  of  Store  Equipmentf 

Interest  on  Borrowed  Capital 

Interest  on  Owned  Capital  Invested  in  the 

Business -  2A<#„ 

Less  Interest  and  Dividends  Received.       fP.5*T.r. 

Total  Interest 


9  3,5116 

40,917 

S45 


3,109 

3,341 


672 
nans 


DO 


171. 
177 


Miscellaneous  Expense 
Losses  from  Bad  Debts 


Total  Expense 


NET  GAIN  STATEMENT 


Net  Profit  or  Loss 


Sundry  Revenue  (Net) 

Interest  and  Rentals  Earned 
Interest  on  Owned  Capital  Invested  La  the  Bu  ;ir.css 
Enter  jroei  amount  charged  above  to  expense 

Rent  of  Owned  Stcre  Building 

Enter  crocs  arcocnt  chafed  above  to  expense 
Lets  Expense  on  Owed  Store  Building 
(including  taxes,   insurant*,  repairs, 

depreciation,  and  interest  on  nvwtgagti)  

Total  Net  Gain  or  Loss 


4« 


Provision  for  Federal  and  State  Income  Taxes 

Dividends,  Sharings,  or  Withdrawals 

Surplus  or  Deficit  for  the  Year 


3tuc?t-t'4ro  14.0  tlafes 


1,1120  bs 


(M  -01 

wj.ti'fi  jag 


M 


161,017  «1  100% 


6,450 
159 


479  05 


1,131 


ies 


§7Z 
71 

105 

174 
33 

247 


?49 


11? 


4VS.8 


17 


oa 


05 


49  ?lfi9 
31,647 


io,  ?*y» 


80,56 

2MLL  (.) 

5  .09.  (., 

5.48  (3) 

JOE  (4) 

M  [■„ 

.71  («) 

1  M  (7) 


.31    («, 


1-lfl  W 
J2  (io) 
IT  (id 

at  (id 

•04  (u) 
41  (i«) 


||      37  (i.i) 

fiO  M 

I!      £5  (it) 

77 '117.95  »«) 


898  &  |  1  47  (is) 


U 


9M  11 


1*441  [Mil  ».  30 


Ml  1711 


*  If  700  owe  your  afore  bu>:oinf>,  set  ?a£4  i  oi  iU|ii«jieciwi  «f  ;;<  aad.iie  wasj  *-*La»  ,tur  1 
t  Except  oa  buildings  snd  delit  err  eo,ui?mect. 


[0V£vSJ 


Schedule  for  retail  grocery  stores,  with  sample  figures. 


794  PROBLEMS  IN  MARKETING 

the  real  estate  as  landlord,  but  are  not  operating  expenses  of  the  retail 
grocery  store. 

Total  Net  Gain  or  Loss 

Net  profit  or  Loss,  Sundry  Revenue  (Net),  and  Interest  and  Rentals 
Earned. 

Total  Net  Gain  is  the  final  figure  of  income  out  of  which  income 
taxes  are  paid,  distributions  made  to  stockholders,  partners,  or  pro- 
prietor, and  additions  made  to  surplus. 

Provision  for  Federal  and  State  Income  Taxes 

Provision  for  federal  and  state  taxes  to  be  levied  on  the  net  income 
of  the  business  for  the  current  fiscal  year. 

Unlike  taxes  on  the  property  of  a  corporation,  income  taxes  are 
not  included  in  expense,  but  are  deducted  from  the  net  gain  of  the 
business.  Taxes  to  be  levied  on  the  net  income  of  the  business  for 
the  current  fiscal  year,  rather  than  taxes  paid  during  the  current  fiscal 
year  on  net  income  received  during  the  previous  year,  are  proper 
charges  against  Total  Net  Gain  of  the  current  year. 

Dividends,  Sharings,  or  Withdrawals 

The  portion  of  Total  Net  Gain  that  is  applied  to  dividends  (corpora- 
tion), sharings  (partnership),  or  withdrawals  (proprietorship). 

Surplus  or  Deficit  for  the  Year 

Total  Net  Gain  or  Loss  less  the  sum  of  Provision  for  Federal  and 
State  Income  Taxes,  and  Dividends,  Sharings,  or  Withdrawals. 


Explanation  of  Profit  and  Loss  Statement  for  Wholesale 
Grocers  by  Harvard  Bureau  of  Business  Research' 

Gross  Sales 

Cash  and  charge  sales  of  merchandise  in  all  departments,  except 
manufacturing. 

Amounts  representing  merchandise  returned  to  manufacturers  and 
goods  exchanged  with  other  wholesalers  on  a  cost  basis  should  be 
eliminated  from  this  figure  if  they  have  been  included  in  Gross  Sales 
for  convenience. 

Wholesalers  will  find  important  practical  advantages  in  keeping  a 
separate  account  for  drop  shipment  sales  to  be  closed  into  this  item 
at  inventory  time. 

Returns  and  Allowances  to  Customers 

Merchandise  returned  by  customers  and  allowances  made  to  custom- 
ers on  merchandise  not  returned. 

Prepaid  Freight,  Express,  and  Parcel  Postage  Collected  from 
Customers 

Prepaid  freight,  express,  parcel  postage,  marine  insurance,  or  other 
delivery  expense  charged  to  customers  on  their  invoices  and  not 
borne  by  the  wholesaler.  When  outward  transportation  charges  are 
borne  by  the  wholesaler,  they  are  included  in  Outward  Freight,  Ex- 
press, and  Parcel  Postage  and  Outward  Truckage. 

Cash  Discounts  Taken  by  Customers 

Cash  discounts  actually  taken  by  customers  on  their  purchases  of 
merchandise  for  the  early  payment  of  bills. 

This  item  should  be  kept  separate  from  Cash  Discounts  Received 
on  Purchases  of  Merchandise. 

Cash  discounts  taken  by  customers  diminish  the  amount  received 
by  the  wholesaler  for  the  merchandise  sold.  In  determining  net 
sales,  therefore,  it  is  necessary  to  deduct  cash  discounts  taken  by 
customers  from  gross  sales. 

1  For  classifications  of  accounts  for  other   wholesale   trades,  see  the  following 
bulletins  published  by  the  Bureau  of  Business  Research,  Harvard  University. 
No.    6.   System  of  Accounts  for  Shoe  Wholesalers 
No.  39.    Preliminary    Report    on   Operating    Expenses    in    the    Wholesale   Drug 

Business  in  1922,  Appendix,  p.  20 
No.  42.    Operating  Expenses  in  the  Wholesale  Automotive  Equipment  Business 

in  1923,  Appendix,  p.  56 
No.  45.    Operating  Expenses  in  the  Wholesale  Dry  Goods  Business  in  the  Sojtth 

in  1923,  Part  II,  p.  41 
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Net  Sales 

Balance  of  Gross  Sales  after  Returns  and  Allowances  to  Customers, 
Prepaid  Freight,  Express,  and  Parcel  Postage  Collected  from  Cus- 
tomers, and  Cash  Discounts  Taken  by  Customers  have  been  de- 
ducted. 

This  is  the  main  item  of  income.  From  it  are  made  all  payments 
for  merchandise  and  expense  and  practically  all  distributions  to 
owners  and  to  surplus.  Net  Sales  represents  the  real  volume  of  busi- 
ness done  and  serves  as  a  common  basis  of  comparison  between 
wholesale  grocery  firms.  It,  consequently,  is  taken  as  100%,  the 
figure  upon  which  all  percentages  of  expense  and  profit  are  based. 

Net  Inventory  of  Merchandise  at  Beginning  of  Year 

Net  value  of  merchandise  on  hand  at  the  beginning  of  the  fiscal  year 

when  actual  inventory  is  taken. 

Do  not  include  value  of  equipment,  fixtures,  or  supplies. 

Purchases  of  Merchandise  at  Billed  Cost 

Billed  cost  of  all  merchandise  purchased;  market  price  of  all  mer- 
chandise manufactured  by  the  wholesaler  for  sale  through  his  whole- 
sale department;  import  duties  on  merchandise  purchased;  insurance 
on  incoming  merchandise. 

Do  not  include  cost  of  materials  and  supplies  purchased  for  manu- 
facturing department. 

Inward  Freight,  Express,  and  Parcel  Postage 

Freight,  express,  parcel  postage,  and  ferriage  on  incoming  merchan- 
dise. 

The  cost  of  merchandise  purchased  is  the  cost  of  the  goods  deliv- 
ered at  the  purchaser's  warehouse.  For  this  reason  all  transportation 
charges  on  incoming  merchandise  are  kept  separate  from  similar 
charges  for  outgoing  merchandise.  This  treatment  of  inward  trans- 
portation charges  as  a  merchandise  account  rather  than  as  an  expense 
is  necessary,  if  comparable  figures  are  to  be  collected  from  wholesalers 
operating  at  different  distances  from  the  buying  markets. 

Inward  Truckage 

Cartage,  drayage,  and  other  truckage  expense,  including  upkeep  and 
depreciation,  on  incoming  merchandise. 

The  division  of  charges  for  truckage  is  explained  under  Outward 
Truckage. 

Cost  of  Purchases  of  Merchandise 

The  sum  of  Purchases  of  Merchandise  at  Billed  Cost,  Inward 
Freight,  Express,  and  Parcel  Postage,  and  Inward  Truckage. 

Returns  and  Allowances  Received  on  Purchases  of  Merchandise 
Allowances  granted  by  manufacturers  or  canners  for  goods  returned 
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or  claims  made,  whether  in  the  form  of  credit,  price  reduction,  re- 
mittance, or  any  other  form. 
Do  not  include  these  amounts  in  Gross  Sales. 

Cash  Discounts  Received  on  Purchases  of  Merchandise 

Cash  discounts  received  by  the  wholesaler  for  the  early  payment  of 
bills,  whether  they  are  all  or  only  a  part  of  the  cash  discounts  offered. 
These  amounts  should  be  kept  separate  from  Cask  Discounts  Taken 
by  Customers. 

Nit  Cost  of  Purchases  of  Merchandise 

Cost  of  Purchases  of  Merchandise  less  Returns  and  Allowances  Re- 
ceived on  Purchases  of  Merchandise  and  less  Cash  Discounts  Re- 
ceived on  Purchases  of  Merchandise. 

Total  Cost  of  Merchandise  Handled 

The  sum  of  Net  Inventory  of  Merchandise  at  Beginning  of  Year  and 
Net  Cost  of  Purchases  of  Merchandise. 

Net  Inventory  of  Merchandise  at  End  of  Year 

Net  value  of  merchandise  on  hand  at  the  end  of  the  fiscal  year  (that 
is,  billed  cost  less  allowance  for  cash  discounts  received,  less  whatever 
allowance  is  made  for  depreciation  of  merchandise). 
Do  not  include  value  of  equipment,  fixtures,  or  supplies. 

In  taking  stock  of  merchandise  on  hand,  wholesale  grocers  com- 
monly include  billed  cost  and  inward  freight  in  the  inventory  prices. 
In  taking  stock  of  imported  merchandise,  the  import  duties  are  also 
added  to  the  billed  cost. 

If  the  market  price  of  merchandise  is  lower  at  inventory  time 
than  the  billed  cost  of  the  goods  on  hand,  the  difference  should  be 
subtracted  from  the  billed  cost.  The  safe  rule  is  "cost  or  market, 
whichever  is  lower."  Merchandise  should  not  be  inventoried  at  a 
price  higher  than  cost.  Although  the  market  price  for  some  mer- 
cnandise  in  stock  may  be  higher  at  inventory  time  than  when  the 
goods  were  purchased,  the  benefit  of  the  higher  prices  is  not  real- 
ized before  the  goods  are  sold,  and  in  conservative  business  man- 
agement it  is  unwise  to  show  profits  that  have  not  been  earned. 

Net  Cost  of  Merchandise  Sold 

Total  Cost  of  Merchandise  Handled  less  Net  Inventory  of  Merchan- 
dise at  End  of  Year. 

When  inventory  is  taken  at  cost  or  market.  Net  Cost  of  Mer- 
chandise Sold  is  the  figure  that  is  divided  by  the  average  net 
inventory  to  determine  the  rate  of  stock-turn. 

Gross  Margin 

Net  Sales  less  Net  Cost  of  Merchandise  Sold. 
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Expenses 

Salaries  and  Wages  of  Sales  Force 

Salary  of  sales  manager;  salaries  and  wages  of  salesmen,  including 
city,  traveling,  house,  and  telephone  salesmen;  parts  of  salaries  of 
proprietor,  partners,  or  managers  proportionate  to  the  time  spent 
in  selling. 

Commissions  and  Bonuses  to  Sales  Force 
Commissions  and  bonuses  paid  to  salesmen. 

Traveling  Expense 

Railroad,  automobile  (upkeep  and  depreciation),  and  all  other  travel- 
ing expense  that  is  incurred  by  salesmen  in  selling  merchandise. 

When  salesmen  are  given  drawing  accounts  from  which  they  are 
paid  for  salaries  and  traveling  expense  combined,  the  total  amounts 
paid  may  be  included  directly  in  Total  Sales  Force  Expense,  instead 
of  in  the  foregoing  separate  accounts  for  salaries  and  traveling 
expense. 

Total  Sales  Force  Expense 

Sum  of  Salaries  and  Wages  of  Sales  Force,  Commissions  and  Bo- 
nuses to  Sales  Force,  and  Traveling  Expense. 

Advertising 

Salary  of  advertising  manager;  salaries  and  wages  of  employees  in 
advertising  department;  payments  to  advertising  agents;  newspaper, 
periodical,  and  street  car  space;  circulars;  house  organ;  catalogs; 
price-lists;  premiums;  demonstration  expense;  electrotypes;  signs; 
posters;  advertising  novelties;  other  advertising  expense. 

Wholesale  grocers  with  large  businesses  may  wish  to  subdivide  this 
account  into  separate  accounts,  for  example: 

a)  Salaries  and  Wages  of  Advertising  Force. 

b)  Catalogs  and  Price-Lists. 

c)  Other  Advertising  Expense. 

Other  Selling 

Samples;  brokerage;  house  entertainments;  any  selling  expense  not 
otherwise  provided  for. 

Wages  of  Receiving  and  Shipping  Force 

Wages  of  receiving,  warehouse,  and  shipping  force;  wages  of  em- 
ployees in  broken  package  room;  wages  of  porters;  wages  of  other 
warehouse  and  shipping  labor. 

Packing  Cases  and  Wrappings 

Packing  boxes,  cases,  and  crates;  all  packing  and  shipping  sup- 
plies, such  as  shipping  tags,  twine,  paper,  excelsior,  filler,  stencils, 
nails,  and  hammers. 
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Outward  Freight,  Express,  and  Parcel  Postage 

Expenses  borne  by  the  wholesaler  for  transportation  of  merchandise 
to  customers,  such  as  freight,  express,  ferryage,  and  parcel  postage  on 
outgoing  merchandise;  freight  on  merchandise  returned  by  cus- 
tomers; marine  insurance  on  outgoing  merchandise. 

( )itward  Truckage 

Payments  to  outside  firms  for  truckage  or  drayage;  wages  of  drivers 
and  their  assistants;  care  of  truckage  equipment — horses,  wagons, 
and  automobiles;  taxes  on  truckage  equipment;  fire,  liability,  theft, 
and  other  insurance  on  truckage  equipment;  repairs  and  deprecia- 
tion of  truckage  equipment;  hay  and  feed;  gasoline  and  oil;  automo- 
bile licenses;  rent  of  stable  or  garage,  whether  leased  or  owned. 

If  truckage  equipment  is  owned  and  used  for  hauling  both  incom- 
ing and  outgoing  merchandise,  when  the  books  are  closed  the  share 
of  this  expense  that  properly  should  be  charged  for  truckage  of  in- 
coming merchandise  is  included  in  Inward  Truckage. 

Executive  Salaries 

Salaries  of  proprietor,  partners,  or  executive  officers  of  a  corpora- 
tion proportionate  to  the  time  given  to  the  general  management  of 
the  business;  salaries  and  bonuses  of  buyers. 

Office  Salaries,  Wages,  and  Bonuses 

Salaries,  wages,  and  bonuses  of  office  manager,  credit  manager, 
collectors,  accountants,  private  secretaries,  bookkeepers,  employees 
in  the  credit  department,  office  clerks,  stenographers,  typists,  and 
office  boys. 

Total  Executive  and  Office  Salaries 

Sum  of  Executive  Salaries  and  Office  Salaries,  Wages,  and  Bonuses. 

Office  Supplies,  Postage,  and  Stationery 

Postage  stamps,  stamped  envelopes,  and  postal  cards;  'stationery; 
typewriter  supplies;  account  books  and  forms;  stock  books;  record 
forms;  other  office  supplies. 

Parcel  postage  on  outgoing  merchandise  is  not  included  here,  but 
under  Outward  Freight,  Express,  and  Parcel  Postage. 

Telephone  and  Telegraph 

Telephone  rentals  and  tolls;  telegrams. 

Other  Buying,  Management,  and  Office 

Legal  expense;  membership  dues  in  credit  associations;  subscrip- 
tions to  mercantile  agencies;  credit  insurance;  other  expense  inci- 
dental to  the  granting  of  credit  and  collecting  of  accounts;  audit- 
ing expense;  traveling  expenses  of  executives,  buyers,  and  man- 
agers; any  buying,  management,  and  office  expense  not  otherwise 
provided  for. 
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Rent 

Rent  of  office,  warehouse,  and  other  buildings  used  in   the  opera- 
tion of  the  business  whether  owned  or  leased;  storage  fees. 
Rent  of  stable  or  garage  whether  owned  or  leased  is  not  included 
here,  but  under  Outward  Truckage. 
Less  all  rent  received  for  part  of  buildings  subleased. 

When  part  of  the  real  estate  is  subleased,  Rent  is  debited  with 
the  rent  paid  for  the  property  as  a  whole,  and  credited  with  the 
amount  received  for  the  part  subleased.  The  debit  balance  of  rent, 
which  is  the  net  rental  paid,  is  the  expense  that  the  wholesale  busi- 
ness incurs  for  rent. 

In  order  to  place  all  businesses  on  the  same  footing  for  comparison, 
rent  is  included  in  expense  whether  the  buildings  used  in  the  opera- 
tion of  the  business  are  owned  or  leased.  If  the  buildings  are  owned, 
the  amount  charged  as  rent  is  the  amount  for  which  they  could  be 
leased.  Whether  the  buildings  are  owned  or  leased,  the  real  estate 
charges  borne  by  the  wholesaler,  consisting  of  taxes,  insurance,  re- 
pairs, and  depreciation,  are  included  in  rent  and  are  not  entered  under 
other  expense  headings,  since  these  items  are  payments  made  in  lieu 
of  rent.  When  a  leasehold  has  been  purchased,  a  yearly  charge  for 
amortization  is  included  in  rent. 

One  method  of  estimating  the  proper  amount  to  charge  as  rent 
when  both  land  and  buildings  are  owned  is  to  compute  a  fair  charge 
for  interest  on  the  investment  in  land  and  buildings  used  in  the 
operation  of  the  business  and  to  add  to  this  amount  the  taxes,  in- 
surance, repairs,  and  depreciation  of  this  real  estate,  and  also  interest 
on  mortgages  on  owned  store  buildings  when  the  money  borrowed 
is  used  to  complete  the  purchase  price  of  the  property. 

Total  Net  Gain  for  the  year  is  not  affected  by  charging  rent  on 
owned  store  buildings,  as  such  rent  is  credited  back  to  the  business 
under  Interest  and  Rentals  Earned  in  the  Net  Gain  Statement. 

Heat,  Light,  and  Power 

Fuel;  light;  gas;  power;  heating,  lighting,  and  power  supplies;  re- 
pairs, maintenance,  and  depreciation  of  heating,  lighting,  and  power 
equipment;  other  heat,  light,  and  power  expense. 

Taxes 

Taxes   on   merchandise   and   on  office   and   warehouse   equipment; 

local  licenses;  other  local,  state,  and  federal  taxes. 

Do  not  include  taxes  on  buildings,  income,  and  delivery  equipment. 

Insurance 

Fire  insurance  on  merchandise  and  on  office  and  warehouse  equip- 
ment; employers'  liability  insurance;  casualty  insurance;  fidelity 
insurance  (bonding  of  employees);  burglary  insurance;  insurance 
not  otherwise  provided  for. 
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I  >o  not  include  insurance  on  buildings,  on  delivery  equipment,  or 
the  lives  of  partners,  when  the  policies  are  payable  to  the  business. 

■•  pairs  of  Equipment 

Repairs  of  fixtures,  furniture,  and  other  equipment  in  office  and 
warehouse. 

Do  not  include  amounts  paid  for  new  equipment,  or  repairs  of  build- 
ings and  delivery  equipment. 

Depreciation  of  Equipment 

A  fair  estimate  of  annual  loss  in  value  of  fixtures,  furniture,  and 

other  equipment  in  office  and  warehouse. 

Do  not  include  depreciation  of  buildings  and  delivery  equipment. 

As  the  equipment  grows  older  it  becomes  less  valuable.  This 
shrinkage  or  depreciation  in  value  is  one  of  the  operating  expenses 
that  must  be  met  out  of  the  income  of  the  business.  The  probable 
life  of  the  equipments  should  be  carefully  estimated  and  the  original 
cost  divided  by  the  number  of  years  that  it  is  expected  the  equip- 
ment will  be  serviceable.  This  shows  the  average  amount  of  yearly 
depreciation  that  is  to  be  charged. 

Interest  on  Borrowed  Capital 

Interest  paid  on  borrowed  money  and  on  notes  and  accounts  payable; 
payments  to  note  brokers. 

Do  not  include  here  cash  discounts  on  merchandise,  given  or  re- 
ceived, but  under  Cash  Discounts  Taken  by  Customers  and  Cash 
Discounts  Received  on  Purchases  oj  Merchandise. 

Interest  on  Owned  Capital  Invested  in  the  Business 

Interest  on  the  average  net  investment  for  the  year,  exclusive  of 
real  estate  used  in  the  operation  of  the  business. 
Less  interest  received  on  bank  balances,  interest  on  customers'  ac- 
counts, and  income  from  investments  owned  by  the  business. 

Every  business  should  yield  the  owner  interest  at  a  fair  rate  on 
the  capital  that  he  has  invested.  This  interest  charge  is  considered 
an  item  of  expense.  Since  some  firms  operate  to  a  considerable  ex- 
tent on  borrowed  funds,  while  others  utilize  their  own  capital  re- 
sources and  borrow  only  small  amounts,  it  is  necessary  for  purposes 
of  comparison  to  include  a  charge  for  interest  on  owned  capital  as 
well  as  for  interest  on  borrowed  capital;  thus  total  interest  figures 
of  all  businesses  reporting  to  the  Bureau  are  placed  on  a  compara- 
ble basis.  This  item  of  interest  on  owned  capital  is  figured  on  the 
average  net  investment  for  the  year — the  average  of  the  net  worth 
at  the  beginning  and  end  of  the  year.  The  net  worth  is  the  difference 
between  the  sum  of  the  assets  of  the  business  (not  including  real 
estate,  or  good-will  unless  purchased  outright)  and  the  sum  of  the 
liabilities  (not  including  capital  stock  or  surplus  of  a  corporation, 
undivided   profits,  mortgages   on   real   estate,   or   reserves   that  are 
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appropriations  of  surplus).  The  rate  of  interest  to  be  used  is  the 
prevailing  local  rate  on  long-time,  reasonably  secure  investments. 

A  corporation  determines  its  net  investment  in  the  same  way  as 
a  proprietorship  or  a  partnership,  irrespective  of  the  amount  of 
capital  stock  issued.  The  capital  stock  authorized  may  or  may  not 
equal  the  net  investment;  hence,  the  net  investment  is  determined 
independently. 

This  account  is  credited  with  interest  received  on  bank  balances, 
income  from  investments  owned  by  the  business,  and  interest  col- 
lected on  overdue  accounts.  If  interest  on  overdue  accounts  is  added 
to  customers'  invoices,  the  amount  collected  is  credited  here  and  not 
included  in  Net  Sales. 

Total  Net  Gain  for  the  year  is  not  affected  by  charging  interest 
on  owned  capital  invested  in  the  business,  since  such  interest  is 
credited  back  to  the  business  under  Interest  and  Rentals  Earned  in 
the  Net  Gain  Statement. 

Total  Interest 

Sum  of  Interest  on  Borrowed  Capital  and  Interest  on  Owned  Capital 
Invested  in  the  Business,  less  interest  received  on  bank  balances, 
interest  on  customers'  accounts,  and  income  from  investments  owned 
by  the  business. 

Miscellaneous  Expense 

Janitor  service  (including  cleaning);  watchman;  demurrage;  con- 
tributions to  charity;  periodical  subscriptions;  dues  in  trade  associa- 
tions; water;  exchange  on  checks  and  drafts;  theft  of  money  or 
equipment;  premiums  on  life  insurance  policies  payable  to  the  busi- 
ness; damage  and  accident  expense  not  covered  by  liability  insur- 
ance; all  expenses  not  otherwise  provided  for. 

Losses  from  Bad  Debts 

Losses  sustained  by  the  business  from  the  failure  of  customers  to  pay 
their  bills. 

Any  collections  subsequently  made  on  accounts  previously  charged 
off  as  bad  debts  are  included  in  Sundry  Revenue  (Net)  and  are  not 
deducted  from  Losses  from  Bad  Debts. 

Total  Expense 

Sum  of  all  expenses  shown  on  the  Expense  Statement. 

Net  Profit  or  Loss 

Gross  Margin  less  Total  Expense. 

Net  Profit  is  the  amount  that  remains  after  accounting  for  the 
cost  of  merchandise  sold  and  for  the  total  expense  of  operating  the 
business.  Since  interest  on  the  investment  is  included  in  expense,  net 
profit,  as  defined  for  the  purpose  of  this  study,  does  not  include 
return  on  the  investment.    It  is  a  residual  amount  over  and  above 
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all  expenses,  including  salary  of  proprietor  or  partners,  rent  on 
owned  buildings,  and  interest  on  the  firm's  own  capital  invested 
in  the  business.  As  thus  defined,  Net  Profit  is  not  to  be  confused 
with  Total  Net  Gain  or  with  net  taxable  income.  Net  profit  is  the 
reward  that  the  proprietor  receives  for  engaging  in  business  at  his 
own  risk  and  is  the  premium  that  he  gets  for  good  management. 
It  bears  no  relation  to  the  amount  of  capital  invested,  but  varies 
according  to  the  skill,  wisdom,  and  foresight  with  which  the  business 
as  a  whole  is  conducted. 

Manufacturing  (Net  Profit  or  Loss) 

Sales  of  merchandise  manufactured  less  total  manufacturing  ex- 
pense. 

If  a  manufacturing  department  is  operated  in  connection  with  a 
wholesale  grocery  business,  separate  accounts  should  be  kept  for 
the  manufacturing  department  as  distinguished  from  the  wholesale 
department  of  the  business.  These  acounts  should  include  sales,  in- 
ventories, purchases,  operating  expenses,  and  profit  for  the  manu- 
facturing department.  In  determining  the  operating  expenses,  a 
proper  share  of  salaries,  warehouse  expenses,  rent,  and  other  over- 
head charges,  such  as  interest,  should  be  included.  The  sales  of 
merchandise  manufactured  by  a  wholesale  grocer  and  sold  directly 
from  the  manufacturing  department  to  other  wholesalers  should  not 
be  included  in  the  gross  sales  of  the  wholesale  department,  but 
should  be  credited  to  the  sales  of  the  manufacturing  department. 
Inventories  of  merchandise  shown  on  the  profit  and  loss  statement 
of  the  wholesale  department  should  not  include  stocks  of  merchan- 
dise for  manufacturing  purposes.  In  the  case  of  merchandise  manu- 
factured by  a  wholesale  grocer  and  sold  to  retailers  through  the 
wholesale  department,  the  transactions  should  be  considered  in  two 
parts.  The  manufacturing  department  should  be  credited  with  the 
market  value  of  these  goods  as  determined  either  by  the  open  market 
price,  if  such  exists,  or  by  the  quotations  given  to  other  wholesalers. 
The  wholesale  department  should  charge  under  Purchases  of  Mer- 
chandise at  Billed  Cost  the  same  amount  which  has  been  credited 
to  the  manufacturing  department;  that  is,  the  manufacturing  depart- 
ment should  receive  credit  at  a  figure  which  normally  would  permit 
a  fair  manufacturing  profit.  The  wholesale  department  should  pay 
the  manufacturing  department  exactly  what  the  same  goods  would 
cost  if  bought  outside.  The  profit  and  loss  statement  of  a  manu- 
facturing wholesaler  cannot  be  compared  safely  with  statements  of 
other  wholesalers  unless  these  goods  are  debited  at  the  market  price, 
hence  this  practice  aids  in  securing  comparable  figures. 

If  the  procedure  outlined  above  is  followed,  the  manufacturing 
expenses  of  goods  manufactured  by  wholesale  grocers  are  included 
under  the  market  value  of  the  merchandise  that  is  credited  to  the 
manufacturing  department  and  charged  to  Purchases  of  Merchan- 
dise at  Billed  Cost,  and  will  not  be  included  under  any  item  on  the 
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expense  statement  for  the  wholesale  department.  In  cases  where 
sales  of  manufactured  articles  are  made  directly  to  other  whole- 
sale grocers,  such  sales,  as  indicated  previously,  will  not  be  in- 
cluded in  the  Gross  Sales  entry  on  the  profit  and  loss  statement  for 
the  wholesale  department,  but  will  be  credited  to  the  manufactur- 
ing department.  Likewise,  any  manufacturer's  selling  expenses, 
such  as  advertising,  incurred  in  selling  such  merchandise  to  whole- 
salers and  not  directly  to  retailers  will  be  included  in  the  expenses 
of  the  manufacturing  department,  and  not  in  the  wholesale  ex- 
pense statement.  To  obtain  a  consolidated  profit  and  loss  state- 
ment for  the  entire  business,  the  net  gain  shown  by  the  manufac- 
turing department  is  credited  to  Manufacturing  (Net  Profit  or 
Loss)  on  the  profit  and  loss  statement  for  the  wholesale  business. 
Only  by  separate  accounting  for  the  manufacturing  department  and 
for  the  wholesale  department  can  expenses  and  profits  of  the  whole- 
sale business  of  a  manufacturing  wholesaler  be  compared  with  the 
expenses  and  profits  of  a  non-manufacturing  wholesaler.  If  the  ex- 
penses of  the  wholesale  business  are  distorted  by  the  inclusion  of 
manufacturing  expenses,  the  net  profit  figure  for  the  wholesale  busi- 
ness will  not  be  fully  comparable  with  the  common  figure  published 
in  the  Bureau's  summaries.  It  is  to  the  interest  of  the  manufacturing 
wholesaler,  furthermore,  to  keep  separate  accounts  for  his  manu- 
facturing department  for  his  own  guidance  in  determining  whether 
or  not  it  is  profitable  for  him  to  continue  his  manufacturing  business. 

Sundry  Revenue   (Net) 

Incidental  receipts  not  a  part  of  the  merchandise  operations  of  the 
wholesale  business,  including  cash  over;   any  collections  made  on 
accounts  previously  charged  off  as  bad  debts. 
Less  incidental  losses,  including  cash  short. 

Interest  and  Rentals  Earned 

Gross  amount  of  Interest  on  Owned  Capital  Invested  in  the  Business 
before  deducting  interest  on  bank  balances,  interest  received  on 
customers'  accounts,  and  income  from  investments  owned  by  the 
business. 

Rent  of  owned  buildings  and  of  owned  stable  or  garage. 
Less  expense  on  owned  real  estate  (including  taxes,  insurance, 
repairs,  depreciation,  and  interest  on  mortgages  when  the  money 
borrowed  is  used  to  complete  the  purchase  price  of  the  property). 
These  are  expenses  for  the  proprietor  of  the  real  estate  as  land- 
lord, but  are  not  operating  expenses  of  the  wholesale  grocery  busi- 
ness. They  are  covered  by  the  amount  debited  to  Rent  and  credited 
to  this  account. 

Total  Net  Gain  or  Loss 

Sum  of  Net  Profit  or  Loss,  Manufacturing  (Net  Profit  or  Loss), 
Sundry  Revenue  (Net),  and  Interest  and  Rentals  Earned. 
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SCHEDULE  FOR  WHOLESALE  GROCERS 

PROFIT  AND  LOS9  STATBMBNT,  for  year  ending 


1» 


MIBCHAKniSE    STATSslIHT 

OrouSale*'  $1,430,041.0* 

Return*  and  Allowances  to  Customer*  $21,990.04 

Prepaid  Freight,  Express,  end  Parcel  Postage  Collected  from  Cus- 
tomer*   3,07b. 80 

C*«.h  Discount*  Taken  by  Customer* 12 .562. Si     _17«6?2,4I 

Net  Sale*    -^        $1,412,408.55,100  7. 

Net  Inventory  of  Merchandli*  at  Beginning  of  Year    140 ,045.94 

Purchase*  of  Merchandise  at  Billed  Cost $1,251,769.09 

Inward  Freight,  Express,  and  Parcel  Postage    25,667.09 

Inward  Truckage 'Including  upkeep  and  depreciation)    ...  10,lgttt»Q*      „ 

Cott  of  Purchase*  of  Merchandise 1,297, 602,20 

Returns  snd  Allowances  Received  on  Purchases  of 

Merchandise 28 ,605. 22 

Cash  Discounts  Received  on  Purchases  of  Merchan-  _  .    .  ,. 

dUe    IB, 953.94  47,558.^6 

Net  Cost  of  Purchase*  of  Merchandise 1,250,043.94 

Total  Cost  of  Merchandise  Handled 1 ,300  ,S39  ,&n 

Net  Inventory  of  Merchandise  at  End  of  Year 143,952.89 

Net  Cost  of  Merchandise  Sold  1,246,936.99| 


Gross  Margin 


68.28 

JMtBlMJEn  (i> 


EXPKRSK   STATKMEftT 

Salaries  and  Wage*  of  Salesforce  (travelling,  bot.se.  and  telephone)  .  .     -Z*?2?* *T 
Commissions  and  Bonuses  to  Salesforce  .  .  • 20, 142. 46 


Travelling  Expense 

Total  Salosforce  Expense 

Advertising  

Other  Selling  


6,051.20 


Wage*  of  Receiving  and  Shipping  Force 

Packing  Cases  and  Wrappings 

Outward  Freight,  Express,  and  Parcel  Poitag*  

Outward  Truckage  (including  upkeep  sad  depreciation) 

Executive  Salaries  (including  buying) 7, 23a. 82 

Office  Salaries,  Wages,  and  Bonuses 18,271.09 

Total  Executive  and  Office  Salaries 

Office  Supplies,  Postage,  and  Stationery 

Telephone  rnd  Telegraph 

Other  Buying,  Management,  and  Office  

Rent  (II  yon  own  your  buildings,  see  page  (  of  Explanation  of  Schedule  when 

■ssk]  your  entry) 6,578.69 

Less  Rent  Received  for  Part  of  Buildings  Subleased   400 .00 

Heat,  Light,  and  Power   

Taxes  (except  on  buildings,  income,  and  delivery  equipment) 

Insurance    except  on  buildings  snd  delivery  equipment) 

Repairs  of  Equipment  (except  of  buildings  and  delivery  equipment)  .... 

Depreciation  of  Equipment  (except  of  buildings  and  delivery  equipment) . 

Interest  on  Borrowed  Capital 4,431.44 

Interest  on  Owned  Capital  Invested  in  the  Business    21,022.83 
I."-'  Interest  Received  on  Bank  Balances,  Interest 
on  Customers'  Accounts,  and  Income  from  In-     .   ___  „   , 
ver.tments  Owned  by  the  Business P.»?33».3»   14,799.60 

Total  Interest 


33,817.08 
3,172*60 
3,047.83 

12,567.54 
2,543.23 
4,679.99 

6,014.31 


25,507.91 
4,463.88 
2,441.11 
8,701.16 


.6,178.69 
1,008.81 
1,908.00 

573.19 

632.41 

2,749*48 


19, 231,04 


•**  «) 

QM  « 

.43  («) 

"T.40  (5) 

Si 
aim 


Miscellaneous  Exp 
Losses  from  Bid  Debts 

Total  Expense 


-470.22 
6,811*57 


iM.no.ts 


WIT  OAIH  STATHttHT 


Net  Profit  or  Lou. 


I* ,751. 51 


Manufacturing  (Net  Profit  or  Lom) 

Sundry  Revenue  (Net) 

Interest  and  Rentals  Earned 
Interest  on  Owned  Capital  Invested  in  the  Business  (Enter  (ran 

amount  charged  above  to  expense) _?l.a022.83 

Rent  of  Owned  Buildings  (Enter  grow  amount  charged 

above  to  expense) „ 

Ltu  Expense  on  Owned  Real  Estate  (including  taxes, 

insurance,  repairs,  depredation,  and  interest  en  mortgages)     -.., 

Total  Net  Gain  or  Lou 

Provision  for  Federal  and  St&te  Income  Taxes  

Dividends,  Sharings,  or  Withdrawal*    

Surplus  or  Deficit  for  the. Year 


..  .2*478.19 

— jL,2oeao 


21,022.83  24,709.12 


-4J*46.0.AJ 


*0f(i»i 

•14(») 

e04(»l) 

— sJJOD 


-JUM(M 

...  .OSfu, 
»4a:w 

lO^fT) 


X.**m 


Stock-turn  8.8  tines 
•  B  yve  amgage  *»  sunafartarlag,  aee  sage  10  of  Ivptaamtaa  af  Schedal*. 


,3.08,4,, 


[oV»t] 


Schedule  for  wholesale  grocers,  with  sample  figures. 
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Total  Net  Gain  is  the  final  figure  of  income  out  of  which  income 
taxes  are  paid,  distributions  made  to  stockholders,  partners,  or 
proprietor,  and  additions  made  to  surplus. 

Provision  for  Federal  and  State  Income  Taxes 

Provision  for  federal  and  state  income  taxes  to  be  levied  on  the  net 
income  of  the  business  for  the  current  fiscal  year. 

Unlike  taxes  on  the  property  of  a  corporation,  income  taxes  are 
not  included  in  expense,  but  are  deducted  from  the  net  gain  of  the 
business.  Taxes  to  be  levied  on  the  net  income  of  the  business  for 
the  current  fiscal  year,  rather  than  taxes  paid  during  the  current 
fiscal  year  on  net  income  received  during  the  previous  year,  are 
proper  charges  against  Total  Net  Gain  of  the  current  year. 

Dividends,  Sharings,  or  Withdrawals 
The  portion  of  Total  Net  Gain  that  is  applied  to  dividends   (cor- 
poration), sharings   (partnership),  or  withdrawals   (proprietorship). 

Surplus  or  Deficit  for  the  Year 

Total  Net  Gain  or  Loss  less  the  sum  of  Provision  for  Federal  and 
State  Income  Taxes  and  Dividends,  Sharings,  or  Withdrawals. 

Figuring  Profits  and  Expenses1 

The  Bureau  frequently  receives  inquiries  regarding  the  proper  method 
of  figuring  profits  and  expenses,  and  it  has  found  that  oftentimes  a 
shoe  retailer  deceives  himself  by  figuring  his  total  expense  as  25%  of 
his  sales,  and  marks  up  his  shoes  33^3%  on  their  cost,  expecting  to 
make  a  net  profit  of  Sj/3%.  As  a  matter  of  fact,  if  his  gross  margin 
is  33^%  on  cost  it  is  only  25%  on  his  sales,  and  with  25%  total 
expense  he  comes  out  at  the  end  of  the  year  without  any  net  profit. 
The  Bureau  has  had  reports  frequently  from  shoe  retailers  who  were 
really  losing  money  because  of  their  practice  of  figuring  expense  on 
sales  and  profit  on  cost,  without  realizing  the  danger  involved. 

Profit  and  expense  can  be  figured  either  on  cost  or  on  sales,  pro- 
vided both  are  expressed  as  percentages  of  cost  or  both  as  percentages 
of  sales.  The  practical  difficulty  in  using  cost  as  a  basis  is  that  a  great 
many  retailers  wish  to  compare  their  total  expense  with  their  total 
sales  rather  than  with  the  total  cost  of  the  goods  sold.  If  total  expense 
is  figured  as  a  percentage  of  sales,  of  course  gross  margin  on  the  busi- 
ness as  a  whole  also  must  be  figured  on  the  sales,  or  on  selling  price. 

The  usual  practice  in  the  larger  and  more  successful  stores  is  to  base 
profit  on  selling  price,  but  a  considerable  number  of  stores  report  per- 
centages based  on  billed  cost.  A  very  large  percentage  of  retailers  sell- 
ing low-priced  shoes  base  profit  on  billed  cost;  comparatively  few  selling 
high-priced  shoes  follow  this  practice.  All  percentages  published  by 
the  Bureau  are  based  on  selling  price. 

1  Bureau  of  Business  Research,  Harvard  University,  Bulletin  No.  10,  Manage- 
ment Problems  in  Retail  Shoe  Stores,  pp.  36-37. 
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Grouping  the  stores  according  to  these  two  methods  of  determining 
profit,  and  computing  profit  on  selling  price  for  both  groups,  it  has 
been  found  that  those  using  billed  cost  show  a  profit  of  5%  on  sales, 
while  those  basing  it  on  selling  price  show  7.5%  on  sales. 

Stock-Turn1 

The  rate  of  stock-turn  represents  the  frequency  with  which  the  stock 
of  merchandise  in  the  store  is  sold  and  replaced.  If  a  store  carried  an 
average  stock  only  large  enough  for  one  month's  sales,  it  would  turn 
its  stock  12  times  a  year.  If,  however,  it  carried  a  quantity  of  stock 
equal  to  the  total  quantity  sold  during  the  year,  it  would  have  a  stock- 
turn  of  only  once  a  year.  Inasmuch  as  a  mercantile  business  ordinarily 
carries  many  kinds  of  merchandise,  each  of  which  is  measured  with  a 
different  physical  unit,  it  has  been  found  necessary  as  a  practical  matter 
to  undertake  to  measure  the  rate  of  stock-turn  by  the  use  of  value 
figures.  The  value  figures  are  less  reliable  than  would  be  the  figures  for 
physical  quantity,  but  the  latter  cannot  be  harmonized,  in  the  ordinary 
mercantile  business,  in  such  a  way  as  to  obtain  an  average  result. 

The  first  step  in  determining  the  rate  of  stock-turn  is  to  ascertain 
the  average  amount  of  stock  carried.  For  this  purpose  an  average 
monthly  or  weekly  inventory  would  be  preferable.  Such  figures  have 
not  been  collected  by  the  Bureau,  however,  and  therefore  it  has  been 
necessary  in  the  preparation  of  this  summary  to  take  the  average  of 
the  inventories  at  the  beginning  and  end  of  the  year  as  representing 
the  average  amount  of  merchandise  carried  in  stock.  Since  inventories 
usually  are  taken  at  periods  of  low  stock,  this  probably  tends  to  give 
a  rate  of  stock-turn  that  is  too  high  rather  than  one  that  is  too  low. 
The  figures  for  different  stores,  however,  are  probably  fairly  compa- 
rable. 

The  next  step  is  to  determine  the  amount  of  merchandise  sold.  Inas- 
much as  the  average  inventory  used  in  computing  the  rate  of  stock- 
turn  is  figured  at  cost  prices,  it  is  necessary  to  use  the  cost  of  merchan- 
dise sold,  as  shown  in  the  merchandise  statement,  as  the  amount  into 
which  the  average  inventory  is  divided.  The  quotient  is  the  rate  of 
stock-turn.  Thus,  if  the  average  inventory  in  any  store  at  cost  prices 
is  $400,000  and  the  cost  of  the  merchandise  sold  during  the  year  $1,- 
400,000,  the  rate  of  stock-turn  is  3.5  times. 

1  Bureau  of  Business  Research,  Harvard  University,  Bulletin  No.  33,  Operating 
Expenses  in  Department  Stores  in  1921,  pp.  32-33. 
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Operating  Expenses  is  Department  Storks  in  1925* 

(Net  Sales  —  io'i',< ) 


Particulars 


Operating  Expenses: 

Salaries  and  Wages 

Rentals 

Advertising 

Taxes 

Interest  (On  Capital — Borrowed,  and  on 
Capital — Owned) 

Supplies 

Service  Purchased  (Heat,  Light,  Power,  and 

Delivery) 

Unclassified 

Traveling 

Communication 

Repairs 

Insurance 

Depreciation — Losses  from  Bad  Debts 

Other  Depreciation 

Professional  Services 

Total  Expense 


Gross  Margin 
Net  Profit.... 


Salaries  and  Wages: 

Administrative  and  General : 

Executive 

Other  Administrative 

Office 

Occupancy 

Publicity 

Buying 

Receiving,  Marking,  and  Stockroom 

Inside  Selling — Direct 

Managers  and  Assistants. 

Indirect 

Delivery 

Total  Salaries  and  Wages 


Stock-turn  (times  a  year) 


Department  STORES 
Net  Sales 


$1,000,000 
and  over 


16.0% 
30 
3-1 

°  5 

1.9 
1  -3. 

0.6 
1 .0 

o-5 
03 
0.25 

03 
0.25 

0.7 
o.  2 

2Q.Q 

32:2 
2-3 


13 

1.5 

O.9 

°  5 

2. 

o 

6 

o. 

1 

o. 

16. 


4 
3 
1 

85 

1 

55 
o 


3-7 


Less  than 
$1,000,000 


15  2% 

2-5 

2.  2 
0.65 

25 
075 

075 

1 .0 
0.4 

°-3 
o.  2 

o  55 

03 

0.65 

015 
28.1 

28.6 
o-5 


2.0 
0.4 

i-3 
0.6 
0.6 

14 

0.2 


o 

o 

o 

IS 


25 


Depart- 

mentized 

Specialty 

Stores 


148% 

3-8 

3-8 

°-35 

1-7 

1 . 1 

0.85 

1 .0 

0.8 

o-3 

0.3 

045 

0.25 

0.8 

0-3 

30  6 

330 
2.4 


6.0 


•Bureau  of  Business  Research,  Harvard  University,  Bulletin  No.  57. 
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Operating  Expenses  in  Various  Wholesale  Trades  for  Latest 
Years  for  Which  Data  Are  Available 

(Net  Sales  =  100%) 


Particulars 


Total  Sales-force  Expense 

Catalog 

Advertising 

Other  Selling 

Total  Selling 


Wages  of  Receiving  and  Shipping 
Force 

Packing  Cases  and  Wrappings 

Outward  Freight,  Express,  and 
Parcel  Postage 

Outward  Truckage 

Total  Warehouse  and  Shipping. . 

Executive  Salaries 

Office  Salaries,  Wages,  and  Bonuses 

Total  Executive  and  Office  Salaries 

Office  Supplies,  Postage,  and  Sta- 
tionery  

Telephone  and  Telegraph 

Credit  and  Collection 

Other  Buying,  Management, 
Office 


ana 


Rent. 

Heat,  Light,  Power,  and  Water . 

Taxes 

Insurance 

Repairs  of  Equipment 

Depreciation  of  Equipment 

Total  Interest 


Miscellaneous  Expense 

Losses  from  Bad  Debts 

Total  Warehouse,  Administrative, 
and  Fixed  Charges 


Total  Expense 


Gross  Margin . 
Net  Profit... 


Stock-turn  (times  a  year) 


Automotive 
Equip- 
ment1 

(1924) 


8.2% 
0.4 

0.3 
0.25 

9.2 


7 
2 

25 
35 


2.1 

2.6 
4-7 

0.7 
0.25 


05 

1 .  2 
o.  2 
0-35 
03 
0.07 

O.  2 
2.0 

O.6 

O.7 

14-3 
23  -5 

24.8 
i-3 

3-6 


Grocery2 
(1923) 


2.6% 

0.06 
0.09 


1 . 2 
0.05 

0.25 
0.65 


i.o' 
1.0 


O.  2 
O.O7 

O.I5 


0    5 
O.08 

o.3t 

oi5t 
0.03 
0.08 
15 

O.  2 
O.4 


IO.6 

"•3 

0.7 

5-9 


Drug3 
(1924) 


3-7% 
015 
o.  1 


2-7 
0.25 

0.2 
0-3S 


3-4 


o  35 
o.  1 


0.2 

o.75 
0.15 

0.45 

0.2 

0.05 

015 
1.9 

03 
o-35 


15-8 

17. 1 
13 

3-8 


Southern 

Dry 
Goods4 

(1923) 


5-7% 
f 
LOI3 

015 


0.8 
0.13 

[0.16 

1.8 
1.0 
2.8 

0.26 
0.05 


0.45 


05 
0.23 

0.04 
o.  1 
2.8 


o-5 
1.0 


16.6 
17.6 

1 .0 
3-4 


•Bureau  of  Business  Research,  Harvard  University,  Bulletin  No.  5/. 
'Bureau  of  Business  Research,  Harvard  University,  Bulletin  No.  40. 
'Bureau  of  Business  Research,  Harvard  University,  Bulletin  No.  50. 
♦Bureau  of  Business  Research,  Harvard  University,  Bulletin  No.  45. 
•Including  Buying. 

J  Except  on  buildings,  income,  and  profits. 
Except  on  buildings. 


INDEX 


INDEX 


25. 


Accounting  practice 
chain-store  control 
departmental  accounts 
expense  budgets 
figuring  salesmen's  compensation 
indirect  expenses  276,  365, 

joint  cost 

retail  method  of  inventory 
Belling  and  administrative  expenses 
Additions  to  line 

243.  275,  424,  605,  607, 
Advertising 

chain  grocery  stores 
cooperative 
manufacturers 
cloth 

electrical  appliances 
food  products 
furniture 
hats 

industrial  goods       49s.  543,  599, 
novelty 

proprietary  medicine 
rugs 

silverware 
soaps  and  cleaners 
stoves 
watches 
meat  packer 
oil  refiner 
sugar  refiner 
Agricultural  implements 
Aluminum  kitchen  ware 
Auctions 

fruit  and  vegetable 
tobacco 
wool 
Automobiles  and  trucks 


208,  217, 


178, 


77 
H7.   tit 

46 

698 

693,   736 

686,  690 

49 

365 

609,  610 

59,  65 
195,   5i8 

527,  560 
163 

549 

605 

600,  601 

97 
567 
538 
100 
87,587 
547 
607 
491 
531 
540 
181 

39 

227,  233 
316 
308 

246,  456 


B 


570,  592, 


Belting 
Biscuits 

Breakfast  foods 
Brokers 

coal  exports 

cotton  cloth 

food  and  grocery  products 

raw  cotton 

raw  wool 
Budgeting  expenses 
Buying  control 

see  Merchandise  control:   Purchasing 
By-products 


272 
609 
677 


661 
291 

195,  208,  417, 672 

321 

308 

46 


187,  637 


C 

Cancelations 

cloth  and  garment 

iron  and  steel 

sheet  and  tin  plate 

shoes 

textile  machinery 

textile  mills 

sec  also  Returned  goods 
Candy 

Canned  goods 
Canvassing 

see  also  Sampling 
Capper-Tincher  Act 
Car-lot  wholesalers 
Catalogs 


472 

296, 

473 

472 

414 

694 

470, 

471 

469 

131, 

187 

8,  39. 

36s 

358 

208,   217, 

227 

8,  52.  57, 

732 

( Ihain  stores 

department 

17 

five  and  ten  cent 

75 

grocery 

59, 

723 

shoe 

77 

Cheesecloth 

527 

Chemicals 

495 

Chicago  Board  of  Trade 

342, 

358 

Clocks  and  watches 

576, 

607 

Clothing  business 

29,  42,  98 

460 

605 

682, 

690 

Coal 

298 

661 

Collections 

365, 

412, 

580 

Commission  agents 

see  Selling  agents 

Commission  merchants 

208,  217, 

227, 

336, 

339, 

342 

Consignment  sales 

187,  258, 

336, 

339, 

672, 

741 

Contractor-dealers 

168, 

697, 

729 

Contracts 

cancelations 

296 

coal 

298, 

661 

cooperative   marketing 

195 

3i6 

cotton  mills 

470 

exclusive  agency 

114 

growers 

236, 

3°l 

machinery  leases 

251 

restraint  of  trade 

741 

Converters 

291 

Cooperative  buying 

consumers 

13 

retailers 

department  stores 

127 

drug 

145, 

706 

grocery 

»S7, 

716, 

723 

hardware 

159 

stationery 

712 

wholesalers 

716 

Cooperative  marketing 

cotton 

321 

food  products 

195, 

236, 

Si8, 

637 

tobacco 

3l6 

Copyright 

557, 

741 

Cotton  cloth            291,  349, 

424, 

461, 

470, 

560 

Cotton,  raw 

321, 

349 

Credit 

157 

36s, 

452, 

455 

Delivery                    6,   172,    1S7,  365,  412,   637 

Departmentization     25,  137,  145,  187,  365,  452 

Department  stores 
buying  34,  44,  50,  108 

cash  discounts  23 

exclusive  agency  agreement  114 

financing  20 

grocery  department  27 

location  17 

mail  order  department  57 

men's  clothing  department  29 

price  standardization  684 

sales  estimates  18,  20 

substitution  39,  42 

Diamonds  657 

Discounts 

c^h  23,  39,  145,  706,  716,  734 

quantity 

classification  of  customers  699,  706 

deferred  716 

discontinuance  279 


813 


814 
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Discounts  (continued) 
sales  promotion 
terms  365. 

trade 

purchase  requirements 
resale  discounts 
sales  promotion 
terms 

varying  prices 
see  also  Selling  terms 
Distribution  channels 
agricultural  implements 
direct  selling 

new  product  88,  103, 

sales  promotion 
see  also  Exclusive  agencies 
Drug  business  u,  133. 

Dry  goods 


MS 
417,  S35.  723 

39.   576,   712 

763 

529 

181,  729 

168,  732 


181 

127,   175 

258,   589,  610 

93,  168,  178 

145,  427,  706 
150,  698 


Electrical  appliances  168,  696 

Electrical  supplies  430 

Equipment  dealers  258 

Exclusive  agencies 

retail  34,  77,  88,  98,  103, 

114,  118,  119,  124,  460,  553,  573,  605 

wholesale  145,  164,  165,  258, 

265,  268,  272,  279,  610,  729 

Exhibitions,  furniture  535.  549 

Expenses 

classification  365 

departmental  records  25,  145,  152,  187,  365 

figuring  ratios  n 

Exports  661,  672 


Fabricating  parts  243,  598,  599,  600 

Federal  Trade  Commission 

187,  613,  706,  723,  754,  763 
Financing  17,  20,  103,  181,  217,  287,  414,  424 
Fish  industry  195 

Five  and  ten  cent  stores  75 

Food  products  88,  499,  580,  754,  770 

see  also  Individual  products 

Flavoring  extracts  716 

Flour  339,  342 

Foreign  exchange  672 

Furniture  535,  549 

Fruit  208,  217,  227,  518 

Futures 

cotton  349 

food  products  131,  137,  77° 

grain  342,  358 


Gas 

Grain 

Grinding  machines 

Grocery  business 
brand  policy 
cooperative  buying 
credit 

department  store 
discount  policy 
exclusive  agency 
merchandise   control 
sales  control 

Guaranty 

Hardware 

Heating  equipment 
Hedging 
Hide  trade 
Hosiery 

Installment  sales 
In-stock  department 
Inventory  liquidation 
Iron  and  steel 


H 


298 

336,  339,  342,  358 

266 

59 

13,  157 

454 

27 

723 

118 

59.   65,    137 

152,  3(>3,  452 

122 


103,  159.  466,  732 

432,  547 

342,  349 

353 

127,  175,  424,  688 

108,  696 

172,  175 

287,  657 

243,  296,  456,  613 


Janitors' 

supplies 

275 

Jewelry  business 

25,    IOO, 

576, 

657 

Jobbers, 

produce 

208, 

217, 

227 

Jute  twine 

97 

L 

Lace 

555 

Lard 

491 

Leases 

84,  247. 

251, 

648 

Leather 

287 

Lumber 

686 

M 

Mail  orders  8,  52,  57,  610 

Manufacturers'  agents  258,  265,  266,  729 

Manufacturers'  retail  branches 

establishment  84,  103,  414,  605 

sale  promotion  712 

stock  control  77,  414 

Manufacturers'  wholesale  branches 
discontinuance 
distribution  channels 
establishment 


management 

warehousing 
Mark-downs 
Market  analysis 
Mark-ups 
Meat  packers 
Merchandise  control 


272 

178,  258,  266,  610 

268,  412 

187,  365,  4",  699 

103,  53i 

34.  684 

258,  560 

12,  23,  65 

187,  491,  672 

44.   133,   137,   MS,  452 


see  also  Stock  control 
Milk  6,  88,  589,  637 

Missionary  salesmen 

consumers'  goods  87,  88,  275,  365, 

417,  567,  570,  576,  580,  587,  592,  716,  770 

industrial  goods  258,  275,  279,  573,  601 


0 


587,  699,  770 


One-price  policy 
Orders,  size  of 

133,  137,  145,  365,  427.  469,  587,  699 


Packaged  goods  145,  195, 

251,  527,  53i.  540,  677,  699,  723 
Packaging  machinery  251 

Packers  and  Stockyards  Act  187 

Paper  411,  648,  712 

Patents 

88,  279,  556,  573,  589,  6oi,  648,  675,  74* 
Patterns  101,  458,  461,  555 

Perpetual  inventory  77,  137 

Petroleum  products  84,  531 

Phonographs  165 

Piece  goods  44,  50 

Pipe  fittings  279,  573 

Pittsburgh  basing  point  system  294,  613 

Post-datings  172,  605,  734 

Precision  instruments  648 

Prices 

basing  points  613 

limits  75 

method   of  setting 

637,  682,  686,  688,  690,  693.  699,  736 
new  product  675,  677,  679 

reduction  287,  657,  694 

standardization  77,   684 

see  also  Discounts;  One-price  policy; 
Selling  terms;   Varying  prices 
Private  brands 

chain  stores  59,  65,  716 

cooperative  buying  associations  157 

department  stores  42 

wholesalers  150,  164,  175,  452,  716 

Produce,  farm        3,  5,  208,  217,  227,  233,  236 
Production 

additions  to  line  103,  243,  605,  609,  610,  679 


INDEX 
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Production  {continued) 
coordination  w itli  .sales 
economies  127.  458, 

for  BttX  1 

product  idaptation 
Proprietary  medii  ines 
1'uhlic:    market,    retail 

Pumps 
Purchasing 

control 

raw   materials 

selection   of   merchandise 

selection   of  source 

time 

R 

Receivership 
Repair  service 

agricultural  implements 

automobiles 

industrial  goods  247,  251,  258, 

tractors 
Replacements  and  refunds 
Resale  price  maintenance  41 , 

553,  580,  587.  607,  716,  741, 
Resident  buyers 
Returned  goods  119,  458, 

sec  also  Cancelations 
Rochdale  plan 
Rock-drilling  machinery 
Royalties 
Rugs 


461,  469 

461,   548,  648 

551 

175,    181,   287 

567.  74i 

5 

265 

44,    133.    137 

298,  321,  339 

32 

39,   456,   600 

34,  37,  50 


17,  243,  287 

181 

178 

284,  412,  648 

124 

122,    572 

108,   533, 
754,  763,  770 
127 
466,  469,  5S0 

13 

258 

247,  648 

32,  538 


365,  432,  443 
77 


736 

258,  430,  432 

443 

145,  427,  698,   732 

246,  404,  411,  736 


Sales  quotas 
Sales  analysis 
Sales  control 

152,  365,  427,  430,  443,  450,   580 
Salesman's  compensation 

automobile  distributor 

manufacturers 

selling  agent 

wholesalers 
Sales  organization 
Sales  promotion 

cooperative 

light  and  power  company 

manufacturers 

87,  365,  450,  458,  527,  538,  694 

oil   refiner  531 

sales  company  38 

see  also  Advertising;  Missionary  salesmen; 
Private  brands;  Trade-marks 
Sales  tax  774 

Sampling  592,  677 

Saws  412 

Selling  agents 

coal  661 

fish  195 

lace  555 


195,  518 
696 


meat  products 

672 

textiles                              291,   424,   443, 

461, 

560 

Selling  terms 

23.  40,  336,  576,  580,  596, 

661, 

672 

Shingles 

679 

Slioe   findings 

699 

Shoe  machinery 

247 

Shoes                           8,  12,  37,  77,  172, 

414, 

434 

Silverware 

100, 

458 

Simplification  of  line         77,  121,  548 

55i, 

690 

Soap  and  cleaning  compounds   87,  93, 

417, 

587 

Special-order  business 

460, 

535 

Special  sales                                30,  37,  4 

1,   59 

,  65 

Specialty  stores 

46 

Standardization                              77,  98, 

684, 

699 

Steel  chains 

268 

Stock  control                        59,  65,  77, 

412, 

414 

Stocks                                         20,  268, 

272, 

576 

see  also  Warehousing 

Substitution                             39,  42,  84 

531, 

569 

Sugar  beets 

301 

Sugar 

540 

Supply  firms          258,  268,  272,  275, 

279, 

573 

T 

Terminal  produce  markets              208, 

217, 

227 

Textile  machinery                           543, 

596, 

694 

Tire  carriers 

675 

Tires                                                   119 

450, 

648 

Tobacco  products 

3i6, 

499 

Trade-marks 

blanket                                491,  495, 

499, 

571 

competing 

605 

development                        518,   540, 

559, 

560 

different  grades  of  products        607, 

609, 

610 

rights 

477, 

499 

selection  of  merchandise 

59 

use                                                279, 

538, 

547 

see  also  Private  brands 

u 

Unfair  trading 

187,  247,  499,  613,  706,  741,  754,  763 
Used  cars  736 


Vacuum  sweepers  114 

Varying  prices  698,  699,  706,  732 

see  also  Discounts;  Prices 


W 


Warehouse  distributor 
Warehousing 

see  also  Stocks 
Washing  machines 
Welting,  shoe 
Wire  and  cable 
Wool  industry 


294 
103,  294,  316,  365,  770 

108 
601 
729 
308 


ALPHABETICAL  LIST  OF  PROBLEMS 


Adelphia  Shoe  Co.  734 

Allernet  Lace  Co.  555 

Ames  Electric  Co.  430 
Appalachian  Coal  Mining  Co.    661 

Arapahoe  Mills  349 

Atkins  &  Co.  455 
Auction  Sales  in  Produce 

Trade  233 

Badger  Watch  Co.  607 

Baker  Machine  Shop  675 

Barbour  Welting  Co.  601 
Beech-Nut  Packing  Co.  v. 

P.  Lorillard  Co.  499 

Bigelow  Furniture  Co.  535 

Big  Packers,  The  187 

Blackstone  Co.  294 

Boston  Produce  Market  227 
Bowman  Co.                           '32 

Brown,  James  13 
Buckner  Textile  Machinery 

Co.  543 
Burley  Tobacco  Growers' 

Cooperative  Asso.  316 

Burnside  Clothing  Co.  12 
California  Fruit  Growers' 

Exchange  518 

Cardiff  Mfg.  Co.  97 

Carolina  Potato  Exchange  236 

Carton  Machinery  Co.  251 

Cascade  Dept.  Store  34 
Cash  Discounts  and  Control 

of  Profits  23 

Casper  Shoe  Co.  8 

Century  Hardware  Co.  159 

Chicago  Board  of  Trade  342 

Chicago  Produce  Market  217 


Chickamauga  Co.  570 

Chickamauga  Co.  592 

Child  Steel  Co.  243 

Chocolink  Beverage  Co.  88 

Claybon  Co.  527 

Cleland  Co.  152 

Clermont  Co.  127 
Coffeyville  Textile  Machinery 

Co.  694 

Collis  Belting  Co.  272 

Crescent  Grocery  Co.  157 

Crocker  &  Lang  Veneer  Co.  686 

Crowley  Co.  679 

Damariscotta  Co.  732 

Davenport  Tire  Co.  119 

Defiance  Stove  Co.  547 

Dennison  Mfg.  Co.  712 

Devon  Phonograph  Co.  165 

Dexter  Machinery  Co.  693 

Dinsmore  Automobile  Co.  122 

Drake  Specialty  Store  46 

Drascau  Wholesale  Drug  Co.  133 

Drury  Hosiery  Mills  175 

Eberle-Finch,  Inc.  172 

Elm  Wholesale  Grocery  Co.  454 

Everman  Stores  Co.  65 

Excelsior  Co.  411 

Farnsworth,  M.  &  Co.  150 
Federal  Trade  Commission  v. 

Beech-Nut  Packing  Co.  754 
Federal  Trade  Commission  v. 

Mennen  Co.  706 

Fenton  Laboratories,  Inc.  589 

Fox  Mills  690 

Garfield  Tire  Co.  610 

Gates,  John  &  Co.  424 


817 
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Genessee  Co. 

657 

Mohawk  Soap  Co. 

87 

Geyser  Oil  Refining  Co. 

S3i 

Muscadine  Co. 

52 

Glencairn  Co. 

716 

National  Biscuit  Co. 

723 

Glendale  Co. 

469 

National  Rock  Drill  Co. 

258 

Glenrock  Mfg.  Co. 

432 

Neville  &  Co. 

291 

Grouse  &  Peabody 

131 

Newbury  Shoe  Co. 

600 

Hanover  Cotton  Mills 

560 

New  England  Milk  Producers' 

Harbord-Hutchinson  &  Co. 

145 

Asso. 

637 

Harrison  Steel  Corp. 

296 

New  England  Vessel  Fisheries 

>  195 

Haskins,  J.  F. 

114 

Oriole  Co. 

460 

Henderson  Co. 

108 

Ostend  Pork  Products  Co. 

491 

Herkimer  Steel  Co. 

456 

Owl  Fiber  Rug  Co. 

538 

Hide  Trade 

353 

Packers  Export  Corp. 

672 

Hoi  worthy  Shoe  Co. 

414 

Penwick  Co. 

118 

Homer  Food  Co. 

580 

Perfex  Mills 

339 

Hunt  Insulated  Wire  Co. 

729 

Pickens  Brothers 

598 

Intervale  Supply  Co. 

275 

Pittsburgh  Basing  Point 

Juniper  Knitting  Mills 

682 

System 

613 

Keane  Motor  Car  Co. 

178 

Platinar  Co. 

93 

Kishequa  Plow  Co. 

181 

Piatt  Axle  Co. 

284 

Kittet  Co. 

443 

"Private"  Brands 

489 

Lambert  Lake  Gas  Co. 

298 

Radio  Instrument  Co. 

648 

Lapwing  Co. 

50 

Ranier  Mfg.  Co. 

265 

Largo  Co. 

417 

Raritan  Oil  &  Refining  Co. 

84 

Legislative  Regulation  of 

Retail  Milk  Trade 

6 

Grain  Exchanges 

358 

Retail  Public  Market 

5 

Leland,  Henry  B.  Co. 

37 

Rice  Motor  Co. 

246 

Leon  Shoe  Co. 

77 

Richardson  Dept.  Store 

27 

Lincoln  Stores  Co. 

59 

Rickel  Shoe  Supplies  Co. 

699 

Lombardy  Co. 

164 

Roark  Saw  Works 

412 

Lunenberg  Cotton  Mills 

470 

Rolland  Dept.  Store 

20 

McPherson,  James 

3 

Sagamore  Tractor  Co. 

124 

Marcy  Hat  Co. 

605 

Sales  Tax 

774 

Marigold  Battery  Co. 

599 

Samoset  Co. 

98 

Massasoit  Leather  Co. 

287 

Seminole  Wholesale  Drug  Co. 

427 

Mercer,  James 

25 

Shawmut  Mfg.  Co. 

100 

Merritan  Co. 

587 

Sheridan  Chemicals  Co. 

495 

Mersey  Appliance  Co. 

168 

Siegel  Co. 

17 

Milburton  Brothers 

42 

Skagway  Mills 

321 

Miles  Medicine  Co.,  Dr.  v. 

Stebbins  &  French 

308 

John  D.  Park  &  Sons  Co. 

74i 

Stetlow-Carroll  Co. 

266 

ALPHABETICAL  LIST  OF 


I'KOBLEMS 


8ig 


Stetson  Light  &  Power  Co. 

Stratford  Clock  Co. 

57° 

Strength  Union  Co. 

279 

Strength  Union  Co. 

Sucrosa  Sugar  Refining  Co. 

540 

Sugar  Beet  Contracts 

301 

Tarpon  Co. 

305 

Tasker  Krill  Co. 

684 

Terms  of  Sales  by  Country 

Grain  Dealers 

336 

Tescott  Hosiery  Mfg.  Co. 

688 

Tinkham,  Littell,  Inc. 

404 

Toledo  Pipe  Threading  Ma- 

chine Co.  The  v.  The  Fed- 

eral Trade  Commission 

763 

Touraine  Co. 

549 

Trabanta  Co. 

507 

Trade-Mark  Rights 

477 

Truro  &  Co. 

39 

Tuscarora  Co. 

452 

Tuxbury  Chain  Co. 

268 

United  Shoe  Machinery  Corp.  247 
Vadner  Dept.  Store  29 

Van  Rood  Mills  461 

Wachusett  Wholesale  Hardware 

Co.  466 

Warren  Textile  Machinery  Co.  596 


Warrion  Co. 
Weaber  Mfg.  Co. 
Weatherhead  &  Co. 
Wellfleet  Co. 
Wentworth  Food  Co. 
White  Star  Cereal  Co. 
Wilda  Biscuit  Co. 
Willery  Co. 
William  Penn  Co. 
Winchester  Co. 
Windermere  Dry  Goods  Co. 
Winona  Rubber  Co. 
Wooley  L.  O. 
Woolworth,  F.  W.  Co. 


137 
458 
208 

57 
770 
677 
609 
736 

44 
103 
698 

450 
n 

75 
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